Citizen’s Credit Q & A

1
The La Citizens credit, is it for premiums paid after July 1, 2006 only?
No, a credit can be claimed for a 2006 period return filed in 2007 for any assessment incurred and paid prior to January 1, 2007.
2
If paid before July, 2006, is it ineligible OR does it come into play in 2007?
See # 1 above.
3
Can rental property insurance Citizens credits on a 1040 be claimed on

the personal return or is it considered a business credit subject to a
business computation?

If the rental property income is being reported on federal Form 1040, Schedule E, the credit can be claimed on the Louisiana individual return.  Because it is business property, one should attach proof of payment for the business property(ies) along with the Declaration Page(s) for all properties.

4
If you don't see a credit on the declaration page or insurance papers, does that mean there is not one to claim?

This seems to be a true statement as some insurance companies did not pass the charge on to its customers.  Also, the LDR understands that the Department of Insurance would allow a minimum of one line on the Declaration Page to state the assessment if space was a consideration.
5
If we are to attach a copy of the Declaration page from the insurance company to our client’s state tax return for a refund of premiums paid for the Louisiana Fair Plan, does that preclude e-filing altogether for 2006 returns?

No, much like the ERO is required to keep certain information such as military orders etc., the ERO must keep a copy of the Declaration Page as part of the information maintained on each taxpayer who files with the ERO.

6
Are non-individual filers required to attach a canceled check or other proof of payment with the Declaration Page?
Yes, all other filers, corporations, pubic entities, non-profits etc. are required to submit proof of payment.
7.
LLCs with only Louisiana resident members are not required to file La partnership returns. Is there a form that can be used to claim the credit or do we have to file the partnership return in order to claim the credit?
No, the LLC in this instance would follow the requirement set forth in RIB 06-007 which states: If the business that paid the LA Citizens assessments is an entity not subject to Louisiana income tax, such as a partnership, the LA Citizens credit will flow through to partners or members of the entity as provided in the operating agreement. In the absence of an operating agreement or if the operating agreement is silent with respect to the allocation of tax items, the LA Citizens credit will flow through to each partner or member in accordance to the partner or member's ownership interest in the entity. 

8
Assume a corporation has an insurance premium of $10,000, and Citizens assessments of $1,000 for a total due of $11,000 due on October 1, 2006. They pay 50% down of $5,500 and the balance in 5 installments of $1,100.  At 12/31/06 they will have paid in $7,700. How do we calculate the credit and what do we need to attach?
If you were assessed prior to January 1, 2007, and make periodic payments to your insurance company (e.g. monthly or quarterly) you may claim the credit in 2007 if the first periodic payment was made prior to January 1, 2007.

9
Does this credit apply to rental property?  The full amount is being deducted on the federal Form 1040, Schedule E.  Do you get both the deduction and the credit?
Yes, if you, as an individual, own rental property and the income flows to federal Form 1040, Schedule E, you may claim the credit on your Louisiana return provided you attach the appropriate proof(s) of payment and Declaration Page(s).  Also, there is no requirement to increase your Federal Adjusted Gross Income (AGI) reported to Louisiana by removing the expense associated with the assessment.
10
What should be done in situations where the policy premium is paid over a period of months, say 9 months average, and that period overlaps the year-end?

See number 8 above.

11
Has anyone considered how to handle the LA Insurance Credit in relation to the federal income tax return?  Is the 2006 credit for insurance payments made in 2006 considered a 2006 tax paid for the Schedule A deduction?  In our software, it is not going to the Schedule A.  I have just done a return with a balance due for 2006 that is $400 less than what would have been owed because of the tax credits.   Also, will the DOR report the refunds for credits as a State Tax Refund in 2007?

The Department cannot express an opinion as to whether or not the Citizens assessment can be claimed on Form 1040 Schedule A as an itemized deduction.  You should obtain either a ruling or informal advice from the IRS.  As for the Department’s 1099 reporting next year, if a refund resulted that meets the 1099G reporting requirements, then yes, the taxpayer will receive a 1099G and the IRS will be notified as provided under federal law.

12
There are several owners of real estate and the policy lists one name, et al. How will co-owners receive credit in this instance?

Again, the answer to this question will be driven by RIB 06-007.  Depending upon the entity that owns the property (partnership, etc) one should follow the provisions of the RIB and the credit will flow through based upon any operating agreement or in the absence thereof, the ownership interest of the owner’s of the real property.  See number 20 below for information regarding documentation.
13
Non Louisiana residents may own property in Louisiana and have a Citizens assessment on their insurance policy. How do they claim credit?
It is assumed here that this person/entity is not required to file a Louisiana income tax return.  That being the case, they would use either form 540-INS or 620-INS.

14
Certain policies written by Lloyds do not separate Citizens amounts on declaration page of policy? How do they determine Citizens amount? Will LDR accept letter from agent?


