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Section 1.

Purpose

The purposes of this Act are to:
A.

Promote the public welfare by regulating creditor-placed insurance;

B.

Create a legal framework within which creditor-placed insurance may be written in this state;

C.

Help maintain the separation between creditors and insurers; and

D.

Minimize the possibilities of unfair competitive practices in the sale of creditor-placed insurance.

Section 2.

Scope

A.

This Act applies to an insurer or producer transacting creditor-placed insurance as defined in this Act.

B.

All creditor-placed insurance written in connection with credit transactions for personal, family or
household purposes is subject to the provisions of this Act, except:
(1)

Transactions involving extensions of credit primarily for business or commercial purposes;

(2)

Insurance on collateralized real property;

Drafting Note: States have various definitions of “real property.” Accordingly, the states may wish to consider their state definition of “real property,”
especially with the varying nature of manufactured housing used as a residence.

(3)

Insurance offered by the creditor and elected by the debtor at the debtor’s option;

(4)

Insurance for which no specific charge is made to the debtor or the debtor’s account; or

(5)

Blanket insurance, whether paid for by the debtor or the creditor.
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Drafting Note: Nothing in this Act shall be construed to create or imply a private cause of action for violation of this Act, and the commissioner shall have
authority to bring an administrative or judicial proceedings to enforce this Act. Furthermore, nothing in this Act shall be construed to extinguish any debtor
rights available under common law or other state statutes.

Section 3.

Definitions

As used in this Act:
A.

“Actual cash value (ACV)” means the cost of replacing damaged or destroyed property with comparable
new property, minus depreciation and obsolescence.

Drafting Note: The definition of “actual cash value (ACV)” shall not be interpreted in any manner inconsistent with the meaning of actual cash value as
used in the states’ unfair claims settlement practices laws or regulations.
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B.

“Blanket insurance” means insurance that provides coverage on collateral as defined in a policy issued to a
creditor, without specifically listing the collateral covered.

C.

“Collateral” means personal property that is pledged as security for the satisfaction of a debt.

D.

“Credit agreement” means the written document that sets forth the terms of the credit transaction and
includes the security agreement.

E.

“Credit transaction” means a transaction by the terms of which the repayment of money loaned or credit
commitment made, or payment of goods, services or properties sold or leased, is to be made at a future date
or dates.

F.

“Creditor” means the lender of money or vendor or lessor of goods, services, property, rights or privileges
for which payment is arranged through a credit transaction, or any successor to the right, title or interest of
a lender, vendor or lessor.

G.

“Creditor-placed insurance” means insurance that is purchased unilaterally by the creditor, who is the
named insured, subsequent to the date of the credit transaction, providing coverage against loss, expense or
damage to collateralized personal property as a result of fire, theft, collision or other risks of loss that
would either impair a creditor’s interest or adversely affect the value of collateral covered by limited dual
interest insurance. It is purchased according to the terms of the credit agreement as a result of the debtor’s
failure to provide required physical damage insurance, with the cost of the coverage being charged to the
debtor. It shall be either single interest insurance or limited dual interest insurance.

H.

“Debtor” means the borrower of money or a purchaser or lessee of goods, services, property, rights or
privileges, for which payment is arranged through a credit transaction.

I.

“Insurance tracking” means monitoring evidence of insurance on collateralized credit transactions to
determine whether insurance required by the credit agreement has lapsed, and communicating with debtors
concerning the status of insurance coverage.

J.

“Insurer” means an insurance company, association or exchange authorized to issue insurance policies in
the state of [insert applicable state].

K.

“Lapse” means that the insurance coverage required by the credit agreement is not in force.

L.

“Limited dual interest insurance” means insurance purchased by the creditor to insure its interest in the
collateral securing the debtor’s credit transaction. This insurance waives the three (3) conditions for loss
payment under single interest insurance and extends coverage on the collateral while in the possession of
the debtor.

M.

“Loss ratio” means the ratio of incurred losses to earned premium.
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N.

“Net debt” means the amount necessary to liquidate the remaining debt in a single lump-sum payment,
excluding all unearned interest and other unearned charges.

O.

“Producer” means a person who receives a commission for insurance placed or written or who, on behalf of
an insurer or creditor, solicits, negotiates, effects, procures, delivers, renews, continues or binds policies of
insurance to which this Act applies, except a regular salaried officer, employee or other representative of an
insurer who devotes substantially all working time to activities other than those specified here and who
receives no compensation that is directly dependent on the amount of insurance business written, and
except a regular salaried officer or employee of a creditor who receives no compensation that is directly
dependent on the amount of insurance effected or procured.

P.

“Single interest insurance” means insurance purchased by the creditor to insure its interest in the collateral
securing a debtor’s credit transaction. Three (3) conditions must be met for payment of loss under the
policy:
(1)

The debtor has defaulted in payment;

(2)

The creditor has legally repossessed the collateral, unless collateral has been stolen from the
debtor; and

(3)

The creditor has suffered an impairment of interest.

Drafting Note: Some states have expressed the opinion that the above conditions, particularly Paragraph (2), are not in the best interests of consumers.
Those states may wish to eliminate this definition and prohibit the offering of single interest insurance.

