Replaced Register, September, 1998, No. 513

35 COMMISSIONER OF INSURANCE

Ins 3.08

Chapter Ins 3
CASUALTY INSURANCE

Ins 301  Accumulation benefit riders attached to health and accident policies.

Ins 3.02°  Automobile fleets, vehicles not included in,

Ins 3.04 Dividends not deducted from premiums in computing loss reserves.

Ins3.08  Municipal bond insurance.

Ins 3.09 Mortgage guaranty insurance.

Ins 3.11 Multiple peril insurance contracts.

Ins 313 . Individual accident and sickness insurance.

Ins 3.14 Group accident and sickness insurance.

Ins 3.15 Blanket accident and sickness insurance.

Ins3.17  Reserves for accident and sickness insurance policies.

Ins 3.18 Total consideration for accident and sickness insurance policies.

Ins 3.19 Group accident and sickness insurance insuring debtors of a creditor.

Ins 3.20 Substandard risk automobile physical damage insurance for ﬁnanced

. vehicles.

Ins 323  Franchise accident and sickness insurance.

Ins 3.25 Credit life insurance and credit accident and sickness insurance.

Ins 3.26  Unfair trade practices in credit life insurance and credit accident and
sickness insurance.

Ins 3.27 Advertisements of and deceptive practices in accident and sickness
insurance.

Ins 3.28  Solicitation, underwriting and claims practices in individual and fran-
chise accident and sickness insurance.

Ins 329  Replacement of accident and sickness insurance.

Ins 330  Change of beneficiary and related provisions in accident and sickness
insurance policies.

Ins 3.31 Eligibility for and solicitation, underwriting and claims practices in
group, blanket and group type accident and sickness insurance.

Ins3.32.  Title insurance; prohibited practices

Ins 3.37 Transitional treatment arrangements.

Ins 338 Coverage of newborn infants.

Ins 3.39 Standards for disability insurance sold to the Medicare eligible.

Ins 3.40 Coordination of benefits provisions in group and blanket disability
insurance policies.

Ins 341 - Individual conversion policies

Ins 3.42 Plans of conversion coverage.

Ins 343 High limit comprehensive plan of benefits.

Ins 3.44 . Effective date of s, 632.897, Stats.

Ins 345 Conversion policies by insurers offering group policies only.

Ins 3455 Long-term care, nursing home and home health care policies; loss
ratios; continuation and conversion, reserves.

Ins 346 Standards for Jong—term care, nursing home and home health care
insurance and life insurance~long-term care coverage.

Ins 347 Cancer insurance solicitation

Ins 3.48 Preferred provider plans.

Ins 3.49 Wisconsin automobile insurance plan.

Ins 3.50 Health maintenance organizations.

Ins 3.51 Reports by individual practice associations.

Ins 3.52  Limited service health organizations.

Ins 3.53 HIV testing.

Ins 3.54  Home health care benefits under disability insurance policies.

Ins 3.55 Benefit appeals under long-term care policies, life insurance-long—
term care coverage and Medicare xeplacement or supplement poli-
cies.

Ins 3.60 Disclosure of information on health care claim settlements.

Ins 3.65 Standardized claim format.

Ins 3.651  Standardized explanation of benefits and remittance advice format,

Note: -Corrections imade under s. 13.93 (2m) (b) 7., Stats., Register, August,
1997, No. 500.

Ins 3.01 Accumulation benefit riders attached to
health and accident policies. Except where such rider is
used only on a policy replacing the company’s own policy, and
so recites, no rider providing for accumulations of benefits will
be approved for use upon any policy of health and accident
insurance, whether itis proposed to issue such rider with or with-
out an additional premium. Suchrider operates as an aid to twist-
ing the policies of another company in such manner as to make
its use a direct encouragement of this practice.

Ins 3.02 Automobile fleets, vehicles not included
in. Individually owned motor vehicles cannot be included or
covered by fleet rates. The determining factor. for inclusion
under fleet coverage must be ownership and not management or
use.

Ins 3.04 Dividends not deducted from premiums
in computing loss reserves. Premiums returned to policy-
holders as dividends may not be deducted from the earned pre-
miums in computing loss reserves under s. 623.04, Stats.

History: 1-2-56; emmerg, am. eff. 6-22-76; am. Register, September, 1976, No.
249, -¢ff. 10-1-76.

