March 14, 1997
Dale

Approved:

MINUTES OF THE SENATE COMMITTEE ON ASSESSMENT AND TAXATION.
The meeting was called to order by Chairperson Audrey Langworthy at 11:00 a.m. on March 11, 1997, in

Room 519--S of the Capitol.

Members present: Senator Langworthy, Senator Corbin, Senator Lee,
Senator Bond, Senator Donovan. Senator Goodwin,
Senator Hardenburger, Senator Karr, Senator Praeger,
Senator Steffes and Senator Steineger.

Committee staff present: Tom Severn, Legislative Research Department
Chris Courtwright, Legislative Research Department
Bob Nugent, Revisor of Statutes
Shirley Higgins, Secretary to the Committee

Conferees appearing before the committee: Kathleen Sebelius, Commissioner of Insurance
Marty Kennedy, Kansas Insurance Department
John Ensley, Kansas Domestic Preference Legislative Group
David Hanson, Kansas Insurance Associations
Bill Sneed, AmVestors Financial Corporation
Tad Kramar, Security Benefit Group

Others attending: See attached list

The minutes of the March 6 meeting were approved.

Senator Langworthy welcomed a new committee member, Senator Les Donovan, replacing Senator Mike
Harris who resigned.

HB 2082--Concerning insurance; insurance premium tax reduction.

Kathleen Sebelius, Commissioner of Insurance, gave a brief overview of HB 2082, noting that the original
intent of the bill was to deal with a potential constitutional problem with Kansas’ premium tax laws. The
House Insurance Committee amended the bill to lower the tax rate for foreign insurers and to give foreign and
domestic insurers a salary tax credit to be phased in over a ten-year period. The fiscal impact of the House
amendments on the state general fund would be $22 million whereas the fiscal impact of the original bill was
$3.7 million. (Attachment 1) She stated that HB 2082, as amended. neutralizes any economic development
incentive because the tax break is available regardless of where a company does business. She introduced
Marty Kennedy of the Kansas Insurance Department to give a more detailed overview of the bill.

Mr. Kennedy referred to two pass outs. The first included a chart comparing key provisions of HB 2082 as
introduced with HB 2082 as amended by the House Insurance Committee and a chart comparing the impacts
on State General Fund receipts as introduced with the phased implementation provided in the amended bill.
(Attachment 2) The second included a list of premium tax practices throughout the country. (Attachimernit 3)

John Ensley, Kansas Domestic Preference Legislative Group, testified in support of HB 2082 as amended
on behalf of the following foreign (out-of-state) insurance companies: Guardian, Massachusetts Mutual,
Metropolitan Life, Mutual of New York, New York Life, Northwestern, Prudential, and Travelers. Mr.
Ensiey explained the three aspects of domestic tax preference under current Kansas law and the amendments
addressing them. He listed the positive effects he believed HB 2082 would have as amended. He was in
support of technical amendments to be offered by another conferee, David Hanson. (Attachment 4)

Senator Bond began a discussion regarding the effect of a uniform tax rate for domestic and foreign insurance
companies. Mr. Kennedy said the Department could provide the committee with information concerning the
various rates of other states that might be impacted by the bill. He was not certain the Department could
quantify that amount, but they could identify the states that would have a positive effect for Kansas companies

Unless specifically noted, the individual remarks recorded herein have not been transcribed
verbatim. Individual remarks as reported herein have not been submitted 1o the individuals !
appearing before the commitiee for editing or corrections.
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that did business with them. Senator Bond feit it wouid be heipful if an attempt was made to quantify th
positive impact of a uniform rate of 1 percent or 2 percent in Kansas. Mr. Ensley state d that i‘u clients do n Dt
advocate a particular rate. All his clients seck is a constitutional tax applicable to foreign and domestic
companies, leaving it up to the Legislature to determine the rate. Whatever that rate is, his clients wish it to be
fair and apply uniformly to foreign and domestic companies in all three areas of the domestic preference. He
concluded, if all three areas are addresced a constitutional manner, his clients would waive their right to
back tax claims if the tax n domestic and forel_gn companies is uniform at any rate.

David Hanson testified in support of HB 2082 on behaif of Kansas Association of Froperty and Casuaity
Insurance Companies and the Kansas Life Insurance Association, whose members are domestic insurance
companies in Kansas. Mr. Hanson believed the provisions of the bill will benefit Kansas by accomplishing a
gradual phase-in of the tax rate equalization while encouraging insurance growth through tax credits for
employee salaries in Kar- as. Furthermore, he noted that reduction of the premium tax to ! percent may

relieve the retaliatory taxes that are flowing out of Kansas to other states. (Attachment5) Mr. Hanson also
SmelttE:d a balloon of the bill with further p,mposed amendments prepared by various industry representatives
and groups. He explained each amendment to the committee beginning on page 15 of the balloon.
(Attachment 6)

Bili Sneed, represen[mg AmVestors Financial C \,orporduon {a wholly owned subsidiary of Amer
Life Insurance Company) testified in s uppo:t of HB 2082. Mr. Sueed explamed that Ame
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fnsurance Company obviously supports those provisions. He

annuities is a step in the right direction to remove roadblocks

He also supported the amendments found on pages 15, 18, anc
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There being no further time, Brad Smoot, representing ihe American insurance Associaiion (AlA), was unabie
to present his testimony in support of HB 2882 as amended. Of special interest to AIA coimpanies are
proposed amendments to Section 7 of the bill concerning retaliatory taxes. {(Attachment 9)

go into a subcommiiiee consisting of herself and Sendlom
— 1

Corbin, Steffes, Lee. aﬁd G00uwm Depenc‘rug upon time available, remaining conferees may have to testify
only before the subcommittee.

The meeting was adjourned at 12:04 p.m.
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Kathleen Sebelius

Commissioner of Insurance

Kansas Insurance Department

MEMORANDUM

To: Senate Assessment and Taxation Committee
From: Kathleen Sebelius, Commissioner of Insurance

Re: House Bill 2082 (Insurance Premium Taxes)
{

Date: March 11, 1997

As you are aware, the insurance industry is a significant economic force in this
state. Kansans spent over $6.2 billion last year for insurance premiums. There are over
1,500 insurers that do business in Kansas and they employ approximately 21,000 people
(not including agents and brokers). In fiscal year 1995, the industry paid $90.5 million in
taxes and fees to the state general revenue fund.

The original intent behind this legislation was to deal with a poteritial constitutional
problem with our premium tax laws. Kansas insurance companies are taxed annually at
1% of their premium income and foreign insurers pay a 2% premium tax. In 1985, the

United States Supreme Court, in Metropolitan Life Insurance Company v. Ward, held that

a similar tax differential imposed by the State of Alabama was unconstitutional. A number
of state supreme courts have also invalidated their premium tax statutes because they tax
in state and out of state insurance companies at different rates. I am concerned that the
Kansas premium tax statute may be unconstitutional.

Since the Metropolitan Life Insurance Company decision in 1985, over 50 foreign

insurers have paid their premium taxes to Kansas under protest. The Insurance
Department estimates that if the Kansas tax is challenged and overturned, and if the court
orders the state to pay back all foreign premium taxes above the 1% domestic rate, we will
have to refund $500 million. It is clearly time for the Kansas Legislature to address this

1ssue.
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House Bill 2082, as originally introduced, raised the premium tax rates for all
insurers to 2%, while giving companies a salary tax credit based on the number of their
Kansas based employees. The tax credit was designed to encourage companies to move
business operations to Kansas. In addition, the credit would reduce the effective tax rate
of domestic companies so that they would pay no more in taxes than under the current
statute. The impact on the state general fund from these changes would be approximately
$3.7 million. |

The House Insurance Committee amended the bill to lower the tax rate for foreign
insurers to 1%. The bill also gives foreign and domestic insurers a salary tax credit of
0.25%. These changes would be ;hased in over a ten year period. The fiscal impact of
these changes on the state general fund would be $22 mullion.

The legislation repeals the Kansas tax imposed on annuity premiums. This
provision was in the original legislation and is in the amended bill. Kansas is one of the
few states that still imposes this tax and it places Kansas life insurers at a competitive
disadvantage. I support the repeal of this tax as does the Governor. The legislation also
does away with the privilege tax paid by domestic insurers. The repeal of these two taxes -
will save Kansas insurance companies approximately $2.5 million annu-a.[lfy‘

Ultimately, tax policy must-be shaped by the Legislature. I urge this Committee to
approve legislation which will take care of the potential constitutional issues with our
current premium taxes. Those changes to our law should be designed so that Kansas
insurers will not see any increase in their effective tax rates. The bill should also

encourage economic development by giving companies incentives to have business

operations in this state.



Bill Provisions

Comparison of Insurance Tax Bills

Key Provisions

Premium Tax

Privilege Tax
Premium Tax on Annuities

Fire Fighter Tax Credit

Kansas Investment Tax Credit

HB 2082
As Introduced

Equalize at 2%, with Salary
Credit up to 50% of Tax. Begins
in Tax Year 1997.

Repeal. (& vl
Repeal effective Jan. 1, 1997,

Current Law.

Extend provisions of credit to
include foreign companies.

HB 2082
As Amended

Equalize at 1% on a phased in
basis for 10 years beginning
Tax Year 1998,

Repeal.

Repeal effective Jan. 1, 1997.

Extend to Foreign Companies
on a phased-in basis beginning
Tax Year 1998,

Repeal Effective Tax Year 1998.
Credit would be replaced with a
Salary Credit of up to .25% of
taxable premiums.

3/11/97, 10:06 AM
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Comparison of Insurance Tax Provisions
Impacts on State General Fund Receipts
Estimate Based on 1995 Receipts

Premium Tax Equalization & Salary Credits
Repeal Privilege Tax
Remove Tax on Annuities

Other Amendments

Foreign Fire Fighters Relief Credit
Repeal Kansas Investment Tax Credit

Total Fiscal Impact

Introduced
HB 2082

($3,700,000) *

($1,000,000)
($1,500,000)

50
$0

($6,200,000)

Phased Implementation of Amended Bill

FY 1998 FY 1999

0 (6,000,000)

(1,000,000) (1,000,000)
(1,500,000) (1,500,000)
0 (350,000)
0 2,000,000

($2,500,000)  ($6,850,000)

FY 2000
(7,400,000)

(1,000,000)
(1,500,000)

(700,000)
2,000,000

($8,600,000)

Total
Amended
HB 2082

($22,000,000) **

($1,000,000)
($1,500,000)

($3,500,000)
$2,000,000 ***

($26,000,000)

* This amount includes a revenue increase of $8.6 million to increase the domestic Premium Tax Rate to 2.0 percent, the same as foreign
companies. This increase on domestic companies is offset by a salary tax credit of $12.3 million, to allow companies doing business in
the state to reduce their rate from 2.0 percent to 1.0 percent. Of this amount, $8.6 million goes to domestic companies to hold them

harmless from the tax rate increase, and $3.7 million goes to foreign companies with Kansas employees.

** |ncludes $18.6 million to reduce the Premium Tax Rate to 1.0 percent, and $3.4 million for a salary tax credit of 1/4 percent. This credit
offsets the tax increase related to the repeal of the Kansas Investment Tax Credit described below. Of the total tax reduction, $2.0 million
goes to Kansas companies and $20.0 million goes to out of state insurance companies.

*** The repeal of this investment credit is an increase in the taxes of domestic companies that is offset by a salary tax credit shown above.