Section 4.
A.

B.

Term of Insurance Policy
Creditor-placed insurance shall become effective on the latest of the following dates:
(1)

The date of the credit transaction;

(2)

The date prior coverage, including prior creditor-placed insurance coverage, lapsed;

(3)

One year before the date on which the related insurance charge is made to the debtor’s account; or

(4)

A later date provided for in the agreement between the creditor and insurer.

Creditor-placed insurance shall terminate on the earliest of the following dates:
(1)

The date other acceptable insurance becomes effective, subject to the debtor providing acceptable
evidence of the other insurance to the creditor;

(2)

The date the collateralized personal property is repossessed, unless the property is returned to the
debtor within ten (10) days of the repossession;

(3)

The date the collateralized personal property is determined by the insurer to be a total loss;

(4)

The date the debt is completely extinguished; or

(5)

An earlier date specified in the individual policy or certificate of insurance.

C.

An insurance charge shall not be made to a debtor for a term longer than the scheduled term of the creditorplaced insurance when it becomes effective, nor may an insurance charge be made to the debtor for
creditor-placed insurance before the effective date of the insurance.

D.

If a charge is made to a debtor for creditor-placed insurance coverage that exceeds a term of one year, the
debtor shall be notified at least annually that the insurance will be canceled and a refund or credit of
unearned charges made if evidence of acceptable insurance secured by the debtor is provided.
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Section 5.
A.

Calculation and Payment of Premiums
Premiums for creditor-placed insurance coverage may be calculated based on:
(1)

An amount not exceeding the net debt even though the coverage may limit the insurer’s liability to
the net debt, actual cash value or cost of repair; or

(2)

Other premium calculation methods that more closely reflect the exposure of each item insured
and approximate the premium calculation method of the coverage required by the credit
agreement.

B.

An insurer shall not write creditor-placed insurance for which the premium rate differs from that
determined by the schedules of the insurer on file with the commissioner. The premium or amount charged
to the debtor for creditor-placed insurance shall not exceed the premiums charged by the insurer, computed
at the time the charge to the debtor is determined.

C.

A method of billing insurance charges to the debtor on closed-end credit transactions that creates a balloon
payment at the end of the credit transaction or extends the credit transaction’s maturity date is prohibited,
unless specifically disclosed at the time of the origination of the credit agreement and specifically agreed to
by the debtor at the time the charge is added to the outstanding credit balance.

Drafting Note: States should consider the extent to which state banking or consumer finance laws, including truth-in-lending laws, need to be referenced or
amended to meet the intent and requirements of Subsection C.

Section 6.
A.

B.

Section 7.

Prohibited Coverages
Creditor-placed insurance coverage shall not include:
(1)

Coverage for the cost of repossession;

(2)

Skip, confiscation and conversion coverage;

(3)

Coverage for payment of mechanics’ or other liens that do not arise from a covered loss
occurrence;

(4)

Coverage that requires a debtor’s insurance deductible to be less than $250; or

(5)

Coverage that is broader than the insurance coverages that meet the minimum insurance
requirements of the credit agreement.

Nothing in this section shall be deemed to prohibit the issuance of a separate policy or endorsement
providing the coverages listed in Subsection A above. However, no charge shall be passed along to the
debtor for the coverages.
Evidence of Coverage

Creditor-placed insurance shall be set forth in an individual policy or certificate of insurance. A copy of the individual policy,
certificate of insurance coverage, or other evidence of insurance coverage shall be mailed, first class mail, or delivered in
person to the last known address of the debtor.
Section 8.
A.
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Filing, Approval and Withdrawal of Forms and Rates
All policy forms and certificates of insurance to be delivered or issued for delivery in this state and the
schedules of premium rates pertaining thereto shall be filed with the commissioner.
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B.

The commissioner shall within thirty (30) days after the filing of the policy forms and certificates of
insurance disapprove a form that does not conform to this Act or to other applicable provisions of the
insurance statutes and regulations and shall, within thirty (30) days of filing, disapprove a schedule of
premium rates pertaining to the form if it does not conform to the standard set forth in Subsection E.

C.

If the commissioner disapproves a form or schedule of premium rates in accordance with Subsection B, the
commissioner shall promptly notify the insurer in writing of the disapproval, and it shall be unlawful for
the insurer to issue or use the form or schedule. In the notice, the commissioner shall specify the reasons for
disapproval and state that a hearing will be granted upon request pursuant to [insert code section for the
state’s administrative procedures statute or other law or regulation for hearing requests on rate and form
filings].

D.

Unless the commissioner disapproves the form or schedule of premium rates in accordance with
Subsections B and C or gives written approval of the form or schedule within thirty (30) days after the
filing, the form or schedule shall be deemed approved on the thirty-first day after the filing.

Drafting Note: States should choose one of the following two alternatives for Subsection E to prescribe the method by which premium rates are determined
to be reasonable in relation to the benefits provided under the policy.

Alternative 1:
E.

