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INSURANCE PREMIUM FINANCE COMPANIES

Ins 10.01 Premium finance agreements entered into by insurers or
agents

Ins 10.01 Premium finance agreements entered into by insurers or
agents. (1) Purrose. This rule is intended to implement and interpret
gections 200.50, 201.58 (8)% 601.48, 601.44, and 601.45, Wis, Stats,,
for the purpose of establishing requirements for the transaction of
insurance premium finance business by an insurer or agent.

(2) ScorPE. This rule applies to all insurers and insurance agents
engaged as principals in the business of entering into premium finance
agreements except as follows:

(a) To premium finance transactions where no insurance poliey
or right thereunder is made the security or collateral for repayment
of the debt.

(b) When insurance is included in the financing of an installment
sale of a motor vehicle or other goods and services.

(¢) When insurance premiums are financed in this state under
section 188.04 or section 188.05, Wis. Stats.

(d) To the kinds of insuramnce defined under section 201.04 (3),
Wis. Stats.

(e) To the extension of credit as authorized by section 201.58
(7),"Wis, Stats.

(3) DEFINITIONS. (a) Agent means an agent as defined in sections
209.04 and 209.047, Wis. Stats.

(b) Insurer means the same as in section 601.02 (8), Wis. Stats.

(¢) Premium finance agreement means an agreement by which an
insured or prospective insured promises to pay to an agent or an
insurer the amount advanced or to be advanced under the agreement
to an insurer or to an insurance agent or broker in payment of
premiums on an insurance contract together with a service charge
as authorized and limited by section 200.50 (9), Wis. Stats.

(d) Premium finance tramsactions means transactions involving
premium finance agreements,

(4) REGISTRATION. No agent or insurer shall engage in the busi-
ness of financing insurance premiums in this state without first
registering with the commissioner,

(6) EXEMPT AGREEMENTS. Agreements for payment of premiums
on an insurance contract in installments by an insured to an insurer
are not subject to this rule if the agreement is a part of a rate
filing made under section 625.13 or section 625.15, Wis. Stats.

(6) REcORDS. (a) Every agent or insurer entering into 2 premium
finance agreement shall maintain records of its premium finance
transactions and the records shall be open to examination and inves-
tigation hy the commissioner.
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(b) Every such agent or insurer shall preserve all records of
premium finance transactions for at least 8 years after making the
final entry in respect to any premium finance agreement, The preser-
vation of records in photographic form shall constitute compliance
with this requirement,

(7) PREMIUM FINANCE AGREEMENTS, (a) A premium finance agree-
ment shall:

1. Be dated, signed by or on behalf of the insured, and the printed
portion thereof shall be in at least 8-point type;

2. Contain the name and place of business of the insurance agent
or insurance broker negotiating the related insurance contract, the
name and residence or the place of business of the insured as speci-
fied by him, the name and place of business of the agent or insurer
to which installment or other payments are to be made, a description
of the insurance contracts—including term and type of policy the
premiums for which are advanced or to be advanced under the agree-
ment and the amount of the premiumsg therefor; and

3. Set forth the following items where applicable:

a. The total amount of the premiums,

b. The amount of the down payment,

¢. The principal balance (the difference between items a. and b.),

d. The amount of service charge,

e. The balance payable by the insured (sum of items c. and d.),

f. The number of installments required, the amount of each install-
ment expressed in dollars, and the due date or period thereof.

(b) The items set forth in paragraph (a) 3 of this subsection need
not be stated in the sequence or order in which they appear, and
additional items may be included to explain the computations made
in determining the amount to be paid by the insured.

(e) Additional items may be included in the premium finance
agreement if necessary for clarity or for compliance with any other
statute or regulation,

(d) If a premium finance agreement is used in connection with an
open-end credit plan, the information required under paragraph (a)
8 of this subsection, as it relates to transactions entered into subse-
quent to the original financing transaction, may be set forth on the
periodic statements furnished to the policyholder,

(e) Premium finance agreement forms that do not conform with
all of the requirements of paragraph (a) of this subsection may be
approved by the commigsioner for use in this state if in his judgment
the deviation is not essential to full disclosure or clarity of the
transaction.

(8) OTHER STATUTES APPLICABLE. Premium finance agreements en-
tered into by agents or insurers are subject, without limitation be-
cause of enumeration, to section 200.50 (9), (10), and (11), Wis.
Stats.

(9) ReBATING. Rebating part of the service charge allowed by
section 200.50 (9), Wis. Stats,, to any insurance agent or insurance
broker or any employee of an insurance agent or insurance broker or
to any other person as an inducement to the financing of any insur-
ance policy with the agent or insurer entering into the premium
finance agreement is prohibited.
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(10) VIoLATION. Violation by an agent or insurer of any part of
this rule in connection with insurance premium finance transactions
will subject the agent or insurer to any applicable penalty including
revocation of license.