—=5=This amount includes the Premium Tax Rate equalization at 2.0 percent, as included in the Introduced Version of HB 2082. Also
includes the salary tax credit proposed as an offset to the repeal of the Kansas Investment Tax Credit, as included in the amended version

by the House Insurance Committee.

3/10/97, 913 AM




State

Alabama

Alaska
Arizona

Arkansas

California

Colorado

Connecticut

Delaware
DC

Florida

Georgia

Camparison of State Premium Tax Provisions

Tax Rate

2.80% Foreign
1.30% Domestic

2.70%
2.00%

2.50%

2.35% Include annuity

2.25%

1.75%

1.75%
2.25% Include annuity

1.75% Include annuity

2.25%

Comments

‘Foreign and domestic company tax rates are being
‘equalized on a phased basis. By 1999, foreign and
édomestic companies will be taxed at a rate of 2.3%.

Authorized life and disability insurers may take a credit for
non-commissioned salaries and wages of Arkansas
employees, not to exceed 80 percent of taxes due on
\disability insurance and HMO's and 70 percent of taxes
;due on life insurance premiums.

|Rate is 1.0 percent for companies maintaining a regional
home office in the state. The statute defines what
\constitutes a regional home office.

A tax credit is available for qualifying companies. Itis 10.0 |
percent of the amount invested with respect to any |
insurance business which is incorporated in the state,
loccupies a new facility in the state and employs not less
;than 25 percent of its work force in new jobs.

May take 15.0 percent of the amount paid in salaries to |
employees located in state as credit against premium tax. |
When retaliatory taxes are computed, 80 percent of the
credit shall not be taken into consideration.

May reduce tax rate to 1.25 percent if at least 25 percent of |
total assets, exclusive of direct obligations to the US 1
Government, are invested in Georgia property, as defined |
in the statute. May reduce rate to 0.5 percentifthe 75 |
percent of total assets are invested in Georgia properties.

Prepared by Kansas Insurance Department 3/11/97 Page 1
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State

Hawaii

Idaho

Illinois

Indiana

lowa

Kansas

Kentucky

Louisiana

Maine

Maryland

Massachusetts

2.00%

Comparison of State Premium Tax Provisians

Tax Rate

2.75% Life

4.27% All others

2.75%

2.00%

2.00%

2.00%

2.00% Foreign
1.00% Domestic
Include Annuity

Comments

Tax credit of 1% of premiums if the insurer maintains in
state books and records.

Domestic companies that maintain their prinf:'iple place of -

‘business in lllinois and meet other specific requirements

do not pay the tax.

‘An insurer that proposes a project to create new jobs may
|apply to a board, created for this purpose, and may receive
|a credit against premium taxes for up to 10 years.

2.00% Include annuity }Kentucky domestic life insurers pay an ad valorem tax on

2.25% Life

3.00% Prop.&Cas.

1.00% LTC Insurance
2.00% All others
Include annuity

2.00% Life

2.28% All others

‘capital and taxable reserves, in lieu of other taxes.

Taxes may be reduced by between 66.7 and 95 percent
according to the portion of a company's admitted assets
invested in the state.

- Property insurance written prior to 1/1/94 by domestic |
insurers is not subject to premium tax. !
- Life companies that have their home offices in Maryland |
may take a credit against their premium tax for the fees for |
valuing life insurance policies, not to exceed 15 percent of |
the total tax due. '

Prepared by Kansas Insurance Department 3/11/97 Page 2
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Comparison of State Premium Tax Provisions

State Tax Rate Comments
Michigan 'All are subject to the Michigan single business tax.
Minnesota 2 00% most insurers  Mutual insurers who do not write iife"insurance, whose

|assets did not exceed $1.6 Billion as of Dec.31, 1989, pay
10.5 percent. Annuities are not taxed.

Missouri 2.00%

Mississippi 3.00% 'Credit available for total admitted assets in qualifying
'Mississippi investments. Credits carry between 1 percent
\and 50 percent of taxes, depending on percentage of
iassets invested in Mississippi.

Montana 2.75%

Nebraska 0.50% Group accident and health

1.00% All others

Nevada 3.50% Companies that own and maintain home offices or regional
home offices in Nevada receive a credit of 50 percent of
the aggregate premium tax plus the full value of the ad
|valorem tax on the building where it's housed. These ‘
credits may not reduce the premium tax due by more than

|80 percent.
New Hampshire 2.00%
New Jersey 1.05% Group Acc. Separate rate of 5.25 percent of previous 3 years' average |
& Health underwriting profit for ocean marine companies. |

2.10% All others

New Mexico 3.00%

New York 1.00% Accident & Health
0.80% Life Domestics get a 90% tax credit for retaliatory taxes paid
1.30% All others in other jurisdictions.

North Carolina 2.23% Fire & Lightning
1.90% Others

Prepared by Kansas Insurance Department 3/11/97 Page 3



State

North Dakota

Ohio

Oklahoma

Oregon
Pennsylvania

Puerto Rico

Rhode Island

South Carolina

South Dakota

Tennessee

Texas

Utah

Comparison of State Premium Tax Provisions

Tax Rate

2.00% Life
1.75% All others

2.50%

2.25%

2.25%
2.00% Include annuity

4.00%
1.00% Annuity
Consideration

2.00%

2.25% Fire
0.75% Life
1.25% All others

2.50%
1.25% Annuity
Consideration

1.75% Domestic Life
1.95% Foreign Life .
2.50% All other

2.00% Health, HMO
& Accident
3.50% All others

2.25%

Prepared by Kansas Insurance Department 3/11/97

Comments

|Allows credit of between 15 percent and 50 percent for
companies maintaining a regional home office in the state, |
{according to how many Oklahomans are employed.

|Oregon domestic companies organized prior to 1971 are
|not subject to this tax.

Domestic insurers maintaining a home office in Puerto

Rico are exempt from premium taxes.

If a company's principal office or regional home office is
located in South Dakota over half of the year, it may 1
deduct 50 percent of the premium tax plus an amount |
equal to the ad valorem taxes on property used as such
office, up to another 20 percent of the tax due.

Foreign life company rate will decline .5 percent per year
until 2000, when the rate will be equal for foreign and
domestic companies: 1.75 percent.

May be eligible for credits with Texas qualified
investments.

Page 4
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State

Vermont
Virgin Islands
Virginia
Washington '

West Virginia

Wisconsin

Wyoming

Comparison of State Premium Tax Provisions

Tax Rate Comments

2.00%
5.00%
2.25%
2.00%
3.00%

1.00% Annuity
Consideration

2.38% Foreign P&C 'Domestic life insurers with less than $750 million of
0.50% Foreign Marine ir;surancg in forc;e pay z|=1|n annual license ﬁe of 3.5 percent
of gross income from all sources, except life insurance
2.00% All others but ‘premiums and interest needed to maintain reserves, but
Domestic Life \not more than the foreign rate. Domestic companies with
'more than $750 million in force pay the same as the
}foreign companies.

1.00%
0.75% Annuity
Consideration

Prepared by Kansas Insurance Department 3/11/97 Page 5



KANSAS DOMESTIC PREFERENCE LEGISLATIVE GROUP

Testimony of John D. Ensley

SENATE COMMITTEE ON ASSESSMENT AND TAXATION
House Bill 2082, as amended
March 11, 1997

I am here today to speak in favor of House Bill 2082, as
amended. The Kansas Domestic Preference Legislative Group is
comprised of eight major out-of-state insurance companies and their
twenty affiliates. I present my testimony today on behalf of all
these companies.

The most significant purpose of H.B. 2082 is to deal with the
domestic preferences in Kansas insurance taxes in light of the U.S.
Supreme Court decision in Metropolitan Life Ins. Co. V. Ward,l451
U.S. 648 (1985). The Ward case held that discrimination against
out-of-state (foreign) insurance companies violates the Equal
Protection Clause of the United States Constitution and that
requiring investments in the taxing state is likewise in violation
when it furthers discrimination against foreign insurance companies
and in favor of the taxing state’s domestic insurance companies.

In 1981, 26 states discriminated facially against foreign
insurers in their taxation of insurance companies. Today, in the
wake of the Ward case, 19 of those states have acted legislatively
to eliminate their domestic company tax preferences, 2 states have
taken half measures and are still in litigation, and Kansas remains
. one among just 5 states that still discriminate facially against
foreign insurers.

We applaud the Insurance Commissioner for her recognition of
the constitutional problem posed by the premium tax rate
differential in Kansas. That differential, 2% on foreign insurers

and 1% on domestic insurers, is strikingly similar to the Alabama
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rate differentials in the Ward case. The Commissioner’s
recognition of this problem is a major step in the direction of a
solution, and H.B. 2082 as originally introduced addressed the
problem posed by the rate differential.
However, Kansas has two other domestic company tax preferences
that must be resolved if the type of residence-based discrimination
addressed by the Supreme Court is to be resolved in Kansas:
A, The domestic company credit for Kansas investments
(K.S.A. 40-252c).

B. The domestic company credits for fire marshal fees under
K.S.A. 75-1508 and for a limited amount of firefighters
relief taxes under K.S.A. 40-1703 (K.S.A. 40-252(A)).

H.B. 2082 as originally introduced addressed the domestic
company credit for Kansas investments by simply extending it to
foreign insurance companies. This might appear to be sufficient,
but fails to recognize that no foreign insurance company would ever
be likely to invest 30% of its admitted assets in Kansas. Thus,
such an investment provision applicable to both foreign and
domestic companies would, in practice, continue to discriminate
against foreign companies under current law. As amended, H.B. 2082
replaces the credit for Kansas investments with a credit that
should encourage foreign companies to_expand their presence in
Kansas and their contributions to the Kansas economy .

H.B. 2082 as originally introduced did not address the fire
credits available-only to domestic fire insurance writers. These
credits should be extended to foreign fire insurance writers if the
residence-based discrimination rejected in the Ward case is to be
fully addressed in Kansas.

To resolve all three aspects of domestic tax preference under
current Kansas law, the House amendments to H.B. 2082 accomplish

the following:



A. Differential premium tax rates (K.S.A. 40-252). Domestic
companies are now taxed at 1% of premiums and foreign
companies are taxed at 2% of premiums.

SOLUTION:

(1) H.B. 2082, as amended, equalizes premium tax
rates at 1% for all companies, foreign and domestic, with
a 10-year phase-down of the premium tax rate on foreign
companies at 0.1% per year.

(2) H.B. 2082, as originally introduced and as
amended, repeals the privilege tax on domestic companies
(K.S.A. 40-2801, et seqg.) so that no domestic company’s
direct tax will exceed any foreign company’s direct tax,
and amends the "in lieu" provision (K.S.A. 40-252b) so
that the premium tax truly replaces the privilege
(income) tax without subjecting domestic insurers to new
taxes on their intangible property.

H. Domestic company credit for Kansas investments (K.S.A.
40-252c). Domestic companies iﬁvesting 30% of their admitted
assets in Kansas investments are allowed a credit for 25% of
their direct premium tax so that qualifying domestic companies
pay an effective tax rate of 0.75% instead of 1%.

SOLUTION: :

(1) H.B. 2082, as amended, repeals the domestic
company investment credit. To the extent H.B. 2082 as
originally introduced would have extended this credit to
foreign companies it would have created a new domestic
preference. Foreign companies cannot invest 30% of their
admitted assets in Kansas and may be prohibited from
doing so by their own state regulators.