The schedules of premium rates shall not be excessive, inadequate or unfairly discriminatory. In
determining whether a schedule of premium rates are excessive, inadequate or unfairly discriminatory, the
commissioner shall take into account past and prospective loss experience, general and administrative
expenses, loss settlement and adjustment expenses, reasonable creditor compensation and other acquisition
costs including insurance tracking costs, reserves, taxes, licenses, fees and assessments, reasonable insurer
profit and other relevant data. Rates are not unfairly discriminatory because different premiums result for
different policyholders, including group policyholders, with similar loss exposures but different expense
factors or similar expense factors but different loss exposures, nor are rates unfairly discriminatory if they
are averaged broadly among all persons insured in this state or all persons insured under a group insurance
policy.

Alternative 2:
E.

A schedule of premium rates shall provide for premiums that are not unreasonable in relation to the benefits
provided by the form to which the schedule applies. A premium rate or schedule of premium rates shall be
presumed to be reasonable for purposes of this section if the rate or schedule or rates produces or may
reasonably be expected to produce a loss ratio of sixty percent (60%) or greater. Nothing in this subsection
shall prohibit the commissioner from approving other loss ratios which may be found reasonable.

F.

The commissioner may withdraw approval of an approved form or schedule of premium rates when the
commissioner would be required to disapprove the form or schedule of premium rates if it were filed at the
time of the withdrawal. The withdrawal shall be in writing and shall specify the reasons for withdrawal and
the effective date of the withdrawal. An insurer adversely affected by a withdrawal may, within thirty (30)
days after receiving the written notification of the withdrawal, request a hearing pursuant to [insert code
section for the state’s administrative procedures statute or other law or regulation for hearing requests on
rate and form filings] to determine whether the withdrawal should be annulled, modified or confirmed.
Unless the commissioner grants an extension in writing in the withdrawal or subsequently grants an
extension, the withdrawal shall, in the absence of a request for hearing, become effective, prospectively and
not retroactively, on the ninety-first day following delivery of the notice of withdrawal and, if the request
for hearing is filed, on the ninety-first day following delivery of written notice of the commissioner’s
determination.

G.

Forms and rates filed and approved in accordance with this Section shall be deemed to be in compliance in
all respects with the laws of this state.
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Section 9.
A.

Within sixty (60) calendar days after the termination of creditor-placed insurance coverage, and in
accordance with the formulas approved by the commissioner, an insurer shall refund any unearned
premium or other identifiable charges.

B.

Within sixty (60) calendar days after the termination date of creditor-placed insurance coverage, the insurer
shall provide to the debtor a statement of refund disclosing the effective date, the termination date, the
amount of premium being refunded and the amount of premium charged for the coverage provided. No
statement shall be required in the event that the policy terminates pursuant to Section 4B(4).

C.

The entire amount of premiums, minimum premiums, fees or charges of any kind shall be refunded if no
coverage was provided.

Section 10.
A.

Claims
In the event of a loss under the creditor-placed insurance policy, the insurer shall pay, at a minimum, the
least of the following, the value of which shall be determined as of the date of loss:
(1)

The cost to repair the collateral less any applicable deductible;

(2)

The actual cash value of the collateral, less any applicable deductible;

(3)

The net debt, less any applicable deductible. The method of calculation of net debt payable
pursuant to this paragraph shall be identical to the method of calculation of net debt for payment
of premiums pursuant to Section 5A of this Act; or

(4)

If single interest insurance is provided, the amount by which the creditor’s interest is impaired.

B.

The net debt or actual cash value amounts in Subsection A may be reduced by the value of salvage if the
insurer does not take possession of the insured property.

C.

In the event of a loss, no subrogation shall run against the debtor from the insurer.

D.

Whenever a claim is made on a creditor-placed insurance policy, the insurer shall furnish to the claimant a
written statement of the loss explaining the settlement amount and the method of settlement.

E.

A creditor or insurer may not abandon salvage to a towing or storage facility in lieu of payment of storage
fees without the consent of the facility and the claimant. The insurer shall be responsible for the payment of
towing and storage charges for a covered loss occurrence from the time the claim is reported to the insurer
in accordance with the terms of the policy to the time the claim is paid. The insurer shall give written notice
to the claimant when the claim is paid that the claimant may incur storage charges after the date the claim is
paid.

Section 11.
A.
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Refund of Unearned Premiums

Rights and Obligations of the Parties
In order for the creditor to place insurance on the collateral pledged by the debtor and pass the cost of the
insurance on to the debtor:
(1)

The creditor must have a security interest in the personal property;

(2)

The credit agreement must require the debtor to maintain insurance on the collateral to protect the
creditor’s interest;

(3)

The credit agreement must authorize the creditor to place the insurance if the debtor fails to
provide evidence of the insurance; and
© 1996 National Association of Insurance Commissioners
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(4)

B.

Section 12.

These requirements must be clearly disclosed to the debtor at the inception of the credit
transaction.

