Corporate NO.:
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REGULAR COUNCIL
Mayor & Council DATE: March 20, 2001
Len Garis, Acting Fire Chief FILE: 0043-001

SUBJECT: FIRE SERVICES ACT-INSURANCE PREMIUM TAX

RECOMME NDATION

That Council lobby the B.C. Government to have the 4% Insurance Premium Tagtestir
to the City to offset Fire Service expenses by forwarding the following resolution to Lower
Mainland Municipal Association and Union of British Columbia Municipalife@s
consideration:

“WHEREAS the cost of providing Fire Services has increased substantially over the past
few years; and

AND WHEREAS the Insurandadustry is eceiving benefifrom Fire Service in the form of
decreased risk of property damage by fire;

AND WHEREAS the Povincial Government cadlcts anually 4% of premiums on all
property insurance policies issued,;

AND WHEREAS revenue cattedunder the Insurance Premium Tax Act has been paid
into the Consolidted Revenueund;

AND WHEREAS this tax was originally imposed to cover the costs (salaries and expenses)
of administering the Fire Services Act;

AND WHEREAS the Povincial Government imposes a mandatory requirement of provision
of a regular system of fire inspections and fire investigations on municipalities and cities;
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THEREFORE BE IT RESOLVED that the 4% Insurance Premium Tax, less costs directly
incurred by the Office of the Fire @unissioner, be redirected to Cities and Municipalities
to offset the costs of providing Fire Services.

FURTHER THAT this resolution and a copy of the regbelow)be forwarded to the

Lower Mainland Municipal Association and the Union of British Columbia Municipafities
consideration, as well as all BC municipalities, BC Fire Chiefs, GVRD Fire Chiefs, and the
International Association of Fire Fighters."

EXECUTIVE SUMMARY

There is a tax on insurance for any structure that may present a fire hazard in British
Columbia (namely any building requiring fire insurance, i.e. every single building in the
province.) This tax is calcted on alproperty insurance premiums at 4%. Revenue goes into
the Consolidted Revenueund, distribution of which is controlled by the Provincial
Government and is allocated by thedget process

The original intent of this tax was to offset the costs of administeringiteéViarshal Act

of 1921, ater theFire Services ActThe Fire Marshal (now Fire @unissioner) has
delegated or bedorcibly excluded from many of the original roles of the office. At present,
Provincial Government requires that municipalities and cities provide fire services, safety
inspections, and fire investigations to their citizens. The Firarlissioner administers these
activities andprovides redted services such as appeals against investigation
recommendations. Cities and municipalities do not receive any nfimmeyhe Provincial
Government for this maade. The revenuigom insurance tax is considerable, for example
in 1999, $1.46 lion was paid in insurance premiums to the insurandestry, which
translates int&58.4million collected in tax revenue by thedvincial Government, and not
redirected to thbodies who are required to provide the Fire Services it was intended to
fund.

This tax is collectedrom a defined group of people for a defined purpose, so one would
expect the two to beoanected. The gain the insuranadustry eceivedrom fire

protection in thdorm of decreased lidllhy appears to be a “free ride”, especially
considering the increased cost of proactive firdguiion in BC and shrinking municipal
budgets. Therefore, it is reasonable to distribute this tax to the municipalities currently
providing services under thére Services Acthased on value of insured propertyach
municipality’s jurisdiction.

BACKGROUND & DISCUSSION

This tax was first imposed in 1921 under Fhee Marshal Act and covered all types (both
property and automobile) of fire insurance. To summarize the relesetitirs the tax was
imposed to offset the costs (namely salaries and expenses) of administeFimg tiiarshal
Act. The tax was to be collected by the company issuing the policy, and paid to the
Superintendent on or before Marcheiach year. The Superintendent then paid the tax into
the Provincial Treasury but was required to keep@mount both revenues and
disbursement to assist the Lieutenant Governor in Council in fixing the amount of the tax,
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which at that time was not to exceed one-third of one percent of all premiums or
assessments. Salaries and expenses were then to be paid by the Minister of Finance out of
the Consolidted Revenueund.

The descendents of the Act (namely e Services Actin all its incarnations) kept the
wording and intent of this tax essentially the same. The amount was to be fixed by the
Lieutenant Governor as he saw fit to cover costs, and could be raised shadtiorobie
shown not to cover costs.

Since the original imposition of the legislation, the scope and role of the Fire Marshal’s
Office, now Fire Commissioner, has changed considerably. The Office of Fire Marshal was
created by the Office of the Superintendent of Insurance after the latter was made
responsible for fire safety. The first Fire Marshal was the Superintendent of Insurance. This
helps us understand why this tax was imposed under the same Actttatidheffice of

Fire Marshal. His mandate was to make sure fire safety wapmrated into the design of

new buildings by providing congation to building contractors. Later, the Buildi@gde

came into effect, and in tH©40s and 1950s the role shifted to that of training of fire
personnel throughout the province. Four pumper trucks visited fire departments of different
municipalities and provided standardized training on-site.