(2) H.B. 2082, as amended, replaces the investment
credit with a limited salary credit available to foreign
and domestic companies without recapture from foreign

companies through the retaliatory tax. The salary credit

o=



is limited to 0.25% of taxable premiums (25% of the
direct tax at 1%) rather than at 50% as in H.B. 2082 as
originally introduced (1% of taxable premiums). This
assures that most domestic companies that qualified for
the investment credit under current law and attained an
effective direct tax rate of 0.75% will continue to do
so.

(3) H.B. 2082, as amended, adds a small company tax
credit to assure that all domestic companies that
attained the 0.75% effective tax rate under current law
will continue to do so in the future. To further this
end, the technical amendments would set small company
premiums $15 million world wide and the maximum small
company credit at $30,000. Also, to avoid creating
another domestic preference, the small company credit is
extended to small foreign companies without recapture
through the retaliatory tax.

. Credits for fire marshal fees under K.S.A. 75-1508 and

for limited amounts of firefighters relief tax under K.S.A.

40-1703. These credits are allowed to domestic fire writers
(K.S.A. 40-252(A)), but not to foreign fire writers (K.S.A.
40-252 (D) (3)) .

SOLUTION:

Since a repeal of these credits would increase taxes
on some domestic companies, H.B. 2082, as amended,
extends the fire credits to foreign fire writers. To
minimize the revenue impact of this change, the fire
credits for foreign fire writers are phased in over 10
years at 10% each year.

If Kansas insurance taxes are reformed along the lines of H.B.
2082, as amended, no domestic insurance company should incur any

tax increase, and the companies in our group will cease protesting



their Kansas taxes and will withdraw all their tax claims and

protests under current law.

We believe that H.B. 2082, as amended, will have the following

positive effects:

1.

No tax increase should be experienced by any Kansas domestic

insurance company.

Kansas domestic insurance companies doing business in other

states will, over time, pay far less in retaliatory taxes to

most other states.

Kansas will become a far more attractive state in which to

maintain insurance operations because of:

A. the elimination of the discriminatory features of the
Kansas premium tax, and

B. the provision of a salary credit which will not be
recaptured from qualifying foreign insurance companies
through the retaliatory tax. _

Kansas will also become a far more attractive state in which

to do business because of the repeal of the tax on annuity

premiums.

Kansas insurance taxes will be simplified.

Kansas will avoid constitutional problems with its premium tax

in the wake of Metropolitan Life v. Ward and a sizable

potential tax refund liability to foreign insurance companies.

Kansas will avoid constitutional problems with the investment

tax credit under Bethlehem Motors Corp. v. Flynt, 256 U.S. 421
(1921), cited with approval in Metropolitan Life v. Ward.

Finally, we have reviewed and agree with the technical

amendments to H.B. 2082 which have been proposed by Mr. David

Hanson on behalf of the Kansas Association of Property and Casualty

Insurance Companies and the Kansas Life Insurance Association.

We urge your favorable action on H.B. 2082, as amended.



KANSAS DOMESTIC PREFERENCE LEGISLATIVE GROUP

Guardian (2)

Massachusetts Mutual (3)

Metropolitan Life (8)

Mutual of New York (2)

New York Life (3)

Northwestern (1)

Prudential (3)

Travelers (6)

Guardian Life Insurance Company of America
Guardian Insurance & Annuity Co.

Massachusetts Mutual Life Insurance Co.
Connecticut Mutual Life Insurance Co.
CM Life Insurance Co.

Metropolitan Life Insurance Co.

Metropolitan Insurance & Annuity Co.

Metropolitan Tower Life Insurance Co.

Metropolitan Property & Casualty Insurance Co.
Metropolitan Casualty Insurance Co.

Metropolitan General Insurance Co.

Metropolitan Group Property & Casualty Insurance Co.
New England Mutual

MONY
MONY Life Insurance Company of America

New York Life Insurance Co.
New York Life Insurance & Annuity Co.
New York Life Insurance & Health Insurance Co.

Northwestern Mutual Life Insurance Co.

Prudential Insurance Company of America
Pruco Life Insurance Co.
Prudential Property & Casualty Insurance Co. (PRUPAC)

Aetna Casualty & Surety Co.

Aetna Casualty & Surety Co. of Illinois

Standard Fire & Insurance Co.

Automobile Insurance Co. of Hartford, Connecticut
Farmington Casualty Co.

Aetna Commercial Insurance Co.



David A. Hanson

Kansas Insurance Associations
Topeka, Kansas

(913) 232-0545

TESTIMONY ON HB2082
March 11, 1997

TO: Senate Assessment and Taxation Committee
State Capitol
Topeka, Kansas

RE: House Bill No. 2082

Madam Chairperson and Members of the Committee:

Thank you for this opportunity to appear before the Committee. I am David Hanson and
am appearing on behalf of Kansas Association of Property and Casualty Insurance Companies and the
Kansas Life Insurance Association, whose members are domestic insurance companies in Kansas.

We appreciate the hard work of the Insurance Commissioner and her staff in trying to
resolve the insurance tax issties addressed in House Bill 2082, including equalization of premium tax
rates in Kansas without increasing the taxes on our Kansas domestic companies. We also appreciate the
efforts of insurance industry representatives, groups and trade associations in also addressing these issues
without increasing taxes on Kansas companies.

We support the provisions of House Bill 2082 and believe these provisions will benefit
Kansas by accomplishing a gradual phase-in of the tax rate equalization, while encouraging insurance
growth through tax credits for employee salaries in Kansas. We also believe our companies may be able
to better compete in the marketplace with the proposed repeal of the annuity premium tax, which very
few states impose, and repeal of the privilege tax, which is imposed on Kansas domestic companies only.
We would also note that by equalizing the premium tax rate at 1% for all companies, our domestic
companies that do business in other states may be able to reduce the retaliatory taxes they have to pay in
those other states.

We would like you to consider the proposed amendments that have been submitted for
your review. These amendments are the result or our collective efforts and have been worked out with
the various industry representatives and groups. We would join the other proponents in supporting these
amendments and encouraging your favorable consideration of House Bill 2082. '

Again, we appreciate every effort to resolve these issues without increasing taxes on
Kansas companies. Thank you for your consideration.

Respectfully, .
/%@/J %Mm____

DAVID A. HANSON

APROGRAMS\WPWINGO\SEC'Y\LISAWISCDOCS\TESTMONY 208 e
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As Amended by House Committee

Sassion of 1097

HOUSE BILL No. 2082

By Committee on Insurance

1-24

AN ACT concerning insurance; insurance department service regulation
fund; disposition of fees and certain taxes; assessments for mainte-
nance and expenses of department; exemptions; penalties and interest;
transfers from state general fund, temporary insufficiencies; schedule
of fees and taxes for insurance companies and fraternal benefit soci-
eties; credit; deductions; returns; time for payment; repealing privilege
tax; amending K.S.A. 40-112, 40-252, 40-358e 40-252b and 40-253
and K.S.A. 1996 Supp. 40-246 and repealing the existing sections; also
repealing K.S.A. 40-252¢, 40-2801, 40-2802, 40-2805, 40-2806, 40-
2807, 40-2808, 40-2809, 40-2810, 40-2811 and 40-2812 and K.S.A.
1996 Supp. 40-2803 end, 40-2804 and 40-2813.

Be it enacted by the Legislature of the State of Kansas:

Section 1. K.S.A. 40-112 is hereby amended to read as follows: 40-
112. (a) For the purpose of maintaining the insurance department and
the payment of expenses incident thereto, there is hereby established the
insurance department service regulation fund in the state treasury which
shall be administered by the commissioner of insurance. All expenditures
from the insurance department service regulation fund shall be made in
accordance with appropriation acts upon warrants of the director of ac-
counts and reports issued pursuant to vouchers approved by the com-
missioner of insurance or by a person or persons designated by the com-
missioner,

(b) On and after the effective date of this act, all fees received by the
commissioner of insurance pursuant to any statute and the portion of taxes
received pursuant to K.S.A. 40-252 and amendments thereto, which is
certified by the commissioner of insurance to be necessary for the pur-
poses of the insurance department service regulation fund and which,
together with the total amount of fees deposited to the credit of the
insurance department service regulation fund pursuant to this subsection,
does not total more than $4,800,000 for any fiscal year, shall be remitted
to the state treasurer for deposit in the state treasury and credited to the
insurance department service regulation fund. The total amount credited
to the insurance department service regulation fund pursuant to this sub-



z - ) =

@ -1 G W

HB 2082—Am. 5

section for any fiscal year shall not exceed $4,800,000.

(c) Except as otherwise provided by this section, the commissioner
of insurance shall make an annual assessment for the fiscal year ending
June 30, 1993, and for each fiscal year thereafter, on each group of affil-
iated insurers whose certificates of authority to do business in this state
are in good standing at the time of the assessment. The total amount of
all such assessments for a fiscal year shall be equal to the amount sufficient
which, when combined with the total amount to be credited to the in-
surance department service regulation fund pursuant to subsection (b) is
equal to the amount approved by the legislature to fund the insurance
company regulation program. With respect to each group of affiliated
insurers, such assessment shall be in proportion to the amount of total
assets of the group of affiliated insurers as reported to the commissioner
of insurance pursuant to K.S.A. 40-225 and amendments thereto for the
immediately preceding calendar year, shall not be less than $500 and shall
not be more than the amount equal to .0000015 of the amount of total
assets of the group of affiliated insurers or $25,000, whichever is less. The
total assessment for any fiscal year after the fiscal year ending June 30,
1993, shall not increase by any amount greater than 15% of the total
budget approved by the legislature to fund the insurance company reg-
ulation program for the fiscal year immediately preceding the fiscal year
for which the assessment is made. In the event the total amount of the
assessment would be less than the aggregate amount resulting by assess-
ing the $500 minimum on each insurer, the commissioner may establish
a lower minimum to be assessed equally on each insurer.

(d) If, by the laws of any state other than Kansas or by the retaliatory
laws of any state other than Kansas, any insurer domiciled in Kansas shall
be required to pay any fee or tax in such other state of licensure, and the
fee or tax is due and payable either because the insurance department
service regulation fee imposed by this section on insurers licensed in Kan-
sas and organized or domiciled in such other state is greater than the
comparable fee or tax assessed in such other state, or such other state has

~net] comparable fee or tax but requires payment on a retaliatory basis,

then to the extent such fee or tax amounts are legally due and are paid in
such other state, any insurer domiciled in Kansas may claim a dollar-for-
dollar credit for such fees paid against its annual preméum taxes due the
state of Kansas under K S.A. 40-252 and amendments thereto, but such
credit shall only be calculated on the amount which would not have been
required to be paid in such other state of licensure in the absence of the
existence of the insurance department service regulation fee imposed by
this section, and in no event shall the credit permitted by this section
exceed 90% of the insurer’s annual premium tax due the state of Kansas.
The insurance commissioner shall prescribe the forms for reporting such

no
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credits.

{d} (¢) Assessments payable under this section shall be past due if not
paid to the insurance department within 45 days of the billing date of
such assessment. A penalty equal to 10% of the amount assessed shall be
imposed upon any past due payment and the total amount of the assess-
ment and penalty shall bear interest at the rate of 1.5% per month or any
portion thereof.

te) () On or after July 1, 1992, when there exists in the insurance
department service regulation fund a deficiency which would render such
fund temporarily insufficient during any fiscal year to meet the insurance
department’s funding requirements, the commissioner of insurance shall
certify the amount of the insufficiency. Upon receipt of any such certi-
fication, the director of accounts and reports shall transfer an amount of
moneys equal to the amount so certified from the state general fund to
the insurance department service regulation fund. On June 30 of any fiscal
year during which an amount or amounts are certified and transferred
under this subsection, the director of accounts and reports shall provide
for the repayment of the amounts so transferred and shall transfer the
amount equal to the total of all such amounts transferred during the fiscal
year from the insurance department service regulation fund to the state

- general fund.