The debtor shall always have the right to provide required insurance through existing policies of insurance
owned or controlled by the debtor or of procuring and furnishing the required coverage through an insurer
authorized to transact insurance within this state. However, a creditor may establish maximum acceptable
deductibles, insurer solidity standards and other reasonable conditions with respect to the required
insurance.
Remittance of Premiums and Payment of Compensation

A.

The entire amount of the premium due from a creditor shall be remitted to the insurer or its producer in
accordance with the insurer’s requirements. No commissions may be paid to, or retained by, a person or
entity except a licensed and appointed insurance producer.

B.

The retention by the creditor of unearned premiums upon cancellation of the insurance without crediting to
the debtor’s account the amount of unearned insurance charges is prohibited.

C.

Rebates to the creditor of a portion of the premium charged to the debtor are prohibited as are other
inducements provided to the creditor by an insurer or producer. The listing of the following activities as
prohibited rebates or inducements is not intended to be restrictive, and the commissioner may identify an
activity as prohibited by rule, regulation or order:

D.

E.

(1)

Allowing insurers or producers to purchase certificates of deposit from the creditor or to maintain
accounts with the creditor at less than the market interest rates and charges that the creditor applies
to other customers for deposit accounts of similar amounts and duration;

(2)

Paying a commission to a person, including a creditor, who is not appropriately licensed as a
producer in this state;

(3)

Purchasing or offering to purchase certificates of deposit from, or maintaining or offering to
maintain deposit accounts or investment accounts with a creditor as part of a creditor-placed
insurance solicitation.

Prohibited rebates or inducements do not include:
(1)

The providing of insurance tracking and other services incidental to the creditor-placed insurance
program;

(2)

The paying of commissions and other compensation to a duly licensed and appointed insurance
producer, whether or not affiliated with the creditor;

(3)

The paying to the creditor policyholder of group experience rated refunds or policy dividends; and

(4)

The paying to the creditor of amounts intended to reimburse the creditor for its expenses incurred
incidental to the creditor-placed insurance program (such as costs of data processing, mail
processing, telephone service, insurance tracking, billing, collections and related activities);
provided that these payments are approved in a manner consistent with the procedures in Section 8
and are calculated in a manner that does not exceed an amount reasonably estimated to equal the
expenses incurred by the creditor.

An insurer that pays commissions to producers for creditor-placed insurance that are greater than twenty
percent (20%) of the net written premium shall be required to demonstrate the commissions are not
unreasonably high in relation to the value of the services rendered.
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F.

Section 13.
A.

Nothing contained in this section shall prohibit or restrict an insurer or producer from maintaining a
demand, premium deposit or other account or accounts with a creditor for which the insurer or producer
provides insurance if the accounts pay the market interest rate and charges that the creditor applies to other
customers for deposit accounts of similar amounts and duration.
Disclosures to the Debtor
A creditor shall not impose charges, including premium costs and related interest and finance charges, on a
debtor for creditor-placed insurance coverage unless adequate disclosure of the requirement to maintain
insurance has been made to the debtor. Adequate disclosure is accomplished if the following occurs:
(1)

The credit agreement sets forth the requirement that the debtor must maintain insurance on the
collateral as provided for in Section 11;

(2)

The creditor makes reasonable efforts to notify the debtor of the requirement to maintain insurance
and allows a reasonable time for compliance with this requirement;

(3)

A final notice as required by this Act is sent to the debtor; and

(4)

If creditor-placed insurance coverage is issued, a copy of the policy or certificate is sent to the
debtor as provided for in Section 7.

B.

After adequate disclosure of the request to maintain insurance has been made to the debtor as required by
this section, a creditor may proceed to impose charges for creditor-placed insurance if the debtor fails to
provide evidence of insurance. A creditor may impose charges no earlier than ten (10) calendar days after
sending the final notice.

C.

Reasonable efforts to notify the debtor are accomplished if:

D.

(1)

The creditor mails a notice by first class mail to the debtor’s last known address as contained in
the creditor’s records, stating that the creditor intends to charge the debtor for creditor-placed
insurance coverage on the collateral if the debtor fails to provide evidence of the property
insurance to the creditor;

(2)

The creditor allows the debtor at least twenty (20) calendar days to respond to the notice and
provide evidence of acceptable insurance coverage before sending a final notice; and

(3)

The creditor sends a final notice in compliance with this section by first class mail to the debtor’s
last known address as contained in the creditor’s records at least ten (10) calendar days before the
cost of insurance is charged to the debtor by the creditor. Proof of the mailing of the final notice
shall be retained for at least three (3) years following the expiration or termination of the coverage
or as otherwise required by law.