Ins 3.08 Municipal bond insurance. (1) PurPOSE.
This section implements and interprets ss. 601.42, 611.19 (1),
618.21, 623.03, 623.04,627.05, 628.34 (2), 632.14, and 632.17,
Stats., for the purpose of establishing minimum requirements for
the transaction of a type of surety insurance known as municipal
bond insurance. .

(2) Score. This section shall apply to the underwriting, mar-
keting, rating, accounting and reserving activities of insurers
which write municipal bond insurance.

(3) DErINITIONS. (a) “Annual statement” means the fire and
casualty annual statement form specified in s. Ins-7.01 (5) (a).

" (b) “Contingency reserve” means a reserve established for
the protection of policyholders covered by policies insuring
municipal bonds against the effect of excessive losses occurring
during adverse economic cycles. o

(c) “Cumulative pet liability” means one—third of one per-
cent of the insured unpaid principal and insured unpaid interest
covered by in—force policies of municipal bond insurance.

(d) “Municipal bonds” means securities which are issued by
or on behalf of or are paid or guaranteed by:

1. Any state, temtory or possession of the United States of
America;

2. Any p011t1ca1 subdivision of any such state, territory or
possession; or

3. Any agency, authority or corporate or other instrumental-
ity of any one or more of the foregoing, or which are gual anteed
by any-of the foregoing:

(e) “Municipal bond insurance” means a type of surety insur-
ance authorized by s.Ins 6.75 (2) (g) which is limited to the guar-
anteeing of the performance and obligations of municipal bonds.

(f) “Municipal bond insurer” means an insurer which issues
municipal bond insurance.

(g) “Total net liability” means the average annual amount
due, net of reinsurance, for principal and interest on the insured
amount of any one issue of municipal bonds.

(h) “Person” means any individual, corporation for pxoﬁt or
not for profit, association, partnership or any other legal entity.

(i) “Policyholders’ surplus™ means an-insurer’s net worth,
the difference between its assets and liabilities, as Ieported inits
annual statement.

(4) MINIMUM CAPITAL OR PERMANENT SURPLUS. The mini-
mum capital or permanent surplus of 2 municipal bond insurer
shall be $2 million for an insurer first authorized to do business
in Wisconsin on or before January 1, 1984, or the amount
required by statute or administrative order after that date for
other municipal bond insurers.
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(5) LIMITATIONS AND RESTRICTIONS. (a) Policies of munici-
pal bond insurance shall be issued only to provide coverage on
bonds of the type defined in sub. (3) (d).

(b) A municipal bond insurer may not have total net liability

in respect to any one issue of municipal bonds in excess of an

amount representing 10% of its policyholders’ surplus.

(c¢) A municipal bond insurer may not have outstanding
cumulative net liability, under in-force policies of municipal
bond insurance, in an amount which exceeds the sum of:

1. Its capital and surplus, plus
2. The contingency reserve under sub. (9).

(d) A municipal bond insurer may not have more than 25%
of the principal amount which it has insured represented by the
principal amount of municipal bonds issued primarily to finance
property for use in a trade or business carried on by any person
other than a governmental unit, and secured by a pledge of pay-
ments to be made by the person or of revenues to be derived from
the trade or business.

(6) PreEMIUM. The total consideration cha1 ged for municipal
bond insurance policies, including policy and other fees or simi-
lar charges, shall be considered premium and shall be subject to
the reserve requirements of subs. (8)-and (9).

(7) FINANCIAL STATEMENTS AND REPORTING. (2) The finan-
cial condition and operations of a municipal bond insurer shall
be reported on the annual statement.

(b) The total contingency reserve required by sub. (9) shall
be reported as a liability in the annual statement. This lability
may be reported as unpaid losses or other appropriately labeled
write~in item. Appropriate entries shall be made in the under-
writing and investment exhibit—statement of income of the
annual statement. The change in contingency reserve for the

year shall be reported in the annual statement as a reduction of

or a-deduction from underwriting income. If the contingency
reserve is recorded as a loss liability, the change in the reserve
shall be excluded from loss development similar to fidelity and
surety losses-incurred but not reported.