¢ (g) Any unexpended balance in the insurance department service
regulation fund at the close of a fiscal year shall remain credited to the
insurance department service regulation fund for use in the succeeding
fiscal year and shall be used to reduce future assessments or to accom-
modate cash flow demands on the fund.

g} (h) The commissioner of insurance shall exempt the assessment
of any insurer which, as of December 31 of the calendar year preceding
the assessment, has a surplus of less than two times the minimum amount
of surplus required for a certificate of authority on and after May 1, 1994,
and which is subject to the premium tax liability imposed on insurers
organized under the laws of this state. The commissioner of insurance
may also exempt or defer, in whole or in part, the assessment of any other
insurer if, in the opinion of the commissioner of insurance, immediate
payment of the total assessment would be detrimental to the solvency of
the insurer.

ér) (1) As used in this section:

(1) “Affiliates” or “affiliated” has the meaning ascribed by K.S.A. 40-
3302 and amendments thereto;

(2) “group” or “group of affiliated insurers™ means the affiliated in-
surers of a group and also includes an individual, unaffiliated insurer; and

(3) “insurer” means any insurance company, as defined by K.S.A. 40-
201 and amendments thereto, any fraternal benefit society, as defined by
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K.5.A. 40-738 and amendments thereto, any reciprocal or interinsurance
exchange under K.S.A. 40-1601 through 40-1614 and amendments
thereto, any mutual insurance company organized to provide health care
provider liability insurance under K.S.A. 40-12a01 through 40-12a09 and
amendments thereto, any mutual nonprofit hospital service corporation
under K.S.A. 40-1801 through 40-1816 and amendments thereto, any
nonprofit medical service corporation under K.S.A. 40-1901 through 40-
1915 and amendments thereto, any nonprofit dental service corporation
under K.S.A. 40-19a01 through 40-19a14 and amendments thereto, any
nonprofit optometric service corporation under K.S.A. 40-19b01 through
40-19b14 and amendments thereto, any nonprofit medical and hospital
service corporation under K.S.A. 40-19c01 through 40-19¢11 and amend-
ments thereto, any health maintenance organization, as defined by K.S.A.
40-3202 and amendments thereto, or any captive insurance company, as
defined by K.S.A. 40-4301 and amendments thereto, which is authorized
to do business in Kansas.

Sec. 2. K.S.A. 1986 Supp. 40-246 is hereby amended to read as fol-
lows: 40-246. The commissioner of insurance is prohibited from issuing
any license or authority to write policies of insurance, or to solicit and
obtain such policies, to any person, agent or corporation, unless such
person, agent or corporation is a legal resident of this state at the time

 such license or authority is issued. Under such regulations and restrictions

deemed necessary by the commissioner of insurance, licenses may be
issued to nonresident agents, who are licensed by the state in which they
reside, upon the payment of an annual fee of $16. Whenever any sther
s!nteimpeseseal&mnmpuiesarngenhaddi&ondmmfem;
panies and agents of sueh other state- Whenever eny person; agent or
ecrporation so autherised te issue policies of insurance and solieit end
issued to sueh persem; agent or eorporation shall be reveked. end the
same shall be null and veid $25.

See: 3. K-5-A- 40-353 is hereby amended to reed as follows: 40-852.
Every insurance eompany or fratemal benefit seciety erganisod under the
lews of this stete or deing business in this state shall pay to the eommis-
sioner of insurance fees and taxes specified in the following sehedule:

A

Inguranss eomgeandes srzanied wudsy
the lows of this slase:
+ mﬂmmdmkﬁmﬂemw
Pling cpplisation for sule of stesk or sortifleatos of Indebesdns - nmv. 6L5
Admisdien foos
Ensminetion of cherter and other & L —— BT — 500
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Aameal foae

Filing enoreal sMoment ::-r:rxxxrsrrrrrrrrrrssrrsrrarre s TITIs e o s o 149

Gontinustion of cortiflente of ewthorlty -<:x:xixrrrrrrrrrrrrrrrrrrrsrrens )
B Mol e essident and health escosiations:
dedemissien feoe

Filing ennoal staboment --xrxorrerssssrrrrsrrrrrrrrsrrorsrrossesToToeLs = pL]

Gertifloate of authority ---xcxrrrrrrrrrrrrrrrrsrrass sz rrrs s s s s rss s 10
denmaad foser

Filing annual staboment :cxxorrrrsrrrrrrrssrarroes TITTTTTTITITIIIIIIIIIILY 100

Gentinuation of eertificate of awthorlty -:--x:ororrorrsrrrrrrirs: rrorres 10
3: Mutual fire; hail; casualty and multiple line ingurers

= rocipracsl or intorinmurence exohongea:
hdmizzien foes:

Basoination of eharter and other doeuments --xx-x:-rrrrrrrrrrrsrrrone: 4560

T ————— ple]

e T T — 10
Asmisal fose

Filing snneal sbememt - rrxrrrrrrrrrriTrirrr s ss s trrrzerzrroos 100

Gontinuation of cortiflente of sotherity :rrrrrrrsrrrrrrrrrerrrsrrereres 10

In eddition to the above fver and as o condition prossdent to the com-
tuuctien of the eertifleate of autherity provided in iy code; ofl sush
eomvpanics shall pay a fee of $1 for cach agent certified by the compeny
and shall alos pey o tas ennvally wpen all premivms rocervod on rish le-
eated in this state ot the rete of 1% 2% por ennum lees (1) for tex yoars
prier te 1084; eny tanes peid on business in this state pursuent to the
provisiens of KA 403701 o 40-170% imelusive; and ¥5-1508 end
ernendments therete and (3) for tax yoers 1084 and thercafier, any taxcs
peid on business in this state pursuant to the provisions of I6-A- 761508
and amendments thereto and the amount of the frefighters relief tan
eredit dotermined by the commissioner of insurance: The emount of the

velief tax evedit for @ compaay for the quwvent tax year shall
e detormined by the commisdensr of kusurenes by dividing (A he tsinl
podd by ol such eampanies on business in this stole under L-6A4 463703
te 401707, inelusive; end emendmeonts thorste for tan year 1683; by (B}
the el ameunt of tmes peid by all such companiss vn business in this
state undorl—&-ﬁ: 481703 end amendmonts thorets for the e yeor
wobhhodbyé@)&emdmﬂdby&eemnm
in this state wader K54 40-1703 and emendments therets for the eur-
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rent tax yoar-

Funds aceepted prior o January 1. 1007 by a life insurer under an
agreement whieh provides for an aceumulation of funds to purehase tax-
able annuities at later dates shell be tanable premiums either when re-
eeived or when aetually epplied to the purchase of annuities; at the option
of the insurer If the funds are deelared upen reeeipt; any interest or
other gain that aeerues thereon shall not be taxable as premium ineeme;
but if the funds are deelared when applied to the purchase of annuities;
plication to the purchase of annuities may be dedueted from tax base a9
“premiums” returned on aceount of eancellations:

In the computation of the gress premiums all sueh eompanies shall be
entitled to deduet any premiums returned on aceount of eancellations; ell
premiums reeeived for reinsuranee from any other eompany euthorized
to do business in this state; dividends returned to polieyhelders and pre-
miums received in econneetion with the funding of e pension; deferred
eompensation; ennuity er prefit-sharing plen quelified or exempt under
seetions 401; 403. 404. 408; 457 or 501 of the United States internal

‘revenue eode of 1086: Should any sueh eompany remeve or maintain; or

bet#e&herthe&rhem&pnmpdereneeuhvesﬁﬁeeereﬂiemﬁomﬂm
state; every sueh eompany shall be subjeet te the provisions ef subseetion
D of this seetion:

B

Fratomal bonslt socicitor ergamiasd
wnder the lewe of this ssate:
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1
Aanual fees
8 NeaproBit modical servies corperations:
Aenlogion feen
Filing annval shatoment :-:::xorrrrrrrrreros TrrzTTIITITIITTITITIITILILT 169
Annual foes:
Filing annual statement :--:rxrrrrrrrrrsrrerssrresssrssssassasesssTaass 160
Gentinustion of sertifleate of authority -<--rr-rrrrrrrrrrrrrrrrsrrrrrrees 10
3 Nenprofit dental serviec corporations:
Fednission fees
Examination of charter and other doeuments -----::xoxroorrrrrrsrrorars 8509
Filing annual statomemt --coorororrrrrrrrrsssisssssrrrssrresssrrareseTILeT 120
Gertifloate of authorlly - -<-xrxrorrrrrrrrrrsrssssrsssrresrssssassees oz 10
Annual foes:
Filing annval statement --xrorrosrrrsrrrrrssrrsrrrsrssssssroar sz e s enes 109
Gontinuation of eortifloate of sutherity :=--:::xxxxcorrrrrrrrrrorrzeres 10

Gontinuation of certifieate of suthonly :x::rorrorrrrrrrrrrrrrrrrsrrasares 10

¥ eddition to the ebeve fees and a3 ¢ esnditien procedent to the een-
snuction of the eertificate of authority; provided in this eade; every ear
poraken or associctien shall pay ennvally to the eommissioner of insun
anee a privilege fee in en amount equal i 1% 2% per ennum of the total
ot all premiums; subseription eherges. or eny ether term which mey be
used o deseribe the eharges made by sueh corperition or essesistion (o
subsesibers for hospitel, medieel or sther health seriens or indomnily
received dunng the proesding yoer In sueh eemputations ell sueh eon
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perctiens er assoeiniens shell be eatiled to dedust coy premiums or
subseription charpes returned on scount of cancollations and dividends
seturned to members or subseribers-

b

hﬂ'f"’“'ﬂ&m"m

t Gapital stoek inserance companies and murual legel reserve life insuransce companien
Fiking epplication for sale of stask or sertifioatos of indebtodnecs <:---::: 835
Acdminsien feow

agent eerdfied by the eompany, exeept @9 otherwise previded by law:
43 ¢ eondition procsdent to the eomtinustion of the eenificate of en

| therity; previded in this eede; every compeny orgenised under the laws

of cay other state of the United Statos er of ony foreigs covntry shell pey
e tex upen all premiums received during the preceding yoar et the rete
&t 0% per enmum-

Funds aceepted privr to fonuery 1, 1007 by o life insurer under en
agreement which prevides for an sccumulation of funds to purebase tes-
eble enmuities at lster daice shell be tamsble premivms either when re-
eetved or when ectually eppliod to the pusehase of nnausities; ok the sptien
of the insurer I the funds ere doclared upon roccipt eny interest or
other gein that acerues thoreon shall not be tamble as premium ineeme;
bt if the funds are declared when epplied to the purehase of anpuitios;
funds deelared upen receipt which are thereaftor withdrawn before ap-
pbamnw&epu&nofm”bededumdhmhbmn

= retvened en weesunt of eassolludens-

ia the eomputation of the gress promiums all such compantes shell be
entitlod to dedust any promiums returned on ascoan of eansollations;
dividends returned to pelieyholders and all premiums recorved for rein-
suranse from ey ather eompeny suthorized to do business in this state
eud premiume received iz eonpeedsn with the feading of & ponsisn;
Mwmumwmum
wdsr sections 40k; 403; 404, 488; 457 or £01 of the Yaiisd States internal
rovence eade of 1088
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}naddﬂientetheabevefees;emysﬂeheompenyargammdudeﬂhe
laws of any ether state of the United States shall pay $5 for each agent
eertified by the eompany; end shall pay a tax annually upen oll premiums
reeeived at the rate of 8% per annum-