The initial notice shall be in a form determined by the creditor to remind the debtor of the requirement to
maintain insurance on the collateral. The final notice shall be as complete as the following notice, printed in
not less than twelve (12) point type, and modified where necessary to fit the nature of the credit transaction:
FINAL NOTICE
Your credit agreement with us requires you to have property insurance on the collateral
until you pay off your loan. You have not given us proof you have insurance on the
property. You can ask your insurance company or agent to give us proof of insurance or
you can send us proof you have property insurance within ten calendar days after the date
this letter was postmarked. If you do not, we will buy the insurance and charge the cost to
you.
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You must pay for the property insurance we buy. It may cost more than insurance you
can buy on your own. The cost of the insurance we buy may be added to your loan
balance and we may charge you interest on it. If we do, you will pay interest at the same
rate you pay on your loan.
The insurance we buy will pay claims to us (the creditor) for physical damage to your
property. It will not pay any claims made against you [and it may not pay you for any
claims you make (delete if limited dual interest coverage)]. The insurance we buy will
not give you any liability insurance coverage and will not meet the requirements of a
state’s financial responsibility law.
We may receive compensation for placing this insurance, which is included in the cost of
coverage charged to you.
The property coverage we buy will start on the date shown in the policy or certificate,
which may go back to the date of the loan or the date your prior coverage stopped. We
will cancel the insurance we bought for you and give you a refund or credit of unearned
charges if you give us proof you have bought property insurance somewhere else or if
you have paid off the loan.
Drafting Note: States that have a residual market mechanism established to address high risk individuals may want to amend the notices under this section
to include information on how to access those programs, including any available toll-free telephone number.

E.

All creditor-placed insurance shall be set forth in an individual policy or certificate of insurance. Not earlier
than the sending of the final notice nor fifteen (15) days after a charge is made to the debtor for creditorplaced insurance coverage, the creditor shall cause a copy of the individual policy, certificate or other
evidence of insurance coverage evidencing the creditor-placed insurance coverage to be sent, first-class
mail, to the debtor’s last known address.

F.

A creditor’s compliance with or failure to comply with this Act shall not be construed to require the
creditor to purchase insurance coverage on the collateral, and the creditor shall not be liable to the debtor or
a third party as a result of its failure to purchase the insurance.

Section 14.

Enforcement

A.

The commissioner may conduct investigations or examinations of insurers and producers to ensure
compliance with and enforcement of the provisions of this Act.

B.

The commissioner may take any of the following actions when necessary or appropriate to enforce the
provisions of this Act and any regulations promulgated under this Act:
(1)

Upon finding that an insurer or producer has violated a provision of this Act or a regulation
promulgated under this Act, the commissioner may issue an order directing that the insurer or
producer cease and desist from committing the violations, impose a civil penalty for the violations,
provide an equitable remedy for past violations, or any combination of these;

(2)

Upon the issuance of an order pursuant to Paragraph (1) of this subsection, the insurer or producer
shall have the right to request a hearing. At the hearing, the burden shall be on the insurer or
producer to show cause why an order issued pursuant to this subsection should be annulled,
modified or confirmed. The provisions of [insert citation of statute concerning the conduct of
hearing before the commissioner] shall apply to all hearings;

(3)

Pending the hearing and the decision by the commissioner, the commissioner shall suspend the
effective date of the order;

(4)

Not more than sixty (60) days following completion of the hearing, the commissioner shall enter
an order of final determination which shall specify all relevant findings of fact, conclusions of law
and orders;
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(5)

With the agreement of each affected insurer or producer, and in lieu of a hearing, the
commissioner may enter into a consent agreement disposing of the matters that would be the
subject of the hearing and order; and

(6)

The commissioner may bring an action in [insert court] Court for an injunction or other
appropriate relief to enjoin threatened or existing violations of this Act, the commissioner’s orders
or regulations. An action filed under this paragraph may also seek restitution on behalf of persons
aggrieved by a violation of this Act or orders or regulations of the commissioner.

Drafting Note: States may delete this section if the substance of it already exists in state law.

Section 15.

Regulations

The commissioner may, after notice and hearing, promulgate reasonable regulations and orders to carry out and effectuate the
provisions of this Act.
Section 16.
A.

Judicial Review
A person subject to an order or final determination of the commissioner under Section 8 or Section 14 may
obtain a review of the order or final determination by filing in the [insert title] Court of [insert county]
County, within [insert number] days from the date of the service of the order, a written petition praying that
the order of the commissioner be set aside. A copy of the petition shall be served upon the commissioner,
and the commissioner shall certify and file in the court a transcript of the entire record in the proceeding,
including all the evidence taken and the report and order or final determination of the commissioner. Upon
filing of the petition and transcript, the court shall have jurisdiction of the proceeding and of the questions
determined, shall determine whether the filing of the petition shall operate as a stay of the order or final
determination of the commissioner, and shall have power to make and enter upon the pleadings, evidence
and proceedings set forth in the transcript a decree modifying, affirming or reversing the order or final
determination of the commissioner, in whole or in part. The findings of the commissioner as to the facts, if
supported by [insert type] evidence, shall be conclusive.

Drafting Note: Insert appropriate language to accommodate to local procedure the effect given the commissioner’s determination.

B.

To the extent that the order or final determination of the commissioner is affirmed, the court shall issue its
own order commanding obedience to the terms of the order or final determination of the commissioner. If
either party applies to the court for leave to adduce additional evidence, and shows to the satisfaction of the
court that the additional evidence is material and that there were reasonable grounds for the failure to
adduce such evidence in the proceeding before the commissioner, the court may order the additional
evidence to be taken before the commissioner and to be adduced upon the hearing in the manner and upon
the terms and conditions the court may deem proper. The commissioner may modify the findings of fact, or
make new findings by reason of the additional evidence so taken, and shall file such modified or new
findings that are supported by [insert type] evidence with a recommendation if any, for the modification or
setting aside of the original order or final determination, with the return of the additional evidence.

