As Introduced

129th General Assembly
Regular Session S. B. No. 326
2011-2012

Senator Coley

A BILL

To anend sections 5725.18 and 5729.03 and to enact
sections 126.51 and 126.52 of the Revised Code to
aut hori ze the Director of Budget and Managenent to
arrange for the sale of prepaid insurance prem um
tax certificates to insurers in exchange for
of fsets against future tax paynments and use
revenue so generated on projects to increase
ef ficiency or reduce costs of state or |ocal

gover nnent .

BE IT ENACTED BY THE GENERAL ASSEMBLY OF THE STATE OF OHIO:

Section 1. That sections 5725.18 and 5729. 03 be anended and
sections 126.51 and 126.52 of the Revised Code be enacted to read

as foll ows:

Sec. 126.51. (A) As used in this section and section 126.52
of the Revi sed Code:

(1) A person is an "affiliate" of another person if:

(a) The person, directly or indirectly, beneficially owns ten

per cent or nore of the outstanding voting securities or other

ownership interests of the other person. whether through riaghts,

options, or convertible interests or directly or indirectly

controls or is enpowered to vote ten per cent or nore of the
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out st andi ng voting securities or other ownership interests of the

ot her person.

(b) The person is a partner in a partnership in which the

other person is a general partner

(c) The person is an officer., enployee, or agent of the other

person, or an imediate fanily nenber of the officer. enployee, or

agent .

(2) "lInsurance prenmiumtax"” neans the tax | evied pursuant to
section 5725.18 or Chapter 5729. of the Revi sed Code.

(3) "NManager" nmeans a person, including its principals,

partners, subsidiaries, affiliates, or subcontractors desi gnated

by the director of budget and nmanagenent pursuant to division (D)

of this section.

(4) "Purchaser" neans any insurer authorized to conduct

business in this state and subject to the insurance prem umtax

that prepays its insurance premumtax pursuant to this section

(5) "Fund allocation date" neans the date on which the

nanager receives the tax prepaynents from purchasers and sells tax

prepaynent certificates.

(6) "Tax prepaynent certificate" neans an instrunent

aut hori zed by the director of budget and managenent and i ssued by

t he manager in exchange for the purchaser's prepaynent of

i nsurance premumtax that has a final maturity date of ten years

fromthe date on which the instrunent is first used by the

purchaser _and is anprtized at ten per cent of the anpunt of the

certificate.

(7) "Person" neans any natural person, corporation. limted

liability conpany. partnership, joint venture, trust,., incorporated

or _uni ncorporated association, joint stock conpany, the state or

any of its agencies or instrunentalities, or a politica
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subdi vi si on

(8) "Principal" neans any of the follow ng:

(a) An officer or director of a corporation;

(b) An individual manager of a linmted liability conpany or a

principal of any entity that serves as a nmnager

(c) An individual general partner of a partnership or limted

partnership or a principal of any entity that serves as a genera

partner:

(d) An individual in a position of simlar authority invol ved

in any entity.

(9) "Manager costs" neans a fee of one hundred fifty basis

points of the face ampbunt of tax prepaynment certificates sold by

the manager as conpensation for the manager confi quring and

selling the tax prepaynent certificates, which includes all costs

related to configuring and selling the certificates.

(10) "Ofset" neans an offset or credit against a purchaser's

insurance premiumtax liability arising fromthe purchaser's

prepaynment of the tax.

(B) The director of budget and managenent., in consultation

with the treasurer of state, may authorize up to one billion two

hundred fifty mllion dollars in tax prepaynent certificates to

purchasers that prepay. in cash, the purchasers' insurance prem um

tax. A certificate holder is eligible to offset an anpbunt of the

purchaser's future insurance premumtax in accordance with the

procedures and requirenents of this section. A tax prepaynent

certificate shall not grant offsets in excess of ten years,

begi nning with the first yvear the purchaser is able to claiman

of fset.

The director may solicit proposals and contract for the

services necessary for the configuration. marketing, and sal e of
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such certificates, including designating a manager in accordance

with division (D) of this section

Revenue received fromthe sale of tax prepaynent

certificates., |less any manager costs. shall be deposited in the

efficiency and cost reduction fund created under section 126.52 of

the Revi sed Code.