Funds seeepted prior to Janusry & 1007 by a life insurer under an
agreement whieh prevides for an seeumulation of funds to purchese tax-
eble annuities at later dates shall be taxsble premiums either when re-
eeived or when setually applied to the purehase of annuities; at the eption
of the insurer- I the funds are deelared upen reeeipt; eny interest or
other gein that acerues thereon shall not be taxable as premium income;
but i the funds are deelared when applied to the purchase of annuities;

‘fundﬂdeehmdupenreeelp!whnehﬂetbema&ermthdmbefereap-

plieation to the purehase of annuities mey be dedueted from tax base a9
“premiums” returned on aceount of eancellations:

Ia the ecomputation of the gross premiums all suek eompanies shall be
entitied to deduet any premiums returned on aceount of ecencellations;
dividends returned to polieyholders and all premiums reeeived for rein-
surance from any other company eutherised te do business in this state
and premiums reeeived in eonncetion with the funding of a pensien;
deferred eompensetion; annuity er profit-shering plan qualified or exempt
under soetions 401 403; 404; 408; 457 or 501 of the United States internal
revenne eode of 1086
3 Martual fire; casualy and multiple line insurers and reciprocal or interinsurance ex-

changos:

Admisaon foar
Eaaminatien of aharter end other documents wnd imnwanss of

In eddition to the abeve fees; every such company or assecistion or-
gemizod under the laws of any other state of the United States shall pay
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e@&ﬁhmwmw&ewmmmm.
tax annually upen all promiums received st the rate of 3% per annum- In
the computation of the gress premiums all sueh eompanies shall be en-
&dedmdeduamypmﬂwmdumeieuea&&eaﬁnﬂ
to de business in this state; and dividends returned to polieyholders:

Gontinuetion of cortifiente of aumtharily :::rrxrrrrrrrrrrsrrrsrrrrsrrerress 1)
In addition to the ebeve focs and e & eonditien procedent to the con-
tnuation of the eertifieate of qutherity; previdod in this eads; every cor-
poration or association shall pay annually to the commissioner of insur-
anee e privilege fee in an emount equal to 2% per annum of the tetal of
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ell premiums. subseription eharges; or eny other term whieh mey be used
te deseribe the eharges mede by sueh corporation or assoeiation to sub-
seribers in this state for hospital; medieal or other health serviees or in-
demnity received during the preceding year: In such eomputations all
weheerpeﬂdemermodaﬁemshnﬂbeen&ﬂedtededuetmym
mmbnﬁpﬁanehugesmmedenmefmhﬁmmddﬁ-
dends returned te members or subseribers:
[
All inourere shall pey @ foe of $10 for
: of on dod eomifiaste of ewthoriiy

For the purpese of insuring the eolleetion of the tax upon premiums;
assessments and echarges as set out in subseetion A; &; D or I every
meem&mmmhﬁon“d&emﬁﬂeﬂh
Mmmanw&%wdmm&
amendments thereto; make a return; verified by effidavits of its president
and seeretary or other ehief offieers; to the eommissioner of insuranee;
ﬁMgﬁemdﬂMWu&wmw
&ewmpﬁesaee@mh%mﬂe&!hwhum

Gommenénginiﬂ&&mdmuﬂywer&eeﬁmﬁedm“‘

: bepddmkﬂwm&mbe&m}une&ﬁmdwwofmehpﬂ

an ameunt equal te 50% of the full ameunt of the prior yoar's tanes as
mpmdbyﬁewshﬂbemﬁmdh&eume{b-
mmdpmtmﬁsmkrﬁepmedendumﬂ)femnd
mmwmmmﬂmm&
&epaﬂeden&tmmd(a}m”diermd&ed&
pertment of the state fire marshal pursuant to K-S-A- F5-1508; end

Upen&emwiﬁdsuebm&ewmmdw“
or associations on the basis and et the rate provided herein and the bal-
ence of sueh taxes shall thereupon beeome due and peyeble giving eredit
&mﬂwmhmmﬂhm
sioner shall make o refund if the tanes paid in the prisr june end Decom-
ber are in excess of the tazes assessed:

B
%ehpmhdh&mdm&eﬁadu&

#
(e} Each company required t6 pey & iax on promiums wndor subsso-
Heu:&;G;DcndFMboMncMWM&;m
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amount squal to 35% of the salaries paid to Kansas employecs- Before

) “Employess” moans persons who reside in Kensas and who are
common law employees of an insurence company or We affiliate: “Em-
ployoss” doss not inoltsde independont sontractors or anvy person o this
extont swoh omployess componsarion b based on cowmmissions:

B lnsurence sompeny” oF “sompany- mesne any eniity subiest 1o
@ taz on premiume under IS4 46-368-
o00; ae reporied on foderal or slate income iax returns for the colondar
yoar for which & tax on premiums is impased undor K-5-A- 46-353 end
amondmonts theroto; bui only to the exient componsation is paid for in-
mbdﬂoompemﬁenbnedenm
aﬂpmﬂsmqf’anmmwbjoﬁwmmm
pony affiliates subjoct to promium tar undor K-S\ 40-253 and omend-
meonis whoreto moy be eggrepaied- In sddition: all salerics peid to om-
ployece may be agerepsiod- Subjost io the Umblation on the salory oredi
sat forvh tn thie subssovon: he total allowable selury evedis may bo do-
rorminod as if ol sho agpregated promiums wove rosstved ond ol the
allseable salary ovedit to desormined for ol tnsurarnso esmpany affikicles;
the teial eredit moy be allsosted among the insurence compony and He
insuransce company affiliales et the diseretion of the insurence compemy
50 & por insurencs company baste: subjost be the Umilation on the salory
Mmmﬁﬂhhlﬁom
Msfﬁoeﬂmmwﬁmﬁﬂhm

ey krhmq'm”mhmmm
and cmondments thorae from & taspoysr net orzorised wnder the lews
of thio siate; the eredit allowed by this subsssiion slisll be irusted a8 & tax
peid ander fb-A- 40-368 and emendmonio thevsio:

(A Premsums resoived by a life insurer for the purohass of any ennutty
sontrast shall no longer by deemad taxablo promisine cad ohall we longse
bo cubjess te the tax impesed by thio seeiisn:

The provisions of thie section shall be applicabls o oll tavebls yosre
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See- 4 K-5A 40-85%¢ is hereby amended to read as follows: 40-
or doing business in this siate and required by this aet to pey e premium
tax or privilege fee pursuant to K-S-A- 40-358 ond ameondments therete
shell be entitled te a eredit; on the premium tazes or privilege fees im-
(35%) 25% of sueh taxes or fees if at least thirty pereent (30%) 30% of
sueh insuranece eompeny's admitted assets is invested in icanses seeurities:

b} Fer the purpese of this seetion: (1) The term “insuranee eom-
ety o asseeiation to whieh K-5-A- 40-253 and amondments thereto applies;

(2) The term “admitted assets” shall mean the assets treated as ad-
mitted assets in the annual statement required to be filed with the eom-
rissioner of insurance pursuant to this aet and K-5-A- 40-285 end amend-
Fenis therotes and

(3} The term “Kanses seeurities” shall meen real estate in this state;
bends of the state of Kansas; bonds er interest beering warrants of eny
eounty- eity; town; sehool distriet or municipality or subdivision of the
state of Kansas; notes or bonds seeured by mertgeges or other liens on
real estate located in the state of Kansas; eash depesits in regularly estab-
lished national or state banle in this state en the basis of the everage
the legal reserve on pelieies insuring residents of the state of Kanses; and
aayether&nmumarseean‘ﬁesinwhieh:hytbehmof&em
of Kansas, sueh insuranee companies may invest their funds:

Sec. 3. K.S.A. 40-252 is hereby amended to read as follows: 40-
252. Every insurance company or fraternal benefit society organ-
ized under the laws of this state or doing business in this state shall
paytotbeeommisdonerofinmmmefeesandtuesspodﬂedin
the following schedule:

A
Insuronce companies organized under
the lews of this state:
1. Capital stock insurance companies and mutual logal reserve life
insuramce companies:
Filing application for sale of stock or certificates of

T P L ELLLIEE 938
Admission fess:

Examination of charter and other documests .............cco0eueee 500

Filing snmual statement........cocoieitiiiiiiiiannnnneae 100

I DR g NS 10
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Annual fees:
Filing annual statement. ........ooovrreeseiemmmnrenris i, 100
Coatinuation of cortificate of authority ..........cccorerieanrnnnes 10
2. Mutual life, sccident and health associstions:
Admission fees:
Examination of charter and other documents ............oceeanins 3300
Filing annual staboment.........ooormrummuinniinmimii. 100
GiortiBontes ol bty st ass s amss 10
Annual fees
Filing annual statement........ccoooireiiiiiiini s : 100
Coatinuation of certificate of authority ..............coocooininns 10
3. Mutual fire, hail, casualty and multiple line insurers and reciprocal
or interinsurance exchanges:
Admission fees:
Examination of charter and other documents..............couuueee 8500
Filing annual statement............cooiiiiiimmiii 100
Certificate of authority........ccoviiiiiiiiiiiiii e 10
Annual foes
Filing annual statement..........ccovereeennieniimminieeiae. 100
Continuation of certificate of authority ..........cconimaiininnans 10

In addition to the above fees and as a condition precedent to the
continuation of the certificate of authority provided in this code,
all such companies shall pay a fee of $2 for each agent certified by
the company and shall also pay a tax annually upon all premiums
received on risk located in this state at the rate of 1% per annum
less (1) for tax years prior to 1984, any taxes paid on business in
this state pursuant to the provisions of K.S.A. 40-1701 to 40-1707,
inclusive, and 75-1508 and amendments thereto and (2) for tax
years 1984 and thereafter, any taxes paid on business in this state
pursuant to the provisions of K.S.A. 75-1508 and amendments
thereto and the amount of the firefighters relief tax credit deter-
mined by the commissioner of insurance. The amount of the fire-
fighters relief tax credit for a company for the current tax year
shall be determined by the commissioner of insurance by dividing
(A) the total amount of credits against the 1% tax imposed by this
seetion subsection for taxes paid by all such companies on business
in this state under K.S.A. 40-1701 to 40-1707, inclusive, and
amendments thereto for tax year 1983, by (B) the total amount of
tnelpaidbylllmcheomp-nielonbusineuinthhmteunder
K.S.A. 40-1703 and amendments thereto for the tax year immedi-
ately preceding the current tax year, Jyingjthe result so obtained

and by multiplying

by (C) the amount of taxes paid by the company on business in this
state under K.S.A. 40-1703 and amendments thereto for the cur-
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rent tax year.

n agreement which provides for an mxl;luhﬂon of
hase taxable annuities at later dates shall be taxah

vhen applied to the purchs -
paid on the eptife amount so applied. Any such funds declareq

eipt”"which are thereafter withdrawn before applicatior
he-purchase of annuities may be deducted frpm—tas-base—