(¢) ' A municipal bond insurer shall compute and maintain
adequate case basis loss reserves to be reported in the underwrit-
ing and-investment exhibit, unpaid losses and loss adjustment
expenses, of the annual statement. The method used to deter-
mine the loss reserve shall accurately reflect loss frequency and
loss severity and shall include components for claims reported
and unpaid, and for claims incurred but not reported, provided:

1. No deduction may be made for anticipated salvage in
computing case basis loss reserves.

2. If the amount of insured principal and interest on a
defaulted issue of municipal bonds which is due and payable
over the peuod of the next 3 years exceeds 10% of a municipal
bond insurer’s capital, surplus and contingency reserve, its case
basis reserve so established shall be supported by a report from
a qualified independent source.

(8) UNEARNED PREMIUM RESERVE. A municipal bond insurer
shall compute and maintain an unearned premium reserve on an
annual oron a mbnthly pro rata basis on all unexpired cover: age,
except that in the case of premiums paid more than one year in
advance, the premium shall be earned proportionally with the
expiration of exposure except as provided under sub. (12).

(9) CONTINGENCY RESERVE. (2) A municipal bond insurer

shall ‘establish a contingency reserve which shall consist of

allocations of sums reptesenting 50% of the earned premium on
policies of municipal bond insurance except as pzov1ded under
sub. (12).

(b) The contingency reserve established by this subsection
shall be maintained for 240 months.. That portion of the contin-
gency reserve established -and maintained for more than 240
months shall be released and may nolonger constitute part of the
contingency reserve except as provided under sub. (12).
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(c) Subject to the approval of the commissioner, withdrawals
may be made from the contingency reserve in any year in which
the actual incurred losses on municipal bond insurance policies

-exceed 35% of the earned premiums on municipal bonds insur-

ance policies except as provided under sub. (12).

(d) A municipal bond insurer may invest the contingency
reserve in tax and loss bonds purchased pursuant to 26 USC
832(e). The contingency reserve shall otherwise be invested
only in classes of securities or types of investments specified in
s. 620.22 (1), Stats., except as provided under sub. (12).

(10) CONFLICTS OF INTEREST PROHIBITED. No municipal
bond insurer may pay any commission or make any gift of
money, property or other valuable thing to any employe, agent,
or representative of any issuer of municipal bonds or to any
employe, agent or representative of any underwriter of any issue
of the bonds as an inducement to the purchase of, or at any time
there is in force, a policy insuring bonds, and no employe, agent
or representative of the insurer or underwriter shall receive any
payment or gift, However, violation of the provisions of this sub-
section does not render void the municipal bond insurance
policy.

(11) TrRANSITION. Unearned premium reserves and contin-
gency loss reserves shall be computed and maintained on risks
insured after the effective date of this section as required by subs.
(8) and (9).

(12) Laws OR REGULATIONS OF OTHER JURISDICTIONS. When-
ever the laws or regulations of another jurisdiction in which a
municipal bond insurer is licensed, require a larger unearned
premium reserve or a larger contingency reserve in the aggre-
gate than that set forth in this section, the establishment and
maintenance of the larger aggregated, unearned premium
reserve and contingency reserve complies with this rule. -

History: Emerg, cr. eff. 6~5-84; cr. Register, October, 1984, No. 346, eff.
11--1~84; am. (3) (d) intro., (5) (¢) and (9) (c), Register, March, 1986, No. 363, eff.
4-1-86.

- Ins 3.09 ‘Mortgage guaranty insurance. (1) Pur-
POSE. This section implements and interprets s. Ins 6.75 (2) (i)
and (j) and ss. 601.01, 60142, 611.19 (1), 611.24, 618.21,
620.02, 623.02, 623.03, 623,04, 623.11,627.05 and 628.34 (12),
Stats., for the purpose of establishing minimum requirements for
the transaction of mortgage guaranty insurance.

{(2) ‘Scopr. This rule shall apply to the underwriting, invest-
ment, marketing, rating, accounting and reserving activities of
insurers which write the type of insurance authorized by s. Ins
6.75(2) (@) and (). -

(3) DEFNITIONS. (a) “Amount at risk” means the coverage
percentage or the claim settlement option percentage multiplied
by the face of amount of a mortgage or by the insured amount
of a lease.

(b) “Annual statement” means the fire and casualty annual
statement form specified in s. Ins 7.01 (5) ().

(c) “Contingency teserve” means the reserve established for
the protection of policyholders against the effect of losses result-
ing from adverse economic cycies.

(d) “Equity” means the complement of the Loan-to—Value.