(O (1) Each purchaser that prepays the purchaser's insurance

premiumtax shall earn vested offsets against future insurance

premi umtaxes equal to the face anpunt of the tax prepaynent

certificate purchased by the purchaser and evidencing its

prepaynment of insurance prenmiumtaxes. Tax offsets shall vest on

the fund allocation date and shall be available to the purchaser

annual | y.

(2) Each purchaser holding a tax prepaynent certificate may

apply the offset provided in the certificate against the insurance

premiumtax each vear in accordance with the terns of the

certificate, beginning with the third annual return filed

followi ng the purchase date of the certificate and continuing for

the follow ng nine consecutive vears.

(3) Any offset against a purchaser's insurance prem umtax

applied in any vear shall not exceed the full tax liability of the

pur chaser for that year

(4) Any offsets against the insurance premumtax that a

purchaser is permtted to apply under division (C(2) of this

section, but is unable to apply because of division (C(3) of this

section, may be carried forward up to ten years foll ow ng the

i ssuance of a tax prepaynent certificate. Unused offsets may be

used to offset the purchaser's liability in any vear, within such

limt, in which the purchaser has sufficient tax liability,

including in a vear in which the purchaser al so applies tax

offsets that are allocable to that year pursuant to division
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(Q(2) of this section

(5) A purchaser holding a tax prepaynent certificate i s not

required to reduce the anpunt of insurance premumtax liability

i ncl uded by the purchaser in connection with the ratenmaking for

any insurance contract witten because of a reduction in the

pur chaser's assessnent derived fromoffsets granted in tax

prepaynent certificates.

(6) If the insurance premiumtax that a purchaser offsets in

any vear under this section would constitute a credit against

anot her tax or assessnent if the full anmpount of insurance prenium

tax was paid for that vear., the purchaser shall neverthel ess earn

the credit as though the purchaser had paid the offset insurance

premumtax in cash

(7) A purchaser may transfer any anpbunt remaining on a tax

prepaynent certificate to another purchaser or purchasers provi ded

that the transferor delivers to the director of budget and

nmanagenent, within thirty days after the transfer, a witten

notice indicating the nane of the transferee., the anpunt being

transferred, and the vear or vears to which any renmnining offsets

are allowed as provided under this section.

(8) A purchaser redeening an offset granted by a tax

prepaynment certificate shall not be required to pay any additi onal

i nsurance premumtax as a result of claimng the offset.

(9) For the purposes of this section, a purchaser nmy treat

tax prepaynent certificates as an admtted asset. pursuant to the

nati onal association of insurance conmni SSioners accounting

practices and procedures nmanual and statenent of statutory

accounting principle nunber ninety-four

(10) If the insurance premiumtax is repealed or reduced, a

tax prepaynent certificate may be used to offset any substitute

tax liability i nposed on a purchaser or other person that had
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premumtax liability on the date of repeal or reduction

(D) (1) The director of budget and managenent, in consultation

with the treasurer of state, nay issue a request for proposals to

sel ect a manager to be the exclusive manager for all purposes

under this section. The director may include in the director's

request for proposals all of the follow ng:

(a) A statenent of the services sought;

(b) The tinme and date for the deadline for the receipt of

proposals and the tine and date that proposals may beqgin to be

accept ed;

(c) The terns and conditions applicable to the designation of

the manager, including the criteria in division (D)(2) of this

section;

(d) Any other information or specifications that the director

deens necessary.

(2) The director may eval uate manager applicati ons and

desi gnate a nmanager. The director nmy consider whether a

prospective manager has the following, in addition to any other

factor or quality:

(a) Experience structuring, marketing., and preselling

i nsurance premiumtax credit obligations and has previously

mar ket ed and secured purchase conm tnent agreenents:

(b) Experience underwiting and marketing state and | oca

securities;

(c) A mnimmanount of equity capital., to be determ ned by

the director:

(d) Experience managi ng financing transactions nationw de.