In the computation of the gross premiums all such companies
shall be entitled to deduct any premiums returned on account of
cancellations, |all premiums received for reinsurance from an
other company authorized to do business in this state, dividends
returned to policyholders and premiums received in connection
with the funding of a pension, deferred compensation, annuity or
profit-sharing plan qualified or exempt under sections 401, 403,
404, 408, 457 or 501 of the United States internal revenue code of

including funds accepted before January
1, }997, and declared and taxed as
annuity premiums which, on or after.
January 1, 1997, are withdrawn before

application to the purchase of annuities,

B
Fraternal benefit societies orgenized
under the lows of this state
Admissicn fees:
Examination of charter and other documests ..............ccnvee $300
Filing annual statoment........ccvsersnnnaresernneesosssnesissnnnees 100
Certificate of anthority......ccociveuiiimiiinrmniinincniaeee 10
Annual fees:
Filing anmoal statoment........covriuetrainnenassssnenissntnisssasees 100
Costinuation of certificate of amthority .......cccovmiieacncrannnas 10
Cc

proﬁtplwnuqmmrpofmwm&uhmafzhum:

Examimstion of charter amd other docassests .......coovvrerennnns 4500
Filing annoal statememt. ..........cciivuunmunurississsssnrnenna 100

Funds received by life insurers for the
purchase of annuity contracts and funds
applied by life insurers to the purchase
of annuities shall not be deemed taxable
premiums or be subject to tax under this
section for tax years commencing on or
after January 1, 1997.
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Certificate of authority.........c.ooooveiiiiiiiii 10
Annual fees: -

Filing annual statement..........ooeenenuieirnirnsreeeiasiananan, 100
Continuation of certificate of authority ...........ccoceenieii. 10
2. Nouprofit medical service corporations:

Admission fees:

Examination of charter and other documents...................... $500
Filing annual statement...........covvveeiiiniininennrnaaiiieeianaan, 100
Cortifioate GEREHIOTIT. <+ usvssviiesysursvansiissiwysvasiiessinsiss 10
Anmual fees:

Filing annual statement ............coveuiiiiiniiniieera i, 100
Continuation of certificate of authority ..............ccoocoeeniii. 10
3. Noaprofit dental service corporations:

Admission fees:

Examination of charter and other documents ...................... 8500
Filing annual statement...........coccviviiiinieiniiiiinna. 100
Certificate of authority........ccovnerriiniiiiiie 10
Annual fees:

Filing annual statement...........ccciuireiiniiiiinnie e, 100
Coutinuation of certificate of authority ..............ccooceninii, 10
Admission fees:

Examinstion of charter and other documents .................cuuee 3500
Filing amsaal statement..........ccoovviieeiiiiniiinnre s, 100
Certificate of authority...........coceiveviiiiiiiiiiiiiiena, 10
Annuasl fees:

Filing annual statement............cocvvieimininieniierrranaes 100
Coatinuation of certificate of authority ..........ccceceerreiiinnnn. 10
5. Nouprofit pharmacy service corporations:

Admisslon fees:

Examination of charter and other documents...................... 8500
Filing anmual statement.........ccccciiruiiiniiiiinnnininiiiinan. 100
Certificate of authority..........cocovniiiiiiiieinii 10
Annusl fees:

Filing enniual statomont...........ccevveirierrnnnrenirniiiieieninee. 100
Continuation of certificate of authority .............oeeveeennnnnt. 10

In addition to the above fees and as a condition precedent to the
continuation of the certificate of authority, provided in this code,
every corporation or association shall pay annually to the commis-
sioner of insurance a lin an amount equal to 1% per

annum of the total of all premiums, subscription charges, or any
other term which may be used to describe the charges made by
such corporation or association to subscribers for hospital, medical

5
]
s
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or other health services or indemnity received during the preced-
ing year. In such computations all such corporations or associa-
tions shall be entitled to deduct any premiums or subscription
charges returned on account of cancellations and dividends re-
turned to members or subscribers.
D
Insurance companies organized under the
laws of any other state, territory or country:
1. Capital stock insurance companies and mutual legal reserve life

insurance companies:
Filing application for sale of stock or certificates of
INdobtodmess .......cccuiiiriiiinariir e es e aas s srsaiaas 825
Admission fees:
Exzamination of charter and other documents...................... 500
Filing annual statement...............ccociiiiii. 100
Certificate of authority........cooooiriiiienieniiiiiiii, 10
Annual fees:
Filing annual statement........c..oviririiiiiiiiniinn e, 100
Continuation of certificate of authority ...............coieiiiaan. 10

In addition to the above fees all such companies shall pay $5 for
each agent certified by the company, except as otherwise provided
by law.

As a condition precedent to the continuation of the certificate
of authority, provided in this code, every company organized un-
der the laws of any other state of the United States or of any foreign
country shall pay a tax upon all premiums received during the
preceding year at the rate of 8% following rate per annum::

Tax Year Rate
1987 and before 2.0%
1998 1.9%
1960 18%
2000 1L7%
2001 16%
2002 15%
2003 14%
2004 1.3%
2005 1.2%
2006 LI%
2007 and thereafter 1.0%
ian agreement which provides for an s
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ats0 applied. Any such funds de d
oh-%ire thereafter withdrawn before npp].icatio
ha eofnnumhes mybedeductedﬁ'omtnxbm Qs

PEOUN

In the computnbon ol' the gross premiums all such companies
shall be entitled to deduct any premiums returned on account of
cancellations,|dividends returned to policyholders and all premi-

ums received for reinsurance from any other company authorized

to do business in this state and premiums received in connection
with the funding of a pension, deferred compensation, annuity or
profit-sharing plan qualified or exempt under sections 401, 403,
404, 408, 457 or 501 of the United States internal revenue code of

1986. L_

2. Mutual life, sccident and health associations:

Admission fees:
Examination of charter and other documeats ................c.c... 8500
Filing annual statement.........cccererininiiriririnsrsesnenrnianes 100
Certificate of AULBOTHLY. ........c.eeeereereerserseessessessaesseesseses 10

Annual fees:
Filing annual statoment. ...............overreresessesesesesessneseses 100
Coatinuation of certificate of authority .........ccvevnriniinnnanns 10

In addition to the above fees, every such company organized
under the laws of any other state of the United States shall pay $5
for each agent certified by the company, and shall pay a tax an-
nually upon all premiums received during the preceding year at the

rate of 2% following rate per annum-:
Tex Year Rate
1997 and before 2.0%
1998 1.9%
1960 18%
2000 1.7%
2001 16%
2002 1.5%
2003 1.4%
2004 13%
2006 12%
2006 11%

including funds accepted before January
1, 1997, and declared and taxed as
annuity premiums which, on or after
January 1, 1997, are withdrawn before
application to the purchase of annuities,

Funds received by life insurers for the
purchase of annuity contracts and funds
applied by life insurers to the purchase
of annuities shall not be deemed taxable
premiums or be subject to tax under this
section for tax years commencing on or
after January 1, 1997.

-
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annuities, at the option of the insurer. If

ajn-tiat accrues thereon shall
not be taxable as premium in om€, but if the funds are declared
: hafe of annuities, the premium tax shall

ich are thereafter withdrawn before application

the-purchase of annuities may be deducted from tax base as
3 nad o - []

In - utnn of s premiums all such companies
shall be entitled to deduct any premiums returned on account of
cancellations,|dividends returned to policyholders and all premi-

including funds accepted before January
1, 1997, and declared and taxed as
annuity premiums which, on or after
January 1, 1997, are withdrawn before

ums received for reinsurance from any other company authorized
to do business in this state and premiums received in connection
with the funding of a pension, deferred compensation, annuity or
profit-sharing plan qualified or exempt under sections 401, 403,
404, 408, 457 or 501 of the United States internal revenue code of
1988. |

application to the purchase of annuities)

Funds received by life insurers for the

* 3. Mutual fire, casualty and multiple kine insurers and reciprocal or

intorinsurance exchanges:
Admission fees:
Fxamination of charter and other documents and issuance of
cortificate of authority......ccoivvreiriiiiiiiiniinienee, 8300
Filing annual statomemt............csesesesesssessssssisassnasssnssens 100
COF iR OF BUHBORIY 1asssvevmssanscisasisissssassinssssnnssspisesss 10
Annual feea: .
Filing annual statement. ... .c.oooiiiessnnnsnrinniissassnnnaanees 100
Coatinuation of certificate of authority .........cecversessessessenns 10

In addition to the above fees, every such company or association
orgmizedundcrthehmofnnyotherstnheoftheUnitedShm
shall pay a fee of $5 for each agent certified by the company and
shall also pay a tax annually upon all premiums received during the
preceding year at the rate of 3% following rate per annum::

Rate

Tax Yeor

1997 and befors 2.0%
1908 1.6%
1960 1.8%
2000 17%
2001 16%
2002 15%
2003 14%

purchase of annuity contracts and funds
applied by life insurers to the purchase
of annuities shall not be deemed taxable
premiums or be subject to tax under this
section for tax years commencing on or
after January 1, 1997.
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2004 1.3%
2005 12%
2006 L1%
2007 and thereafter 1.0%

For tax years 1998 and thereafter, the annual tax shall be reduced for
the “applicable percentage” of{Ajlany taxes paid on business in this state

=

(

pursuant to the provisions of KS.A. 75-1508 and amendments thereto
and tB\the amount of the firefighters relief tax credit determined by the

commissioner of insurance. The amount of the firefighters relief tax credit
for a company taxable under this subsection for the current tax year shall
be determined by the commissioner of insurance by dividing (A) the total
amount of taxes paid by all such companies on business in this state under
K S.A. 40-1701 to 40-1707 and amendments thereto for tax year 1983 as
then in effect, by (B) the total amount of taxes paid by all such companies
on business in this state under KS.A. 40-1703 and amendments thereto
for the tax year immediately preceding the current tax year, and by mul-
tiplying the result so obtained by (C) the amount of taxes paid by the
company on business in this state under K S.A. 40-1703 and amendments
thereto for the current tax year. The “applicable percentage” shall be as
follows:

Tax Ysar . Applicable Percentage
1968 10%
1068 20%
2000 30%
2001 40%
2002 50%
2003 60%
2004 70%
2005 80%
2006 90%
2007 and theresftsr 100%

In the computation of the gross premiums all such companies shall
be entitled to deduct any premiums returned on account of can-
cellations, all premiums received for reinsurance from any other
company authorized to do business in this state, and dividends re-

turned to policybolders.
E

Fruternal benafit socisties organized under the laws
of eny other state, territory or country:

Admission fees:
Examination of charter and other documents .............ccooveens 8500
Flling annusl stato@emh...... ..o vireerirnseneririnitatiiiitieira. 100
ST T J LS —— 10

gl
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Annusl fees:
Filing annual stRtement...........ouuuummmiamnriiiiii e, 100
Coatinuation of certificate of authority ............ooveiiiiinnns 10
F

profit dental service corporations, nonprofit optomatric service corporations and non-
profit pharmacy service corporations organized under the lows of any other state, ter-

ritory or country:
1. Mutual nonprofit bospital service corporations:
Admission fees:
Examination of charter and other documents ...................... 8500
Filing snnual statement...........cccoirimmiiareenssasniiin. 100
Certificats of AWthOTRY. ..c...cocnneiiissssnssnisncassessasasssanssoss 10
Annual fees:
Filing annual statement...........cooouuiimmniianiiniiieaees 100
Countinuation of certificate of authority ...........cocoviinnnnnnn. 10

2. Nonpnﬁtmodkdmluoorponﬁon:,nqwﬂtdonhluﬂheorponﬁm.
noaprofit optometric service corporations and nonprofit pharmacy service cor-
porations: )