(e) “Face amount” means the entire indebtedness under an
insured mortgage before computing any reduction because of an
insurer’s option limiting its coverage.

) “Loan-to-value” means the ratio of the entire indebted-
ness to value of the collateral property expressed as a percent-
age.

(g) “Moxtgage guazanty account” means the por’uon of the
Contingency Reserve Wthh complies with 26 USC 832 (e) as
amended.:

(h) “Mortgage guaranty insurance” means that kind of insur-
ance authorized by s. Ins 6.75 (2) (i).

(i) “Mortgage guaranty insurer” means an insurer which:
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1. Insures pursuant to s. Ins 6.75 (2) (i), or

2. Insures pursuant to s. Ins 6.75 (2) (j) against loss arising
from failure of debtors to meet financial obligations to creditors
under evidences of indebtedness secured by a junior lien or
charge on real estate.

() “Mortgage guaranty insurers report of policyholders posi-
tion” means the annual supplementary report required by s. Ins
7.01 (24) (1).

(k) “NAIC Ratio—Investment Yield” means net investment
income earned after taxes from the annual statement divided by
mean invested assets.

(L) “Person” means any individual, corporation, association,
partnership or any other legal entity.

(m) “Policyholders position” includes the contingency
reserve established under sub. (14), the deferred risk charge
established under sub. (13) (b) and surplus as regards policy-
holders. “Minimum - policyholders position” is calculated as
described in sub. (5). .

(n) “Surplus as regards policyholders” means an insurer’s net
worth, the difference between its assets and liabilities, as
reported in its annual statement,

(4) DiscrIMINATION. No mortgage guaranty insurer may dis-
criminate in the issuance or extension of mortgage guaranty
insurance on the basis of the geographic location of the property
or the applicant’s sex, marital status, race, color, creed or
national origin.

«(5) MINIMUM POLICYHOLDERS POSITION. (a) For the purpose
of complying with s. 623.11, Stats., a mortgage guaranty insurer
shall maintain at all times a minimum policyholders position in
the amount required by this section. The policyholders position
shall be net of reinsurance ceded but shall include reinsurance
assumed. :

(b) If a mortgage guaranty insurer does not have the mini-
mum amount of policyholders position required by this section
it shall cease transacting new business until such time that its
policyholders position is in compliance with this section.

(c) If a policy of mortgage guaranty insurance insures indi-
vidual loans with a percentage claim settlement option on such
loans, a mortgage guaranty insurer shall maintain a policyhold-
ers position based on: each $100 of the face amount of the mort-
gage; the percentage coverage; and the loan-to—value category.
The minimum amount of policyholders position shall be calcu-
lated in the following manner:

1. If the loan~to—value is greater than 75%, the minimum
policyholders position per $100 of the face amount of the mort-
gage for the specific percent coverage shall be as shown in the
schedule below: :

COMMISSIONER OF INSURANCE

Policyholders Policyholders
Position Per $100 of Position Per $100 of
Percent the Face Amount of Percent the Face Amount of
Coverage the Mortgage Coverage the Mortgage
5 ' $0:20 55 $1.50
10 0.40 60 1.55
15 0.60 .65 1.60
20 , 0.80 70 1.65
25 1.00 75 1.75
30 1.10 - 80 1.80
35 1.20 85 1.85
40 ~ 130 90 1.90
45 1.35 95 1.95
50 1.40 100 2.00

2. If the loan—to-value is at least 50% and not more than
75%; the minimum amount of the policyholders position shall
be 50% of the minimum of the amount calculated under subd. 1.
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3. If the loan—to—value is less than 50%, the minimum
amount of policyholders position shall be 25% -of the amount
calculated under subd. 1.

(d) If a policy of mortgage guaranty insurance provides cov-
erage on a group of loans subject to an aggregate loss limit, the
policyholders position shall be:

1. If the equity is not more than 50% and is at least 20%, or
equity plus prior insurance or a deductible is at least 25% and not
more than 55%, the minimum amount of policyholders position
shall be calculated as follows:

Policyholders
Position Per $100 of
the Face Amount of

Policyholders
) Position Per $100 of ]
Percent the Face Amount of Percent

Coverage the Mortgage Coverage the Mortgage

1 $0.30 50 $0.825
5 050 60 0.85

10 0.60 70 0.875

15 0.65 75 0.90

20 0.70 80 0.925

25 0.75 90 095

30 0.775 100 1.00

40 0.80

2. If the equity is less than 20%, or the equity plus prior
insurance or a deductible is less than 25%, the minimum amount
of policyholders position shall be 200% of the amount required
by subd. 1.