In 1978 a report by Hugh Keenlyside recommended #wtion of a Fire Qmmission,
similar to the Police Commissi, with a Fire Comissioner reporting to them. The Fire
Commission was never created, but the Fire Marshal was renamed therfirgs€ioner.
He was still regonsible for training at this time. In 1979, the Fire Academy weated,
which administers standardized training to this day, but was still part of the Fire
Commissioner’s budget. In 1998, the link between the Firarilssioner and the Fire
Academy was severed. The Fire Academy was working underacomdrthe Ministry of
Municipal Affairs, but at the time of separation, the budget amount beagjelt to the Fire
Academy through the Fire @onissioner was removed from the Firen@oissioner’s
budget, but never redicted to the Fire Academy. Théoee, the Fire Academy was forced
to take an entrepreneurial stance and market to private clients such as BC Rgaiibwidh®
all but 20% of their administrative budget at present

The Canadian Constitution dedegs regonsiblity for all fire-related services to the
Provinces, sepated into gppression (under Municipal control) and prevention (under
Provincial control.) The Fire Gomissioner duties are enforcing the Building Code;
administering appeals against fire investigation recommendations; liaising with related
government ministries; establishing training standards; representing BC fire concerns on
Provincial, National, and International levels; regular buildingaensipns; and fire
investigations. The last two functions are delegated to the Fireniasioner’s assistants,
which includes all municipal fire chiefs. The substantial budget cut the FreniSsioner
endured in 1998 has been followed by further eaish year.

However, it should be noted that funding has never been decided by the Act, but rather by
budget allgcation. Sctions48, 49, 50, and 51 of tH&ére Services Aétdid not change
substantially until July 23, 1982, under thiee Services Amendment AE88Z. This

document completely severs any link between the collection of the tax andsdiment to

the Fire Commissioner. It also deletes tax on automobile fire insurance, and imposes the tax
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on the entire premium or assessment for the property, not just the fire insurance portion. The
section allowindgor an increase in the tax, should the costs of administerirfgjtbe

Services Acexceed the tax collected, has been deleted. The act puts no restriction at all on
the amount of the tax. On January 1, 2000, all reference to a tax on insurance premiums was
deletedrom theFire Services Actand collectiorunder thdnsurance Premium Tax Act

was increased proportiately. This tax arrently stands at 4%.

The second reading of tltere Services Amendment Amtcurred July 14, 1982 moved by
the Hon Mr. Williams. In presenting the bill, his main points are:
1. that it is extremely difficult to determine tpertion of the property insurance specific to
fire coverage; so the tax will now be assessed on the entire insurance premium;
2. once the new reporting procedures have been setdtibm by this legislabin, the ate
can be adjusted to reflect the true cost ofmatection;
3. there is a directonnection between the collection of the tax and its useppost the
Fire Commissioners Office.
These points show that the purpose of the amendment was not to divorce the tax from its
originally intended use, but rather to ease its cotlecti

It seems clear from the original imposition of the tax that it wasaeltl solely to pafor
expenses of administering the@e Marshal Act laterFire Services ActThe fact that
collection and disursement of the tax was dedeégd to the Pvince using their vehicles for
doing so (the Superintendent and the Conatéid Revenueund) seems to be the point that
has caused confusion.

CONCLUSION
It is apparent that the tax was originally intended to fund fire services. Therefore, insurance
tax should in its entirety be d@icted to municipalities and cities thmabvide fire proection,

less costs incurred by the Firer@missioner, and not be subject to tteemal budget
allocaton.

Len Garis
Acting Fire Chief

Endnotes attached
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1 Fire Marshal Act 1921

Section 32

1. For the purpose of defraying the expenses of administration under this Act, including the salaries of the Fire Marshal and
his staff, every company (as defined by the “British Columbia Fire Insurance Act”) transacting the business of fire
insurance in the Province shall contribute each year a sum to be fixed by the Lieutenant Governor in Council according to
such rate as in his opinion will be sufficient to meet the actual expenses of administration under this Act, dagdiopex
in any year on-third of one per cent of all premiums or assessments (less return premiums or assessments and reinsurance
premiums) paid or payable to such company on risks within the Province, and calculated on the business of the preceding
calendar year as reported to the Superintendent, and such contribution shall be in addition to any other fee or tax payable
by the company under any other Act: Provided that where the company is not licensed under the “British Columbia Fire
Insurance Act” the contribution prescribed by this section shall be made by each insured paying a sum fixed as aforesaid,
calculated according to the premium or assessment paid by him to the company during the preceding calendar year.

2. Every company and insured shall, on or before the first day of March in each year, pay to the Superintendent the amount so
due fromit or him, and the provisions of the “Taxation Act,” or, in the absence of appropriate provisions, such provisions
as may be adopted by the regulations for the purpose of enforcing payment of any such amount, shall apply in each case.