First, if not listed, then the amount may not have been assessed.  Again, it is the understanding of the LDR, that the Department of Insurance required all insurers to state the amount of the assessment (at least in one line) on the Declaration Page.  Also remember that the assessment may not appear until after January 1, 2007, thus it would be claimed the following period.  If, in the event, the amount was assessed but not included on the Declaration Page, the Department will accept a letter from the insurer stating such.
15
Can a statement from your insurance agent (not the company) qualify as proof of payment?
Yes. RIB 07-005 and 006 both state that substitute documents issued by an insurance company that contain the LA Citizens assessment will also be accepted.  This substitute document may come from the insured's insurance agent. 

16
What is a preparer supposed to do if they don’t get a copy of the Declaration Page or similar statement?
If a preparer does not have the Declaration Page or the substitute document, the preparer cannot substantiate the proper amount that was paid on the LA Citizens assessments. Thus, the preparer should not complete the appropriate line on the credit schedule for Individual income or corporate income and franchise tax.  If the credit comes from a pass-through entity, then the preparer can accept the RIB 07-006 required schedule (which details the amount of credit) along with a copy of the Declaration Page(s) and proof of payment.
17
What is a preparer supposed to do if they don’t get a copy of proof of payment?
Proof of payment is not required for individuals.  It is required for all other entities that claim the credit.  As previously stated, the preparer should not complete the appropriate line for the credit.

18
 The requirement for proof of payment to be given to the paid preparer is only mentioned in the corporate bulletin. Does that mean that it is not required to be given to the paid preparer for individuals?
See 17 above.
19
On page 4 of RIB 07-006, it describes RS 47:1675(G)(2)(b), it sounds like the S corporation makes the election by not claiming the credit.  However, the law says the election should be in writing.  Which is correct?
The statute does require that the election pursuant to the allocation or transfer of credit must be made annually and in writing, and that the election may not be revoked
20
 When the S Corporation or partnership allows the credit to flow through to its owners, there does not appear to be a requirement that a copy of the declaration page (including supplemental pages) and the proof of payment be attached to the schedule given the owner.  Does that mean it is not required?  All he has to attach to his own return is the schedule?
For individuals and other legal entities, a copy of the proof of payment, the Declaration Page along with, the allocation schedule from the pass-through legal entity is required to be attached to a paper return. For an individual, who wishes to file electronically, this documentation should be maintained by the ERO.  Tax preparers filing electronically prepared returns must be in possession of the documents necessary in order to claim the credit.  Taxpayers claiming the credit should possess a “K1” type document that establishes the connectivity between the pass-through entity and its “shareholder/partner/member.”
21
If an individual receives a credit from an S corporation, it says that the schedule should be attached to the income tax return on which the credit is claimed.  If the return is electronically filed, should it be attached?
See 20 above.

22
In the absence of an operating agreement for a limited liability company, the RIB says that the credit should be allocated to each member in accordance with the member’s ownership interest in the entity.  This is contrary to the normal default for limited liability companies.  Usually if there is no operating agreement, items are divided equally among the members.
The allocation of the credit must be in compliance with the general guidelines.  That is, if a member of a partnership owns 20% of the partnership, the amount of credit allowed to the individual is 20% of the assessments paid to Louisiana Citizens.  If a limited liability company's members are each designated an equal percentage, then each member receives an equal percentage.
23
What if the policy is cancelled?  Do you get back part of the Citizens charge or just the basic insurance charge?  If you get back part of the Citizens charge in the same year that you paid it, do you just reduce your credit?  If you get back part of the Citizens charge in the next year, what do you do?
The LDR will check with the Department of Insurance to determine if any provisions exist if an assessment is refunded back to the “insured” should a policy be cancelled.  If, in the event, that an insured is refunded all or part of an assessment and the credit has not yet been claimed, it only seems reasonable that one would reduce any credit claimed to the extent of the refund.  Depending upon the answer from the Department of Insurance, the LDR may modify the appropriate tax forms for 2007 should the refund occur in the subsequent year.
24
For LLC’s- profit and loss percentages can be different from ownership percentages.  If the deduction is allocated using the profit and loss percentages, why should the credit be allocated using the ownership percentage?  Which ownership percentage do you use?  The one they are supposed to have?  Or the one they have using their current capital accounts-which could be different due to unequal distributions?
If the membership or partnership agreements provides for an allocation of tax items that is different than the ownership interest, that is fine, use the allocation provisions of the membership agreement. If there is no membership agreement or it is silent, then the credit must flow through based on ownership interest. If it is the silence or lack of a membership agreement that is causing a perceived "misallocation" of the credit, the LLC might want to consider adopting or amending the agreement to address the credit to avoid the statutory default to membership interest.