(3) Any manager desi gnated under this division shall receive

nmanager _costs in exchange for the nmanager's services.
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(E) If the director of budget and nmanagenent desi gnates a

manager, then, not later than thirty days after a purchaser's fund

all ocation date, the nanager shall report to the director the

foll ow ng informtion:

(1) The nane of each purchaser from whom prepaynent of

i nsurance premiumtax was received, including the purchaser's

i dentification nunber

(2) The anpbunt of each purchaser's prepaynent:

(3) The date on which the prepaynment was received.

Sec. 126.52. (A) As used in this section:

(1) "Conpensation" has the sane neaning as in section 5747.01

of the Revi sed Code.

(2) "Eligible project" neans a project certified by the

auditor of state in accordance with division (C) of this section

(3) "Political subdivision" has the sane neaning as in
section 9.23 of the Revi sed Code.

(4) "Project" nmeans an expense or_ series of expenses proposed

to be nade by a state agency or political subdivision

(B) There is hereby created in the state treasury the

efficiency and cost reduction fund. Mney collected fromthe sale

of tax prepaynent certificates under section 126.51 of the Revised

Code shall be credited to the fund. Subject to the approval of the

controlling board, the director of budget and nanagenent shall use

noney in the fund to provide funding to state agencies and

political subdivisions for eligible projects.

(C) The auditor of state shall certify a project as an

eligible project upon a finding that the project would vield

i ncreased efficiency or reduce future costs such that the funding

awar ded under this section would vield an overall positive
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nonetary return on investnent to the state. Projects that the

auditor of state may certify include, but are not linmted to,

pur chases of tangible personal property, facilities,

infrastructure, or systens, refinancing or repaynent of debt, or

paynent of interest or penalties. The auditor of state shall not

certify projects to fund, in whole or in part, conpensation

enpl oyee benefits, and ot her personnel costs.

(D) The director of budget and managenent and the auditor of

state nmay adopt rules under Chapter 119. of the Revised Code to

adm ni ster this section.

Sec. 5725.18. (A) An annual franchise tax on the privilege of
bei ng an insurance conpany is hereby | evied on each donestic
i nsurance conpany. In the nonth of May, annually, the treasurer of
state shall charge for collection fromeach donmestic insurance
conmpany a franchise tax in the anount conputed in accordance with

the followi ng, as applicable:

(1) Wth respect to a donestic insurance conpany that is a
health insuring corporation, one per cent of all premumrate
paynments received, exclusive of paynments received under the
medi care program established under Title XVIII1 of the "Social
Security Act," 49 Stat. 620 (1935), 42 U S.C. A 301, as anended,
and excl usive of paynents received pursuant to the nedical
assi stance program establi shed under Chapter 5111. of the Revised
Code for the period ending Septenber 30, 2009, as reflected inits

annual report for the preceding cal endar year;

(2) Wth respect to a domestic insurance conpany that is not
a health insuring corporation, one and four-tenths per cent of the
gross amount of prem uns received frompolicies covering risks
wWthin this state, exclusive of prem uns received under the

medi care program established under Title XVIII1 of the "Social
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Security Act," 49 Stat. 620 (1935), 42 U S.C. A 301, as anended,
and excl usive of paynents received pursuant to the nedical

assi stance program establi shed under Chapter 5111. of the Revised
Code for the period ending Septenber 30, 2009, as reflected inits
annual statenent for the preceding cal endar year, and, if the
conmpany operates a health insuring corporation as a |line of

busi ness, one per cent of all premiumrate paynents received from
that Iine of business, exclusive of paynents received under the
nmedi care program established under Title XVIII1 of the "Social
Security Act," 49 Stat. 620 (1935), 42 U S.C. A 301, as anended,
and excl usive of paynents received pursuant to the nedical

assi stance program est abli shed under Chapter 5111. of the Revised
Code for the period ending Septenber 30, 2009, as reflected inits

annual statenment for the precedi ng cal endar year.

Any tax conputed under this section for a donestic insurance

conpany that holds a certificate i ssued under section 126.51 of

the Revised Code shall be reduced by the anpunt of any offset

clained according to the terns of the certificate, except the

offset for any vear shall not exceed the anpbunt of the tax due for

that year.