3. 'If the equity is-more than 50%, or the equity plus prior
insurance or a deductible is more than 55%, the minimum
amount: of policyholders position shall be 50% of the amount
required by subd. 1.

(e) If a policy of mortgage guaranty insurance provides for
layers of coverage, deductibles or excess reinsurance, the mini-
mum amount of policyholders position shall be computed by
subtraction of the minimum position for the lower percentage
coverage limit from the minimum position for the upper or
greater coverage limit.

(f) If a policy of mortgage guaranty insurance provides for
coverage on loans secured by junior liens, the policyholders
position shall be:

1. If the policy provides coverage on individual loans, the
minimum amount of policyholders position shall be calculated
as in par. (c) as follows:

a. The loan-to-value percent is the entire loan indebtedness
on the property divided by the value of the property;

b. The percent coverage is the insured portion of the junior
loan divided by the entire loan indebtedness on the collateral
property; and -

c. The face-amount of the insuted mortgage is the entire loan
indebtedness on the property. ‘

" 2, If the policy provides coverage on a group of loans sub-

‘ject to an aggregafﬂ‘]r\c's limit, the policvholders nosition shall

te loss limit, the policyholders position shi
be calculated according to par. (d) as follows:

a. The equity is the complement of the loan—to-value per-
cent calculated as in subd. 1.;

b. The percent coverage is calculated as in subd. 1.; and

c. The face amount of the insured mortgage is the entire loan
indebtedness on the property. »
.(g) If a policy of mortgage guaranty insurance provides for
coverage.on leases, the policyholders position shall be $4 for
each $100 of the insured amount of the lease.

(h) If a policy of mortgage guaranty insurance insures loans
with a percentage loss settlement option coverage between any
of the entries in the schedules in this subsection, then the factor
for policyholders position per $100 of the face amount of the

Register, August, 1997, No. 500




Ins 3.09

mortgage shall be prorated between the factors for the nearest
Percent Coverage listed.

(6) LnviTATION ON INVESTMENT. A mortgage guaranty
insurer shall not invest in notes or other evidences of indebted-
ness secured by mortgage or other lien upon real property. This
section shall not apply to obligations secured by real property,
or contracts for the sale of real property, which obligations or
contracts of sale are acquired in the course of the good faith
settlement of claims under policies of insurance issued by the
mortgage guaranty insurer, or in the good faith disposition of
real property so acquired.

(7) LIMITATION ON ASSUMPTION OF RISKS (a) A mortgage
guaranty insurer shall not insure loans secured by properties in
a single or contiguous housing or commercial tract in excess of
10% of the insurer’s admitted assets. A mortgage guaranty
insurer shall not insure a loan secured by a single risk in excess
of 10% of the insurer’s admitted assets. In determining the
amount of such risk or risks, the insurer’s liability shall be com-
puted on the basis of its election to limit coverage and net of rein-
surance ceded to an insurer authorized to transact such reinsur-
ance in this state. “Contiguous” for the purpose of this
subsection means not separated by more than one-half mile.

(b) A mortgage guaranty insurer shall not insure loans with
balloon payment provisions unless the policy provides:

1.. That liability for the balloon payment is specifically
excluded; or

2. That at the time the lender calls the loan, the lender will
offer new or extended financing at the then market rates; or

3.-The scheduled maturity date of the balloon payment.

.~ (7m) SEGREGATED TRUST REQUIREMENTS. A segregated trust
established under this section shall be established by a reinsurer
for the benefit of a mortgage guaranty insurer and shall satisfy
all of the following requirements:

~(a) Has a trustee domiciled in the mortgage guaranty insur-
er’s state:of domicile, domiciled in Wisconsin or approved by
the commissioner.

(b) Meets the criteria in sub. (12) (g) and (h).

(c) ‘Invests in the type of assets permitted by s. Ins 6.20 (5),
or, for the reserves required by subs. (13) and (15), in funds as
defined by ch. Ins 52.

(dy -Makes quarterly and annual reports as required by the
commissioner.