Admission feos
Examination of charter and other documents............ccccouuueee 8500
Filing annual statemmemt.........cooummmmmiiiiiiiimnmnssaeen 100
Certificate of authority.........ccooviiiiiiiiiiiniinaa... 10
Annual fees:
Filing annual statement.............uemiiisiiiissnsnnsnniiesisasennan 100
Continuation of certificate of authority ...........ccivemeeenianaes 10

In addition to the above fees and as a condition precedent to the
continuation of the certificate of authority, provided in this code,
every corporation or association shall pay annually to the commis-
sioner of insurance a ? in en emeunt equal to 3% per

annum of on the total of all premiums, subscription es, or any
other term which may be used to describe the charges made by
such corporation or association to subscribers in this state for bos-
pitaLmedlmloroiharhedthservicuorindemnﬂymeeiveddm

ing the preceding year. The rate of the annual priviloge-fes\under this

subsection shall be as follows:
Tex Yeer Rste
1997 end before 2.0%
1908 16%
1660 18%
2000 L7%
2001 16%
2002 15%
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2003 1.4%
2004 1.3%
2005 12%
2006 11%
2007 and thereafter 1.0%

In such computations all such corporations or associations shall be
entitled to deduct any premiums or subscription charges returned
on account of cancellations and dividends returned to members or
subscribers.
G
—AfHyrersshalt puy o fesof 10 for
of-an-amend J_:;ﬂ_j._m‘

—_—

Payment of Taxes

For the purpose of insuring the collection of the tax upon pre-
miums, assessments and charges as set out in subsection A, C, D
or F, every insurance company, corporation or association shall at
the time it files its annual statement, as required by the provisions
of K.S.A. 40-225, and amendments thereto, make a return, verified
by affidavits of its president and secretary or other chief officers,
to the commissioner of insurance, stating the amount of all pre-

. miums, assessments and charges received by the companies or cor-

porations in this state, whether in cash or notes, during the year
ending on the December 31 next preceding.

Commencing in 1985 and annually thereafter the estimated
taxes shall be paid as follows: On or before June 15 and December
150fsnwhyearnnnmountoqunlto$0‘bofthefullnmuntofﬂn
prior year’s mesnrepoﬂedbythemmpnnyshnﬂbetemittedto
thecommissionerofinnm.hmedinthhpangnph,“prhr
yeu’smm”includu(l)hxumsndpmmnttod:hsecdnnfor
tbepﬂoredendaryeu,(i)fm-ndhusmmdpunmtto
K.S.A. 40-253, and amendments thereto, for the prior calendar
year, and (3) taxes paid for maintenance of the department of the
state fire marshal pursuant to K.S.A. 75-1508, and amendments
thereto, for the prior calendar year.

Upnthemeeiptofmcbmtumstheoommiuionerofinsmme
shnllvodfyﬂ:eumemdnsmthehxmuponmdloompmm.
corponﬁomorusodntiomontbebads-nd-tduntepmﬂded
herein and the balance of such taxes shall thereupon become due
andpayahlegldngmditforamonnbpddpunumttothepn-
ceding or the commissioner shall make a refund if the
tuelpaidinthepdor]uﬁemdnooemborminameuofﬂn
taxes assessed.

H :
‘Ihefaepn:aibedforthaenmimﬁonofehnnanmdotbﬂ
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documents shall apply to each company’s initial application for ad-
mission and shall not be refundable for any reason.
Sec. 4. K.S.A. 40-252b is hereby amended to read as follows:

40-252b. For taxable years commencing on and after January 1, 199§ ‘

the fees, charges and taxes provided for by K.S.A. 40-252 and
amendments thereto shall be in lieu of all other license fees, premium
or occupation taxes, income taxes, intangible property taxes, or other
fees levied or assessed upon the basis of income, premiums, and
gross receipts and intangible property by this state and any munici-
pality, county or other political subdivision of this state, and no
municipality, county or other political subdivision of this state shall
impose any license fee or privilege, premium, income, intangible
property or gross receipts tax or fee upon any insurance company
or corporation taxed under the provisions of K.S.A. 40-252 and
amendments thereto and organized under the laws of this state or
doing business in this state, or upon any of its agents or represen-
tatives for the privilege of doing an insurance business therein:
Provided: however. This section shall not be construed to prohibit
the levy and collection of (a) state, county or municipal taxes upon
the real and tangible personal property of such company, (b) tax
for the purpose of maintaining the office of the fire marshal of this
state as provided in K.S.A. 75-1508 and amendments thereto, (c) the
firemen’s relief fund tax as provided for in K.S.A. 40-1701 through
40-1707 and amendments thereto, and (d) the intangibles tex as previded
for in artiele 31 of chapter 79 of the Kanses Statutes Annetated; end any
amendments thereto; (e) a tax by the stete of Kansas upon the privilege
of deing business within the state measured by the ineeme of the insur-
anee eompeny, and (§ municipal occupation taxes levied upon any
basis other than income, intangible property, premiums or gross re-
ceipts.

New Sec. 5. (a) For tax years beginning on or after January I,
1998, each company required to pay a tax on premiums under
subsection A, C, D or F of K.S.A. 40-252 and amendments thereto
shall be allowed as a credit against such tax{5% of the salaries paid

to Kansas employees. Before taking into account any other credit
or offset against the tax on premiums imposed under K.S.A. 40-
252 and amendments thereto, the credit allowed under this section
may not reduce such tax by more than 0.25% of premiums taxable
thereunder.

(b) As used in this section, unless the context otherwise re-
quires:

(1) “Affiliate” means an insurance company which, directly or
mdkuxb,ﬂmmqwcmeornumeﬁﬂanmumubm(mnhnh,homm

[+
L

an amount equal to
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trolled by or is under common control with another insurance
company. “Affiliate” also includes any company or business entity
other than an insurance company which, directly or indirectly,
through one or more intermediaries, controls, is controlled by or
is under common control with an insurance company and which
performs insurance company operations for an insurance com-
pany. For purposes of this definition, control exists if any company
or business entity, directly or indirectly, owns, holds with the
power to vote or holds proxies representing all the voting stock or
other voting securities of any other company or business entity.

(2) “Insurance company” or “company” means any entity sub-
ject to a tax on premiums under subsection A, C, D or F of K.S.A.
40-252 and amendments thereto, including the attorney-in-fact au-
thorized by and acting for the subscribers of a reciprocal insurer
or inter-insurance exchange under powers of attorney. For the
purposes of this section, a reciprocal and its attorney-in-fact will
be considered a single entity.

(3) “Insurance company operations” means one or more or any
combination of the following functions or services performed in
connection with the development, sale and administration of prod-
ucts giving rise to receipts subject to a tax on premiums under
subsection A, C, D or F of K.S.A. 40-252 and amendments thereto:
actuarial, medical, legal, investments, accounting, auditing, un-
derwriting, policy issuance, information, policyholder services,
premium collection, claims, advertising and publications, public
relations, human resources, marketing, sales office staff, training
of sales and service personnel, and clerical, managerial and other
support for any such functions or services.

(4) “Kansas employees” means persons who reside] in Kansas

and who are common law employees of an insurance company or
its affiliate. “Kansas employees” does not include independent
contractors or any person to the extent such person’s compensa-
tion is based on commissions.

 (5) “Salaries” means gross compensation paid to Kansas em-
ployees as reported to the State of Kansas for income tax purposes
-during|the calendar year for which a tax on premiums is imposed

are employed

for

under K.S.A. 40-252 and amendments thereto, but only to the ex-
tent compensation is paid for insurance company operations per-
formed in Kansas for an insurance company or its insurance com-
pany affiliates subject to the tax on premiums vrder subsection A,
C, D or F of K.S.A. 40-252 and amendments thereto. “Salaries”
does not include compensation based on commissions.

(c) For an insurance company having affiliates:
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(1) Salaries paid by a noninsurance company affiliate shall be
allocated among insurance company affiliates pursuant to the
agreement between or among the insurance company and its af-
filiates.

(2) The gross amount of all premiums of an insurance company
subject to tax under subsection A, C, D or F of K.S.A. 40-252 and
amendments thereto and those of its insurance company affiliates
subject to such tax may be aggregated. In addition, all salaries paid
to Kansas employees may be aggregated. Subject to the limitation
on the salary credit set forth in subsection (a) of this section, the
total allowable salary credit may be determined as if all the aggre-
gated premiums were received and all the aggregated salaries
were paid by one insurance company. Once the total allowable
salary credit is determined for all insurance company affiliates, the
total credit may be allocated among the insurance company and
its insurance company affiliates at the discretion of the insurance
company on a per insurance company basis, subject to the limita-
tion on the salary credit as set forth in subsection (a) of this section.

(d) The computation of salaries, the allowable salary credit and
the allocation of the credit among insurance company affiliates
shall be made on forms supplied by the commissioner of insurance.

(e) For purposes of calculating any tax due under K.S.A. 40-
253 and amendments thereto from a taxpayer not organized under
the laws of this state, the credit allowed by this section shall be
treated as a tax paid under K.S.A. 40-252 and amendments thereto.

New Sec. 8. For tax years beginning on or after January 1,
1998, a foreign or domestic insurance company required to pay a
tax on premiums under subsection A, C, D or F of K.S.A. 40-252

and amendments thereto and writing less than $16;000;600}in pre- |

miums in all states shall be allowed as a small company credit
against such tax the amount computed as follows:
(a) Subtract the total dollar amount of all premiums written by

the company in all states from-$19;600;600,

$15,000,000

(b) Divide the result obtained in () by 6,000,006

$15,000,000

]

(c) Multiply the quotient obtained in (b) by 20,000} Before tak-

15,000,000

ing into account any other credit or offset against the tax on
miums imposed under K.S.A. 40-252 and amendments thereto, the
employment credit allowed under K:5A-—40-252d{and amend-

ments thereto and the small company credit allowed under this
section, taken together, may not reduce such tax by more that
0.25% of premiums taxable under K.S.A. 40-252 and amendments
thereto. For purposes of calculating any tax due under K.S.A. 40-
253 and amendments thereto from a taxpayer not organized under

30,000

[new paragraph]

New Section 5
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the laws of this state, the credit allowed by this section shall be
treated as a tax paid under K.S.A. 40-252 and amendments thereto.

Sec. 5- 7. K.S.A. 40-253 is hereby amended to read as follows: 40-
253. Whenever the existing or future laws of any other state or - country
shall require from insurance companies or fraternal benefi
ganized under the laws of thxs state, ess in such other
state or country, any securities in such state or country for the
protectlon of pohcy ~er etherwise; or any payment for

&

f———

including taxes or fees based
on fire premiums,

e

aut.hority. licenses, fees}jcompensa-

-poah greater thm the amount reqmred for such purpose from insurance
companies or agents of other states by the then existing laws of this state,

then, and in every case, all companies and agents of any such staje or
country, doing business in this state shall make the same depogi
like purpose, with the commissioner of insurance of this state,«nd pay to
the commissioner of insurance for taxes, fines, penaltles mﬁm of

or

|

including taxes or fees based
on fire premiums,

SERERBHREER

prik

: —an amount equal to the amount
of such cha.rges and payments imposed by the laws of such other state or
country upon the companies of this state and the agents thereof. |__

The provisions of this section shall not apply
to special purpose assessments or guaranty
associlation assessments both under the laws of

.

™ Sec. 6:(8) K.S.A 40-112, 40-252, 40-252b, 40-253, 40-
2801, 40-280, 40-2805, 40-2806, 40-2807, 40-2808, 40-2809, #6810, | 9
40-2811 and 40-2812 and K.S.A. 1996 Supp. 40-246, 40-2803 end,

2804 and 40-2813 are hereby repealed.\—
Sec. H9)) T‘huactshaﬂtnkceﬁectmdbemforce&omandaftents I_l—

publication in the statute book.