3. The Superintendent shall pay into the Provincial Treasury all Money received by him under this Act, and shall keep a
separate account showing the moneys so received and the moneys expended in administration under this Act, in such a
manner as may be required.

4. The salaries of the Fire Marshal and his staff and all expenses of administration under this Act shall, in the absence of a
special vote of the Legislature available therefore, be paid by the Minister of Finance out of the Consolidated Revenue
Fund.

2 Fire Services Act 1979

Section 48

1. To defray administration expenses under this Act, including the salaries of the fire commissioner and his staff, each
insurance company transacting fire or automobile insurance business in the Province and each person whose property in
the Province is insured for a fire hazard with an insurance company not licensed uhtisrtece Agtshall contribute
each year, in addition to all other fees or taxes payable under any other Act, a sum to be fixed by the Lieutenant Governor
in Council according to a rate he believell e sufficient with the money available under section 52 to meet actual
administration expenses.

2. The sum fixed for an insurance company shall not exceed in any year 1% of the aggregate of the premiums or assessments,
or their portions, paid or payable to the company for a fire hazard on property in the Province, less return premiums,
assessments and reinsurance premiums, calculated on the business of the preceding calendar year reported to the
superintendent.

3. The sumfixed for a person whose property is insured with an unlicensed company shall not exceed in any year 1% of each
premium or assessment paid or payable by him, or premium note given or mutual or other liability assumed by him for a
fire hazard under each insurance contract with an unlicensed company during the current calendar year, less return
premiums, assessments and other similar rebates, as shown by his returns to the superintendent.

Section 49
Each insurance company shall pay to the Commissioner of Income Tax at Victoria the contribution due from it at the same
time and manner as the tax underlti®irance Premium Tax AdEach insured person shall pay to the superintendent his
contribution in the same manner and time as the tax imposed on hinlbgurence Act.

Section 50
Salaries and expenses necessarily incurred in the administration of this Act shall, in the absence of a vote of the
Legislature for that purpose, be paid out of the consolidated revenue fund. If the money collected under this Act is in any
year less that the salaries and expenses, the Lieutenant Governor in Council may fix a further sum, subject to the limitation
in section 48, to be contributed by the persons and in the manner set out in that section, to meet the deficiency.

Section 51

1. The fire commissioner shall keep an account of the money expended in the administration of this Act, and shall furnish the
Lieutenant Governor in Council with the information he may require to fix the rate of contribution under section 48 or 50.

2. The superintendent shall keep an account of the amounts received by him under section 49 or 50, and on request shall
furnish the fire commissioner with a statement of them.

Section 52
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All license and other fees, money and fines collected or recovered under this Act or regulations shall be accounted for as
part of the consolidated revenue fund.

®Fire Services Amendment Act, 1982
Chapter 49
Her MAJESTY, by and with the advice and consent of the Legislative Assembly of the Province of British Columbia, enacts as
follows:
1. Sections 48 and 49 of th@e Services AGtR.S.B.C. 1979 ¢.133, are repealed and the following substituted:
Imposition of tax
48. (1) In this section, ‘commissioner’ means commissioner as definednsthrance Premium Tax Act.
(2) An insurance company transacting the business of fire insurance in the Province shall pay to the
commissioner a tax equal to the portion prescribed by the Lieutenant Governor in Council of the aggregate of the
premiums and assessments received or receivable by the company in 1983 or any subsequent calendar year for
policies insuring property situated in the Province, other than automobiles, after deducting the following:
(a) premiums or assessments on property reinsurance ceded to the company by other insurance
companies licensed or authorized by permit undeintherance Acto transact business in the
Province:
(b) property insurance premiums or assessments returned:
(c) the cash value of dividends paid or credited to property insurance policy holders.
(3) A person whose property is insured against a fire hazard with an insurance company that is not licensed
under thdnsurance Acthall pay to the superintendent a tax equal to the portion prescribed by the Lieutenant
Governor in Council of the
(a) premium or assessment paid or payable,
(b) premium note given, or
(c) mutual or other liability assumed
by the person for property insurance under each insurance contract with an unlicensed insurance company in
1983 or any subsequent calendar year.

Application ofInsurance Premium Tax Aahdinsurance Act
49. (1) Subject to this section, tmsurance Premium Tax Aapplies in respect of the tax payable under section 48
(2) Commencing on January 1, 1983, section 4.1 dhthwrance Premium Tax Aapplies to an insurance
company whose tax payable, under section 48 of this Act, in the preceding calendar year exceeded $25,000
(3) Part 9 of thénsurance Actipplies in respect of the tax payable under section 48 (3).

2. Section 50 is repealed.
3. Section 51 is amended

(a) insubsection (1) by striking out “of contribution under section 48 or 50” and substituting “of tax under section
48", and

(b) in subsection (2) by striking out “section 49 or 50” and substituting “section 48"

CAWINDOWS'\TEMPVFIRE INSURANCE PREMIUM REASSIGNMENT1.DOC March 17, 2002