Drafting Note: Insert appropriate language to accommodate to local procedure the effect given the commissioner’s determination. In a state where final
judgment, order or final determination or decree would not be subject to review by an appellate court, provision therefore should be inserted here.

C.

D.

375-10

An order issued by the commissioner under Section 14 shall become final:
(1)

Upon the expiration of the time allowed for filing a petition for review if no petition has been duly
filed within that time; except that the commissioner may thereafter modify or set aside the order to
the extent provided in Section 14; or

(2)

Upon the final decision of the court if the court directs that the order of the commissioner be
affirmed or the petition for review dismissed.

No order of the commissioner under this Act or order of a court to enforce the same shall relieve or absolve
any person affected by the order from liability under any other laws of this state.
© 1996 National Association of Insurance Commissioners
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Drafting Note: States may delete this section if the substance of it already exists in state law.

Section 17.

Penalties

An insurer that violates an order of the commissioner while the order is in effect, may after notice and hearing and upon order
of the commissioner, be subject at the discretion of the commissioner to either or both of the following:
A.

Payment of a monetary penalty of not more than $1,000 for each violation, but not to exceed an aggregate
penalty of $100,000, unless the violation was committed flagrantly in a conscious disregard of this Act, in
which case the penalty shall not be more than $25,000 for each violation not to exceed an aggregate penalty
of $250,000; or

B.

Suspension or revocation of the insurer’s license.

Drafting Note: States may delete or modify this section if the substance of it already exists in state law.

Section 18.

Severability Provision

If any provision of this Act, or the application of the provision to any person or circumstance, shall be held invalid, the
remainder of the Act, and the application of the provision to any person or circumstance other than those as to which it is held
invalid, shall not be affected.
Section 19.

Effective Date

This Act shall take effect [insert effective date].
_____________________________
Chronological Summary of Action (all references are to the Proceedings of the NAIC)
1996 Proc. 2nd Quarter 11, 33, 113, 113-121 (adopted).
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CREDITOR–PLACED INSURANCE MODEL ACT

This chart is intended to provide readers with additional information to more easily access state statutes, regulations,
bulletins or administrative rulings related to the NAIC model. Such guidance provides readers with a starting point
from which they may review how each state has addressed the model and the topic being covered. The NAIC Legal
Division has reviewed each state’s activity in this area and has determined whether the citation most appropriately
fits in the Model Adoption column or Related State Activity column based on the definitions listed below. The NAIC’s
interpretation may or may not be shared by the individual states or by interested readers.
This chart does not constitute a formal legal opinion by the NAIC staff on the provisions of state law and should not
be relied upon as such. Nor does this state page reflect a determination as to whether a state meets any applicable
accreditation standards. Every effort has been made to provide correct and accurate summaries to assist readers in
locating useful information. Readers should consult state law for further details and for the most current
information.
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KEY:
MODEL ADOPTION: States that have citations identified in this column adopted the most recent version of the NAIC
model in a substantially similar manner. This requires states to adopt the model in its entirety but does allow for variations
in style and format. States that have adopted portions of the current NAIC model will be included in this column with an
explanatory note.
RELATED STATE ACTIVITY: Examples of Related State Activity include but are not limited to: older versions of the
NAIC model, statutes or regulations addressing the same subject matter, or other administrative guidance such as bulletins
and notices. States that have citations identified in this column only (and nothing listed in the Model Adoption column) have
not adopted the most recent version of the NAIC model in a substantially similar manner.
NO CURRENT ACTIVITY: No state activity on the topic as of the date of the most recent update. This includes states that
have repealed legislation as well as states that have never adopted legislation.

NAIC MEMBER

MODEL ADOPTION

Alabama

NO CURRENT ACTIVITY

Alaska

NO CURRENT ACTIVITY

American Samoa

NO CURRENT ACTIVITY

Arizona

NO CURRENT ACTIVITY

Arkansas

ARK. CODE ANN. §§ 23-101-101 to
23-101-114 (1997/2001).

RELATED STATE ACTIVITY

California

CAL. CODE REGS. tit. 10, § 30.501
(1997/2003).

Colorado

BULLETIN B-5.34 (2013).

Connecticut

NO CURRENT ACTIVITY

Delaware

NO CURRENT ACTIVITY

District of Columbia

NO CURRENT ACTIVITY

Florida

NO CURRENT ACTIVITY

Georgia

NO CURRENT ACTIVITY

Guam

NO CURRENT ACTIVITY
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NAIC MEMBER

MODEL ADOPTION

Hawaii

NO CURRENT ACTIVITY

Idaho

NO CURRENT ACTIVITY

Illinois

815 ILL. COMP. STAT. 180/5 to 180/99 (1996).

Indiana

NO CURRENT ACTIVITY

Iowa

NO CURRENT ACTIVITY

Kansas

NO CURRENT ACTIVITY

Kentucky

NO CURRENT ACTIVITY

Louisiana

NO CURRENT ACTIVITY

Maine

NO CURRENT ACTIVITY

Maryland

NO CURRENT ACTIVITY

Massachusetts

NO CURRENT ACTIVITY

Michigan

MICH. COMP. LAWS §§ 500.1601 to 500.1631
(2003).