E

Sec. 8. K.S.A. 40-2813 1is hereby

amended to read as follows:
[see attached]

this state and under the laws of any other
state or country, and any tax offset or credit
for any such assessment shall, for purposes of
this section, be treated as a tax paid both
under the laws of this state and under the
laws of any other state or country.

|

—

K.B.A. 40-252c is hereby repealed for tax
years beginning on and after January 1,

1998.
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8.

[from

—

previous page]

For all taxable’

years commencing after December 31, +893,jany

ayer who makes expenditures for the purpose
f)af?crga)lrdng all or any p;I‘Ptl?DD of an existing Ew}Pdmg
or facility accessible to persons with a disability,
which ‘building or facility is on real property lo-
cated in this state and used in a trade or business
or held for the production of income, shall be en-
titled to claim a tax credit in an amount equal to
50% of such expenditures or, the amount of
$10,000, whichever is less, against the tax liability

imposed against such taxpayer pursuant to artiele_____|
Qal chantar A0 o ha AREa adaikag i

and amendments thereto. Such tax credit shall be
deducted from the taxpayer’s tax liability for the
taxable year following the year in which the ex-
penditures are made by the taxpayer. If the
amount of such tax credit exceeds the taxpayer’s
tax liability for such taxable year, the amount
thereof which exceeds such tax liability may be
carried over for deduction from the taxpayer’s tax
liability in the next succeeding taxable year or

ears until the total amount of the tax credit has
{;een deducted from tax liability, except that no
such tax credit shall be carried over for deduction
after the fourth taxable year succeeding the taxa-
ble year in which the expenditures are made.
Terms used in this section shall have the same
meanings as ascribed thereto in K.S.A. 79-32,175,
and amendments thereto.[

| K.S.A. 40-252

R ]

For the purpose of
calculating any tax due
under K.S.A. 40-253 and
amendments thereto from a
taxpayer not organized
under the laws of this
state, the credit allowed

by this section shall be
treated as a tax paid
under K.S.A. 40-252 and
amendments thereto.




MEMORANDUM

TO: The Honorable Audrey Langworthy, Chair
' Senate Assessment and Taxation Committee

FROM: William W. Sneed
AmVestors Financial Corporation
American Investors Life Insurance Company

DATE: March 11, 1997

RE: HB 2082

Madame Chair, Members of the Committee: My name is Bill Sneed and I am legislative
counsel for American Investors Life Insurance Company, a Kansas-domiciled life insurance
company headquartered in Topeka. A significant portion of American Investors’ business involves
the sale of a variety of annuity products. We appreciate the opportunity to testify in support of the
repeal of the premium tax on annuity products contained in HB 2082.

Kansas is one of only a handful of states in the nation which impose a premium tax on
annuity products. Our neighboring states of Colorado, Missouri, Oklahoma and Iowa do not assess
a tax on annuity premiums. The tax affects domestic as well as foreign companies which sell
annuity products within our state. It is important to note that most states, even if they do not impose
a premium tax on annuities, do impose retaliatory premium taxes on Kansas insurance companies
for annuity products sold in those states. Thus, Kansas companies are forced to pay Kansas dollars
to other states simply because our own state imposes the premium tax on annuities.

For purposes of illustration, I would like to take a few moments to describe the far-reaching
effects that the provision for taxation of annuity products has on the insurance industry, and more
generally, the Kansas economy.

American Investors Life Insurance Company recently acquired a Florida-based insurance
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company. Many factors go into the decision of whether to move operation of the Florida company
to Kansas and further, whether to redomesticate. One very important factor is the scheme of taxation
in our state. The Florida company boasts millions of dollars in premium volume attributable to
annuity products. Current Kansas law levies a tax on annuity products--Florida law does not. This
creates an obvious disincentive to redomesticate the Florida company to Kansas. This disincentive
spills over to any future acquisition by American Investors, or any other Kansas-domiciled company.
The same problem creates a “red flag” for other companies who are considering redomestication to
Kansas.

Clearly, our state needs the economic boost provided by the relocation and/or
redomestication of insurance companies to Kansas. The taxation of annuity products in this state,
unfortunately, only serves as a roadblock to economic progress. We believe that elimination of the
premium tax on annuities as provided in HB 2082 is a step in the right direction.

Please don’t hesitate to contact me if you have questions or need further information.

Respectfully submitted, ~
/

/,r T

William W. Sneed

DACORRES\HB2082.TES
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Group of Companies

Security Benefil Life Insurance Company 700 SW Harrison St.
Security Benefit Group, Inc. Topeka, Kansas 66636-0001
Security Distributors, Inc. (913) 295-3000

Security Management Company

Date: March 11, 1997

To:  Members of the Senate Committee on Assessment and Taxation
From: Tad M. Kramar

Re:  House Bill No. 2082: Insurance Tax Reform

[ am Assistant Vice President and Assistant Counsel of Security Benefit Life Insurance
Company.

The Security Benefit Group of Companies is a financial services organization specializing in
the sale and service of annuity, mutual fund and life insurance products. The parent
company, Security Benefit Life Insurance Company, has been in business for over 100 years.
The Security Benefit Group of Companies currently has over $6.6 billion in assets under
management and employs 530 Kansans. Our home office is in Topeka.

I am here today to speak in favor of H.B. 2082. This insurance tax reform bill represents a
major step in the effort to make Kansas more attractive to insurance companies considering
relocation to Kansas or establishment of an office in Kansas. I will briefly highlight its most
significant advantages.

Remove Competitive Disadvantage

The current annuity premium tax places Kansas-domiciled insurance companies at a
competitive disadvantage when we sell annuities in other states. Only nine states and the
District of Columbia currently tax annuities. None of our neighboring states tax annuities,
and South Dakota is the only Midwestern state which taxes annuities. Over the last two
years, four states repealed their annuity premium taxes.

However, nonqualified annuities sold by Kansas insurance companies are taxed in every state
due to “retaliatory” tax laws. For example, a Kansas company doing business in Illinois must
pay at least as much premium tax to Illinois as an Illinois company doing the same amount of
business in Kansas would have to pay to Kansas. Since most states do not tax annuities, or
tax them at a lower rate than Kansas, nonqualified annuities sold by Kansas insurance
companies are taxed in every state, while annuities sold by most of our non-Kansas
competitors are taxed at a lower rate or not at all. H.B. 2082 would remove this substantial
competitive disadvantage by repealing the Kansas annuity premium tax.

Encourage Saving

It is generally agreed that Social Security can no longer be relied upon to provide financial
security for retirement. Thus, it is very important for people to save and accumulate funds
for their retirement.
Senave Assess mend & [atation
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However, the annuity premium tax discourages saving by placing a significant burden on one
of the key ways in which people save money. Since most insurance companies are
reimbursed for the tax by their annuity contract holders, the annuity premium tax is really a
tax on the people of Kansas who own annuities. Repeal of the annuity premium tax will
assist Kansas annuity holders in saving for their retirement, their children’s education, and
other beneficial purposes.

Repeal the Privilege Tax

The privilege tax imposes an additional competitive disadvantage on Kansas insurance
companies.

Kansas imposes the privilege tax on only Kansas-domiciled insurance companies and not on
out-of-state insurance companies doing business in Kansas. Very few other states impose
both privilege and premium taxes on their domestic insurance companies. Repeal of the
privilege tax would level the playing field in Kansas between domestic and out-of-state
insurance companies. [t would also promote economic development by eliminating another
negative factor currently faced by insurance companies considering relocation to Kansas.

Repeal of the privilege tax would promote economic development at very little cost. In fiscal
year 1996, the insurance industry paid over $90 million in taxes and fees to the State of

Kansas. Only $1 million came from the privilege tax.

Need for Complete Repeal of the Annuity Premium Tax

Although we strongly support H.B. 2082, it does have a significant flaw which needs to be
corrected. Current law gives insurance companies the option of paying annuity premium tax
either (1) when they receive deposits to be accumulated for purchase of annuities at a later
date (referred to as “front-end”); or (2) at the time of annuitization--that is, when the
insurance company actually applies the accumulated funds to the purchase of annuities
(referred to as “back-end”). The attached diagram illustrates these concepts.

Instead of repealing the annuity premium tax, this bill appears to require back-end taxpayers
to keep track of all annuities for which deposits were received before 1997, and pay tax on all
of those annuities which eventually annuitize, to the extent that the annuities include deposits
received before 1997.

To make matters worse, in order to determine whether retaliatory tax is owed, Kansas
insurance companies will need to make this type of calculation every year for every state in
which we do business! To impose such an unreasonable burden on Kansas insurance
companies would surely be inconsistent with the goal of promoting economic development
by improving the economic and regulatory environment for the Kansas insurance industry.

Y gL
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Representatives of major Kansas and out-of-state insurance companies and associations
reviewed and approved a balloon which corrects this problem and will be submitted by one
of the other conferees. It also contains other changes, mostly of a technical nature.

I encourage you to approve these proposed revisions, and to vote favorably on H.B. 2082.
Thank you for allowing us the opportunity to testify on this very important legislation.

4



DEFERRED ANNUITY

Annuity Contract Holder

Deposits

A

Payments

2 \

o

>

= Accumulation Phase Annuity Payout

S

<
Annuity Payout

Completed

Contract Annuitization :
Purchased



BRAD SMOOT

EIGHTH & JACKSON STREET 10200 STATE LINE ROAD
MERCANTILE BANK BUILDING ATTORNEY AT LAW SUITE 230
SUITE 808 LEAWOOD, KANSAS 66206
TOPEKA, KANSAS 66612 (913) 649-6836

(913) 233-0016
(97130 234-3087 FAX Statement of Brad Smoot, Legislative Counsel
American Insurance Association
Senate Assessment & Taxation Committee
Regarding House Bill 2082

March 11, 1997

Madam Chair and Members of the Committee: The American
Insurance Association (AIA) is a trade group of more than 270
property and casualty insurers whose members provide various lines
of insurance including workers compensation, auto, home and
general liability in Kansas and across the nation. We are pleased to
support HB 2082 and the effort to eliminate the current
discriminatory insurance premium tax system.

The situation created by the discriminatory premium tax
creates difficulties for the Insurance Department, domestic and
foreign insurers and the state budget. It creates the potential for
enormous contingent liability for the state treasury and ultimately,
Kansas taxpayers. We appreciate the efforts and foresight of the
Kansas Insurance Commissioner and her staff in bringing the issue to
the Legislature. And we are equally encouraged by the willingness
of the House of Representatives to tackle the issue in an effective and
comprehensive way. With the amendments offered to this
committee by the domestic insurance industry, AIA can
enthusiastically support the passage of HB 2082.

Of special interest to AIA companies are proposed amendments
to Section 7 of the bill, concerning retaliatory taxes. The Kansas
Insurance Department proposed limiting retaliatory taxes on special
purpose assessments to those listed in the italicized language on lines
10 through 13 and 19 through 22. Such was a good step toward
reducing the vagueness of the "or otherwise" language of lines 10
and line 19, now stricken. But the amendments will go even further
by eliminating special purpose assessments as a basis for retaliation.
This would bring Kansas in line with the overwhelming number of
other states which do not use such fees and assessments in their
retaliatory tax calculations.

We encourage the Committee to include the amendments
previously suggested and act favorably on HB 2082, as amended.
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