Donesti c i nsurance conpanies, including health insuring
corporations, receiving paynents pursuant to the nedical
assi stance program establi shed under Chapter 5111. of the Revised
Code during the period beginning Cctober 1, 2009, and ending
Decenber 31, 2009, shall file with the 2009 annual statenment to
the superintendent a schedule that reflects those paynents
recei ved pursuant to the nedical assistance programfor that
period. The paynents reflected in the schedule, plus all other
taxabl e prem uns, are subject to the annual franchise tax due to
be paid in 2010.

(B) The gross anount of premiumrate paynents or prem uns
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used to conpute the applicable tax in accordance with division (A
of this section is subject to the deductions prescribed by section
5729. 03 of the Revised Code for foreign insurance conpani es. The
obj ects of such tax are those declared in section 5725.24 of the

Revi sed Code, to which only such tax shall be appli ed.

(© In no case shall such tax be less than two hundred fifty

dol | ars.

Sec. 5729.03. (A If the superintendent of insurance finds
the annual statenment required by section 5729.02 of the Revised
Code to be correct, the superintendent shall conmpute the follow ng
anmount, as applicable, of the bal ance of such gross anount, after
deducting such return prem unms and consi derations received for
rei nsurance, and charge such anmpunt to such conpany as a tax upon
the business done by it in this state for the period covered by

such annual statenent:

(1) If the conmpany is a health insuring corporation, one per
cent of the bal ance of premiumrate paynents received, exclusive
of paynents received under the nedicare program established under
Title XVII1 of the "Social Security Act," 49 Stat. 620 (1935), 42
U S.C A 301, as anended, and exclusive of paynents received
pursuant to the nedical assistance program established under
Chapter 5111. of the Revised Code for the period endi ng Septenber

30, 2009, as reflected in its annual report;

(2) If the conmpany is not a health insuring corporation, one
and four-tenths per cent of the bal ance of prem uns received,
excl usive of prem uns received under the nedi care program
establ i shed under Title XVIIl of the "Social Security Act," 49
Stat. 620 (1935), 42 U S.C. A 301, as anended, and exclusive of
paynents received pursuant to the nedical assistance program

est abl i shed under Chapter 5111. of the Revised Code for the period
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endi ng Septenber 30, 2009, as reflected in its annual statenent,
and, if the conpany operates a health insuring corporation as a
Iine of business, one per cent of the balance of premumrate
paynments received fromthat |ine of business, exclusive of
paynents received under the medi care program established under
Title XVIII of the "Social Security Act," 49 Stat. 620 (1935), 42
U S.C. A 301, as anended, and excl usive of paynents received
pursuant to the medical assistance program established under
Chapter 5111. of the Revised Code for the period endi ng Septenber

30, 2009, as reflected in its annual statenent.

Any tax conputed under this section for a foreign insurance

conpany that holds a certificate i ssued under section 126.51 of

the Revised Code shall be reduced by the anpunt of any offset

clained according to the terns of the certificate, except the

of fset for any yvear shall not exceed the anpunt of the tax due for

that year.

Each foreign insurance conpany, including health insuring
corporations, receiving paynents pursuant to the nedical
assi stance program est abli shed under Chapter 5111. of the Revised
Code during the period beginning Cctober 1, 2009, and ending
December 31, 2009, shall file with the 2009 annual statement to
the superintendent a schedule that reflects those paynents
recei ved pursuant to the nedical assistance programfor that
period. The paynents reflected in the schedule, plus all other
taxabl e prem uns, are subject to the annual franchise tax due to
be paid in 2010.

(B) Any insurance policies that were not issued in violation
of Title XXXI X of the Revised Code and that were issued prior to
April 15, 1967, by a life insurance conpany organi zed and operated
wi thout profit to any private sharehol der or individual,
exclusively for the purpose of aiding educational or scientific

institutions organi zed and operated without profit to any private
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shar ehol der or individual, are not subject to the tax inposed by
this section. Al taxes collected pursuant to this section shal

be credited to the general revenue fund.

(© In no case shall the tax inposed under this section be

| ess than two hundred fifty dollars.

Section 2. That existing sections 5725.18 and 5729.03 of the

Revi sed Code are hereby repeal ed.
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