History: Cr. Register, June, 1970, No. 174, eff. 7-1-70.

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 Wis.,, Adm. Code section Ins 10.01.

(2) MAXIMUM SERVICE CHARGE AND MAXIMUM ADDITIONAL CHARGE.
(a) The maximum service charge may be calculated by applying a
finance charge to the amount of principal balance (P) which is to be
repaid in “n” substantially equal monthly installments, The finance
charge to be used may be caleulated 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 a 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 installments.

Total

Principal Service Additional Service
Balance Charge Charge 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 70.00

(3) Viorarions. (a) Violations by an insurance premium finance
company of any part of this rule will subject it to revocation or sus-
pension 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 applicable
p;nlq.lty provided by statute or rule of this office, including revocation
of license,

Note. This rule was adopted after careful consideration of section
200.60, Wisconsin Statutes and of the material presented at the hearing
February 15, 1971, concerninF 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 la not preclse in ita
deseription of the method to be used In caleulating the maximum serv-
ice ch‘arge. Bection 200.50 (9) (b) and (c), Wis. Stats., provides in part
that ‘Th_e service charge shall be a maximum of $68 per $100 per
year . . ." and “The service charge shall be computed on the principal
balance of a premium finance agreement payable In successive monthl
installments substantla]lr equal In amount for a period of one year."
The combined language is similar to section 128.06 (1) (b), Wis, Stats,,
a part of the statutory chapter on money and rates of Interest, which
establishes maximum ‘rates of interest and has been interpreted to
permit caleculation of the maximum charge on an “add-on” or flnance
charge basis. Section 138.06 (1) (b), Wis. Stats. includes the phrase
. . . disregarding part payment and the date thereof; ., ."” and it has
been argued that without this descriptive phrase the maximum charge
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must be calculated so as to glve effect to partial payments thus result-
ing Iin a maximum 6% simple interest charge, However, section 138.05
(1? (a), Wia, Stats, describes the maximum rate of Iinterest 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 maximum gervice charge of section
200.60 (9), Wis, Stats., was to be on a simple interest basis then It
could be argued that In.ng}'-uﬂ.ge comparable to ‘. . . computed upon
the declining prineipal balance ., ., . should have been included in
section 200.50 (9), Wls, Stats. Such lunguage was not included, This
comparison of section 200.50 (9), Wis. Stats. wilth existing statutes
establishing rates of Interest was not finally determinative.

Section 200.50 (9) (a), Wis, Stals.,, provides in part that “The service
charge shall be computed on the balance of the premiums due (after
subtracting the down paérmeut . . .)". This computation i3 on the
balance of the premiums due after subtracting the down payment and
denotes the balance as of that point of time—the Inltial balance, If it
had been intended to compute on the declining balance the statute
ghould have spelled out “after subtracting the down payment and any
gubsequent payment of principal”. The express provigion for subtract-
ing the down payment without any further express provision for sub-
tracting eubsequent payments suggests that one principal balance
figure was contemplated on which the rate was to be calculated, and
that was the initial one

Additional argument In favor of interpreting sectlon 200.50 (9), Wis.
Statg., to authorize an add-on interest rate assumption is that gectlon
200.50 (9) (e), Wis, Stats, provides for payment ", . . in successive
monthly Installmenis substantinlly equal in amount , . .". If simple
interest was intended by this statute, the equality or regularity of
payment would be inconsequential as all variations would be adjusted
automatically, Where add-on Interest is denoted, however, the regularity
and equality of payment is important in order to prevent the weighing
of paymentas toward the early part of the repayment period since that
would change the effective interest rate

A further argument 'n favor of the add-on Interest approach la that
gection 200.50 (9) (d), Wis. Stats., which provides for a refund of credit
if the Insured regsaya his obligation, is very similar to section 138.06
(2) (a), Wis, Stats., which deseribes the method of calculating the
refund in the ease of the prepayment of any loan subject to section
138.05 (1) (b), Wia. Stats. It ig 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 reagon for adopting an add-on interpretation results
from the consideration of the economies involved. Since the legal slmple
interest rate under gection 138,06 (1) (a), Wis, Stats., is 129 per annum
there would appear Lo be no reason for creating a speclal statute
authorizing premium finance agreements but allowing a lesser simple
interest rate for such transactions when il is probahle that there is
Justification for allowing addltional costs hecause of addltional financing
and adminlsirative expenses involved in this type of business,

After due consideration of the lssues Involved, the conclusion is
reached that the maximum service charge authorized by section 200.60
(9), Wis. Stats., should be as set out in the rule.

History: Cr. Register, July, 1971, No. 187, eff. 8-1-T71.
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