% y ) j// # <,7 o2 ﬂ
- e X ol e
\ne 10 Tt Sk

OO

STATE OF WISCONSIN )
) ss8.
OFFICE OF THE COMMISSIONER OF INSURANCE)

TO ALL TO WHOM THESE PRESENTS SHALL COME, GREETINGS:

I, 8. C, DuRose, Commissioner of Insurance and custodian of the
official records of said office, do hereby certify that the annexed
order adopting a rule relating to maximum service charges for insurance
prenium finance sgreements was issued by this office on July 1, 1971.

I further certify that said copy has been compared by me with the

original on file in this office and that the same is a true copy

thereof, and of the whole of such original.

IN TESTIMONY WHEREOF, I have hereunto
subscribed my name and affixed the
official seal of the Office of the
Commissioner of Insurance in the
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City of Madison, State of Wisconsin,

this lst day of July, 1971.
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STATE OF WISCONSIN S. C. DuRose

DEPARTMENT OF STATE Commissioner of Insurance

REGEIVED AND FILED

JUL - 1.1971
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Adopting Rules L 11977
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Pursuant to authority vested in the Commissioner of Insurance by:
section 601.41 (3), Wis. Stats., the Commissioner of Insurance hereby
adopts a rule as follows:

Section Ins 10.02 of the Wisconsin Administrafive Code is adopted
to read:

Ins 10.02 Maximum service charges and additional charges for insurance
premium finance companies, insurers and insurance agents. (1) SCOPE.

This rule applies to insurance premium finance agreements issued by insurance
premium finance companies authorized by section 200.50, Wis. Stats., and by
insurers and insurance agents operating within the scope of Wisconsin
Administrative Code section Ins 10.01.

(2) MAXIMUM SERVICE CHARGE AND MAXIMUM ADDITIORAL CHARGE. (a) The
maximum service charge may be caleulated by applying a finence charge to the
amount of principal balance (P) which is to be repaid in "n" substantially
equal monthly installments. The finanee charge to be used may be calculated
from.the following formula: |

Finance Charge = $6.00 x P/100 x n/12

(b) The following schedule shows the maximum service charge, expressed
as & finance charge, and the maximum additional charge for selected amounts of
principal balance which may be charged by an insurance premium finance company,
an insurer or an agent for an indebtedness which is to be repaid in 12 |

substantially equal monthly installment.

Prineipal Service Additional Total

Balance Charge Charge Service Charge

$ 50.00 $ 3.00 $ 0.00 $ 3.00
50.01 3.00 : 6.00 9,00
100,00 6.00 6.00 12,00
100.01 6.00 10.00 16.00

1,000.00 60.00 10.00 T70.00



(3) VIOLATIONS. (a) Violations by an insurance premium finence
company of any part of this rule will subject it to revocation or suspension
of its license or other penalty as provided by section 200.50 (5), Wis. Stats.

(b) Violation by an insurer or an insurance agent of any part of this
rule will subject the agent or the insurer to any aspplicable penalty provided

by statute or rule of this office, including revocation of license,

Note: This rule was adopted after careful consideration of section
200.50, Wisconsin Statutes and of the material presented at the hearing
February 15, 1971, concerning the proposed rule on this subject. The text
of section 200.50 (9), Wis. Stats. which establishes the maximum service
charges for premium finance companies is not precise in its description of
the method to be used in calculating the meximum service charge. BSection
200.50 (9) (b) and (e), Wis, Stats. provides in part that "The service charge
shall be a maximum of $6 per $100 per year..." and "The service charge shall
be computed on the prineipal balance of s premium finance agreement payable
in suecessive monthly instellments substantially equal in smount for a period
of one year." The combined language is similar to section 138.05 (1) (b),
Wis. Stats., a part of the statutory chapter on money and rates of interest,
vhich esteblishes maximum rates of interest and has been interpreted to permit
calculation of the maximum charge on an "add-on" or finence charge basis.
Section 138.05 (1) (v), Wis. Stats. includes the phrase " .. disregarding part
payment and the date thereof;..." and it has been argued that without this
deseriptive phrase the maximum charge must be calculated so as to give effect

to partial payments thus resulting in a maximum 6% simple interest charge.



However, section 138.05 (1) (a), Wis. Stats. describes the maximum rate of
interest and uses the language "At the rate of $12 per $100 for one year
computed upon the declining principal balance of the loan or forebearance;”.

If it had been intended that the meximum service charge of section
200.50 (9), Wis. Stats. was to be on a simple interest basis then it could
be argued that language comparable to "...computed upon the declining principsl
balance..." should have been included in section 200,50 (9), Wis. Stats. Such
languege was not ineluded. This comparison of section 200.50 (9), Wis. Stats.
with existing statutes establishing rates of interest was not finally
determinative.

Section 200.50 (9) (a), Wis. Stats. provides in part that "The service
éharge shall be computed on the balance of the premiums due (after subtracting
the down payment...)". This computation is on the balance of the premiums due
after subtracting the down psyment and denotes the balaﬁce as of that point of
time - the initial balance. If it had been intended to compute on the
declining balance the statute should have spelled out "after subtracting the
down payment and any subsequent payment of prineipal"”. The express provision
for subtracting the down payment without any further express provision for
subtracting subsequent peyments suggests that one principal balanﬁe figure
vas contemplated on which the rate was to be calculated, and that was the
initial one.

Additional argument in favor of interpreting section 200.50 (9), Wis.
Btats. to suthorize én‘add-on interest rate assumption is that section 200.50 (9)
(c), Wis. Stats. provides for payment "...in successive monthly installments
substentially equal in amount...". If simple interest was intended by this
statute, the equality or regularity of payment would be inconsequential as all

veriations would be adjusted automatically.



Where add-on interest is denoted, however, the regularity and equality of
pa&ment is important in order to prevent the weighing of payments toward
the early part of the repayment period since that would change the effective
interest rate.

A further ergument in favor of the add-on interest approach is that
section 200.50 (9) (d), Wis. Stats. which provides for a refund of credit
if the insured prepays his obligation, is very similar to section 138.05
(2) (a), Wié; Stats. which deseribes the meﬁhod of caleulating the refund
in the case of the prepayment of any loan subject to section 138.05 (1) (b),
Wis. Stats. It is argued that this language would not be necessary unless
an add-on interest type of charge was contemplated by section 200.50 (9),
Wis. Stats.

A compelling reason for adopting an add-on interpretation results from
the consideration of the economics involved. Since the legal simple interest
rate under section 138.05 (1) (a), Wis. Stats. is 12% per annum there would
appear to be no reason for cresting a special statute authorizing premium
finance agreeménts but allowing a lesser simple interest rate for suech
transactions when it is probable ﬁhat there is jJustification for allowing
additional costs because of additional financing and administrative expenses
involved in this type of business.

After due consideration of the issues involved, the conclusion is reached
that the maximum service charge authorized by section 200.50 (9), Wis. Stats.

should be as set out in the rule.

The rule contained herein shall take effect on August 1, 1971, as provided
in section 227.026 (1), Wis. Stats.

0ffice of the Commissioner of Insurance

S. C. DuRose
Commissioner of Insurance

Dated July 1, 1971