Minnesota

NO CURRENT ACTIVITY

Mississippi

MISS. CODE ANN. §§ 83-54-1 to 83-54-31
(2001/2005).

Missouri

MO. REV. STAT. §§ 427.110 to 427.190
(1997); MO. CODE REGS. ANN. tit. 20,
§ 500.2-400 (1974/2003).

Montana

NO CURRENT ACTIVITY

Nebraska

NO CURRENT ACTIVITY

Nevada

New Hampshire

ST-375-4

RELATED STATE ACTIVITY

NEV. REV. STAT. §§ 691C.090 to 691C.440
(2005).
NO CURRENT ACTIVITY
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NAIC MEMBER

MODEL ADOPTION

RELATED STATE ACTIVITY

New Jersey

N.J. STAT. ANN. §§ 17:16V-1 to 17:16V-12
(1999).

New Mexico

N.M. CODE R. §§ 13.18.3.1 to 13.18.3.23
(1999).

New York

BULLETIN 1995-14 (1995).

North Carolina

NO CURRENT ACTIVITY

North Dakota

NO CURRENT ACTIVITY

Northern Marianas
Ohio

NO CURRENT ACTIVITY

Oklahoma

NO CURRENT ACTIVITY

Oregon

OR. ADMIN. R. 836-062-0001 to
836-062-0010 (1989/1996).

Pennsylvania

NO CURRENT ACTIVITY

Puerto Rico

NO CURRENT ACTIVITY

Rhode Island

NO CURRENT ACTIVITY

South Carolina

NO CURRENT ACTIVITY

South Dakota

NO CURRENT ACTIVITY

Tennessee

TENN. CODE ANN. §§ 56-49-101 to 56-49-115
(1999).

Texas

TEX. FIN. CODE §§ 307.001 to 307.058
(2001/2003).

Utah

NO CURRENT ACTIVITY

Vermont

NO CURRENT ACTIVITY

Virgin Islands

NO CURRENT ACTIVITY

Virginia

NO CURRENT ACTIVITY
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NAIC MEMBER

MODEL ADOPTION

RELATED STATE ACTIVITY

Washington

WASH. REV. CODE ANN. §§ 48.22.110 to
48.22.135 (1994/2003).

West Virginia

W. VA. CODE § 46A-3-109a (1998).

Wisconsin

NO CURRENT ACTIVITY

Wyoming

NO CURRENT ACTIVITY
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CREDITOR–PLACED INSURANCE MODEL ACT
Proceedings Citations
Cited to the Proceedings of the NAIC
While working on the Consumer Credit Insurance Model Regulation, NAIC members noted the need to address credit
property insurance. At a meeting of the original working group, two subgroups were formed to look at the two distinct areas
of this issue: 1) coverage on a loan related to the purchase of personal or commercial property and 2) “force-placed”
coverages such as vendor single interest (VSI), vendor dual interest (VDI) and collateral protection. It was anticipated that
one model law, separate from the consumer credit insurance model, would be drafted and would cover both of the indicated
areas within credit property insurance. 1994 Proc. 2nd Quarter 73.
While industry representatives said that they felt no problems with credit insurance had been documented that warranted
NAIC involvement, a consumer representative indicated that there was a need to define the types of products that were being
sold as “credit property insurance” and noted particularly a product often called “gap insurance” that differed from other
types being discussed by the group. 1994 Proc. 3rd Quarter 86.
The credit property subgroup noted the need to define credit property insurance for purposes of completing the annual
statement. The group also determined the need to work closely with the other appointed subgroup (on “forced-placed”
coverages) in developing a model law and regulation and indicated an intention to premise the model on a loss ratio
approach. 1994 Proc. 3rd Quarter 88.
A review of the charges for the new year and the work done the previous year led the credit committee to appoint three
subgroups: one to study credit property insurance issues, one to address VSI, VDI, and collateral protection insurance issues,
and one to address component rating. NAIC staff provided a memorandum summarizing the comments made at the public
hearings held in 1994. 1995 Proc. 1st Quarter 99.
The Credit Property Subgroup and VSI, VDI and Collateral Protection Subgroup held a joint meeting to hear comments on
the need to draft model legislation in this area. 1995 Proc. 2nd Quarter 95. The subgroup on component rating also met to
receive comment on the need to draft alternative language to incorporate component rating methodology into the existing
credit models. The chair indicated a desire to draft that language beginning at the summer national meeting of the NAIC.
1995 Proc. 2nd Quarter 100.
At the summer national meeting of the NAIC, the Credit Property Subgroup and VSI, VDI and Collateral Protection
Subgroup again held a joint meeting, this time to discuss how to proceed in completing their charge. At this meeting,
regulators began referring to VSI and VDI together as “force-placed” insurance based on the definitions found in a draft of a
model law that was circulated for comment. Reviewing the comments from the interim meeting, the chair of the parent
committee stated that force-placed insurance appeared to be the area most in need of regulatory review and should be the
focus of the committee’s work for the remainder of the year. Several members of the subgroups expressed an interest in
continuing work on credit property concerns, however, a vote was taken affirming the intent to focus only on force-placed
insurance. 1995 Proc. 2nd Quarter 87.
After a section by section analysis of the final comments and proposals, the (EX) Committee on Credit insurance adopted the
model. 1996 Proc. 2nd Quarter 113.
Initially, a request was entered to remove the adoption of this model from the consent agenda for discussion at the Executive
Committee. However, there was no discussion and no one brought forth any issues relating to the model. The model was
adopted. 1996 Proc. 2nd Quarter 33.
A regulator expressed a desire to discuss the model at the Plenary session. However, before that discussion ensued, the
questions were answered outside the general discussion and the model was moved for adoption. One state noted its
opposition to the model on the grounds that some of the practices it permits are not allowed in some states. The model was
adopted. 1996 Proc. 2nd Quarter 10–11.
Section 1.