(e) Is subject to withdrawals only by and under the control
of the cedin’g,r‘nortgage guaranty insurer.

(f) Permits examinations by the commissionet.

(g) Designates a Wisconsin agent for service of process.

(h) Provides to the commissioner an opinion of counsel stat-
ing that the segregated trust and its governing agreements com-
ply with the applicable sections of this section and that the rein-
sured will have a valid and perfected security interest or an
equltable interest in the assets transferred under the trust agree-
ments, or both, and will be entitled to use those assets for the puz-
pose of satisfying a reinsurer’s obligations under the trust agree-
ment in'the event of the bankruptcy of the reinsurer.

(i) Is governed by an agreement which, together with all
amendments, has been approved by the commissioner.

(8) REINSURANCE. (2) A mortgage guaranty insurer may, by
contract, reinsure any insurance it transacts, except that no mort-
gage guaranty insurer may enter into reinsurance arrangements
designed to-circumvent the compensation control provisions of
sub. (16) or the contingency reserve requirement of sub. (14).
The unearned premium reserve required by sub. (13), the contin-
gency reserve required by sub. (14) and the loss reserve required
by sub. (15) shall be established and maintained by the original
insurer or by the assuming reinsurer so that the aggregate
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reserves shall be equal to or greater than the reserves required by
subs. (13), (14) and (15).

(b) If reinsurance is assumed by an insurer which insures or
reinsures other lines of insurance in addition to mortgage guar-
anty insurance, then in order for a mortgage guaranty insurer to
receive credit for reinsurance ceded in its financial statements
and in the calculation of minimum policyholders position, all of
the following shall occur:

‘1, The reinsurance agreement and the segregated account or
segregated trust arrangements shall be submitted to the commis-
sioner for approval.

2. The reinsurer shall establish and maintain in a segregated
account or segregated trust the reserves required by subs. (13),
(14) and (15).

3. If the reinsurer establishes a segregated trust, the reinsur-
ance agreement shall provide that:

a. The segregated trust shall be in a form approved by the
commissioner;

b. The commissioner shall approve any amendments to the
reinsurance agreement before the amendments become effec-
tive;

¢. The ceding mortgage guaranty insurerhas a right to termi-
nate the ceding of additional insurance under the reinsurance
agreement if so ordered by the commissioner;

d. The commissioner has the right to request from the
assuming reinsurer mformatlon concerning its financial condi-
tion; and -

e. The assuming reinsurer shall notify the commissioner of -
any material change in its financial condition.

(¢) Inreviewing a reinsurance arrangement with an insurer
which writes other lines of insurance in addition to mortgage
guaranty, the commissioner may consider any or all of the fol-
lowing: _ ,

1. The financial condition of the reinsurer and the trustee.

2. The reinsurance agreement and its compliance with this
section.

3. The trust agreement and its compliance with this section.
After review of the reinsurance and trust agreements, the com-
missioner may deny credit for the reinsurance on the ceding
mortgage  guaranty. insurer’s financial statements,. if deemed
necessary for the protection of the mortgage guar anty insurer or
its Wisconsin insureds.

(9) ADVERTISING. - No mortgage guaranty insurer or any
agent or representative of a mortgage guaranty insurer shail pre-
pare or distribute or assist in preparing or distributing any bro-
chure, pamphlet, report or any form of advertising to the effect
that the real estate investments of any financial institution are

“insured investments”, unless the brochure, pamphlet, report or
advemsmg clearly states that the loans are insured by insurers
possessing a certificate of authority to transact mortgage guar-
anty insurance in this state or are insured by an agency of the fed-
eral government, as the case may be.

(10) PoLicy Forms. . All policy forms and endorsements
shall be filed with and be subject to approval of the commis-
sioner. With respect to owner—occupied; single—family dwell-
ings, the mortgage guaranty insurance policy shall provide that
the borrower shall not be liable to the insurance company for any
deficiency arising from a foreclosure sale.

(11) Premium. (a) The total consideration charged for mort-
gage guaranty insurance policies, including policy and other
fees or similar charges, shall be considered premium and must
be stated in the policy and shall be subject to the reserve require-
ments of subs. (13) and (14).

(b) The rate making formula for mortgage guaranty insur-
ance shall contain a factor orloading sufficient to produce the
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amount required for the contingency reserve prescribed by sub.
(14).

(12) REPORTING. (2) The financial condition and operations
of a mortgage guaranty insurer shall be reported annually on the
annual statement.

(b) The unearned premium reserve required by sub. (13)
shall be reported in the underwriting and investment exhibit—
recapitulation of all premiums schedule of the annual statement.

(c). The contingency reserve required by sub. (14) shall be
reported as a liability in the annual statement. This liability may
be reported as unpaid losses, mortgage guaranty account or
other appropriately labeled write—in item. Appropriate entries
shall be made in the underwriting and investment exhibit—
statement of income of the annual statement. The change in con-
tingency reserve for the year shall be reported in the annual state-
mentas areduction of or a deduction from underwriting income.
If' the contingency reserve is recorded as a loss liability, the
change in the reserve shall be excluded from loss development
similar to fidelity and surety losses incurred but not reported.
The development of the contingency reserve and policyholders
position shall be shown in an appropriate supplemental schedule
to the annual statement as prescribed by the commissioner.

(d) The loss reserves required by sub. (15) shall be reported
in the underwriting and investment exhibit—unpaid losses and
loss adjustment schedule of the annual statement.

(e) Any property acquired pursuant to the exercise of the
claim settlement option shall be valued net of encumbrances;
and an aggregate amount of such property may be held as is per-
mitted for nonlife insurer investments pursuant to s. 620.22 (5),
Stats.

(f) Expenses shall be recorded and reported in accordance
with ss. Ins 6.30 and 6.31.

(g) An insurer which writes mortgage guaranty insurance
and any other class of insurance business shall establish a segre-
gated account for mortgage guaranty insurance. An insurer
which writes more than one class of mortgage guaranty insur-
ance shall establish a segregated account for each class of mort-

COMMISSIONER OF INSURANCE
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gage guaranty insurance. An insurer which reinsures mortgage
guaranty insurance and which writes or reinsures any other class
of insurance business shall establish a segregated account or
segregated trust for mortgage guaranty reinsurance. The classes
of mortgage guaranty insurance are those types-of-insurance
defined in:

1. Section Ins 6.75 (2) (i) 1. a. and ¢.; or

2. Section Ins 6.75 (2) (i) 1. b. and 2.; or

3. Section Ins 6.75 (2) (i) 1. d. and (§).

(h) Each segregated account or segregated trust established
to comply with pat. (g) shall contain all of the following applica-
ble reserves:

1. The loss reserves required by sub. (15).
2. The unearned premium reserve required by sub. (13) or

3. The contingency reserve required by sub. (14) or (18) or
any surplus required by the commissioner.

(13) UNEARNED PREMIUM RESERVE Subject to sub. (8), a
mortgage guaranty insurer shall compute and maintain an
unearned premium reserve on policies in force as follows:

(a) For premium plans on which the premium is paid annu-
ally, the unearned premium reserve shall be calculated on either
an annual or monthly pro rata basis except that the portion of the
first-year premium, excluding policy and other fees or similar
charges, which exceeds twice the subsequent renewal premium
rate, shall be considered a deferred risk premium. The deferred
risk premium shall be contributed to and maintained in the
unearned premium reserve until released as earned. The def-
erred risk premium shall be earned in accordance with the fac-
tors for a 10—year premium period in par. (b) or any other for-
mula approved by the commissioner.

(b) For premium plans on which the premium is paid in
advance for periods of time greater than one year but less than
16 years, the unearned premium reserve shall be calculated by
multiplying the premiums collected by the appropriate unearne
premium factor from the table set forth below: '

Register, August, 1997, No. 500




Ins 3.09 WISCONSIN ADMINISTRATIVE CODE 40
UNEARNED PREMIUM FACTOR TO BE APPLIED TO PREMIUMS COLLECTED
Contract Year
Current at
Valuation 2-Year 3~Year 4—Year 5-Year 6-Year 7-Year 8—Year
Date Premium Period Premium Period Premium Period Premium Period Premium Period Premium Period Premium Period
1 89.0% 93.7% 95.3% 96.0% 96.4% 96.6% 96.8%
2 39.0% 65.0% 73.6% 77.6% 79.8% 81.1% 82.0%
0 21.3% 40.6% 49.6% 54.5% 57.5% 59.4%
12.3% 25.5% 32.7% 37.2% 40.1%
7.6% 16.5% 22.1% 25.7%
4.9% 11.2% 7.8%
3.3% - 2.3%
Contract Year .
Current at v . .
Valuation 9-Year 10-Year 11-Year 12-Year 13-Year 14-Year 15-Year
Date Premium Period Premium Period Premium Period Premium Period Premium Period Premium Period - Premium Period
1 96.9% 97.0% - 97.5% 97.1% 97.2% 97.3% 97.3%
2 82.6% 83.2% 83.7% 84.0% - 84.4% 84.7% 85.0%
3 60.9% 62.2% 63.3% 64.1% 64.9% 65.6% 66.1%
4 42.3% 44.1% 45.8% 47.1% 48.2% 49.1% 49.9%
5 28.4% 30.7% 32.8% 34.4% 35.8% 36.9% 37.9%
6. 18.5% 21.1% 23.4% 25.2% 26.9% 28.0% 29.2%
7 11.3% '14.1% 16.7% 18.6% 20.4% 21.7% 23.0%
8 - 6.1% 9.1% 11.8% 13.8% 15.8% 17.1% 18.5%
9 2.0% 5.2% 7.9% 10.0% 12.1% 13.4% 14.9%
10 1.7% 4.4% 6.7% 8.8% 10.2% 11.8%
11 “1.4% 3.8% 5.9% 7.4% 9.0%
12 1.2% 3.3% 5.0% 6.6%
13 1.1% 2.8% 4.4%
14 . ' 9% 2.5%
15 8%

Note: For purposes of this calculation, premiums collected means either 90% of the premiums collected or the premium collected less a dollar amount or pex'centége amount
approved by the commissioner to represent initial expenses of selling and issuing a new policy. .

(c) For premium plans on which the premium is paid in
advance for periods of 16 years or more, the unearned premium
reserve shall be calculated either by a method approved by the
commissioner or by dividing the premium collected, as defined
above in par. (b), into 2 parts. The first part shall be the amount
which is equal to the premium collected for a 15-year premium
and which shall be earned in the same manner as a 15—year pre-
mium. The second part is the remaining amount of premium in
excess of the 15—year premium, which shall be earned pro rata
over the remaining term of the premium.

(14) CONTINGENCY RESERVE. (2) Subject to sub. (8), a mort-
gage guaranty insurer shall make an annual contribution to the
contingency reserve which in the aggregate shall be the greater
of:

1. 50% of the net earned premijum reported in the annual
statement; or
2. The sum of

a. The policyholders position established under sub. (5) on
residential buildings designed for occupancy by not more than
four families divided by 7;

b. The policyholders position established under sub. (5) on
residential buildings designed for occupancy by 5 or more fami-
lies divided by 5; k '

¢. The policyholders position established under sub. (5) on
buildings occupied for industrial or commercial purposes
divided by 3; and

d. The policyholders position established under sub. (5) for
leases divided by 10.

(b) If the mortgage guaranty coverage is not expressly pro-
vided for in this section, the commissioner may establish a rate
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formula factor that will produce a contingency reserve adequate
for the risk assumed.

(c) The contingency reserve established by this subsection
shall be maintained for 120 months. That portion of the contin-
gency reserve established and maintained for more than 120
months shall be released and shall no longer constitute part of the
contingency reserve. )

(d) 1. With the approval of the commissioner, withdrawals
may be made from the contingency reserve when incurred losses
and incurred loss expenses exceed the greater of either 35% of
the net earned premium or 70% of the amount which par. (a)
requires to be contributed to the contingency reserve in such
year. .

2. On a quarterly basis, provisional withdrawals may be
made from the contingency reserve in an amount not to exceed
75% of the withdrawal calculated in accordance with subd. 1.

" (e) With the approval of the commissioner, a mortgage guar-
anty insurer may withdraw from the contingency reserve any
amounts which are in excess of the minimum policyholders
position. In reviewing a request for withdrawal pursuant to this
paragraph, the commissioner may consider loss development
and trends. If any portion of the contingency reserve for which
withdrawal is requested pursuant to this paragraph is maintained
by areinsurer, the commissioner may also consider the financial
condition of the reinsurer. If any portion of the contingency
reserve for which withdrawal is requested pursuant to this para-
graph is maintained in a segregated account or segregated trust
and such withdrawal would result in funds being removed from
the segregated account or segregated trust, the commissioner
may also consider the financial condition of the reinsurer.
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