Purpose

The committee heard comments from interested parties relative to the amount of insurance, claim payments and the term of
coverage. The discussion centered on the purpose of this type of insurance and the disclosures to the debtor that are
necessary. 1995 Proc. 3rd Quarter 54.
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Proceedings Citations
Cited to the Proceedings of the NAIC
Section 2.

Scope

In its initial meeting, the VSI subgroup noted that there appeared to be two types of credit property insurance: elective
coverages selected by the debtor at the time of purchase or date of a loan and “forced-placed” coverages triggered by loan
provisions requiring insurance to be maintained on collateralized property. 1994 Proc. 3rd Quarter 88.
The parent committee formally disbanded the Credit Property Subgroup and renamed the VSI, VDI and Collateral Protection
subgroup as the Force-Placed Coverage Subgroup. 1995 Proc. 2nd Quarter 86.
In August, 1995, the (EX) Committee on Credit Insurance held an interim meeting to discuss the preliminary draft of a model
on force-placed insurance and receive comments from interested parties. After reviewing an alternative draft submitted by the
interested parties, the committee decided to adopt use of “creditor-placed” instead of “force-placed” insurance to reflect that
the lender (creditor) was the purchaser of the insurance. The committee also decided to remove all references to “collateral
protection” from the model. 1995 Proc. 3rd Quarter 54.
The Credit Committee added language to exempt blanket insurance, a term that would be clarified in the definitions. 1996
Proc. 1st Quarter 148.
Section 3.

Definitions

A.
To clarify that the definition of actual cash value is not to be interpreted in any manner inconsistent with the
meaning in any state’s unfair claims settlement law, a drafting note was added to Subsection A. 1996 Proc. 1st Quarter 148.
M.
The committee rejected arguments for incorporating loss adjustment expenses into the definition of loss ratio. 1996
Proc. 1st Quarter 148.
N.
A concern expressed by a member of the committee regarding the definition of “net debt” was alleviated in
discussion of Section 10, making the calculation of net debt for premium calculation equal to that used for claims. 1996 Proc.
1st Quarter 148.
P.
The subgroup met at the fall meeting and discussed the draft, including those changes made at the interim meeting.
One regulator expressed concern for the inclusion of vendor single-interest coverage because it offers no benefit to the
consumer and because it had been outlawed by his state. The subgroup voted to add a drafting note regarding prohibition of
this coverage by some states. 1995 Proc. 3rd Quarter 42.
Section 4.

Term of Insurance Policy

Originally the model limited the term of the insurance to one year. Industry representatives noted that it was more common
for creditors to obtain insurance for the remaining term of the loan. After discussing the implication on refunds of unearned
premium, the committee adopted language allowing the term of the policy to be equal to that of the loan. 1996 Proc. 1st
Quarter 148.
Section 5.

Calculation and Payment of Premiums

A.
As had been the case with the credit insurance model, industry spokespersons expressed a desire for any new model
dealing with credit insurance to use a component rating approach instead of a loss ratio approach. 1994 Proc. 2nd Quarter
74.
The group decided to begin drafting a model to determine the approach they would use in addressing credit property. Industry
representatives expressed concern about the apparent decision of committee members to use the loss ratio approach, as
opposed to the component rating approach. The working group noted that a public hearing on component rating would be
scheduled for the NAIC winter meeting to receive comments on component rating versus loss ratio approach in credit
insurance. 1994 Proc. 3rd Quarter 86.
PC-375-2

© 2011 National Association of Insurance Commissioners

Model Regulation Service—April 2011

CREDITOR–PLACED INSURANCE MODEL ACT
Proceedings Citations
Cited to the Proceedings of the NAIC
Section 5 (cont.)
After a public hearing during which the committee heard extensive comments from the insurance industry regarding the
component rating methodology, the committee voted to request that consideration of that methodology be included in the
charge of the committee for the upcoming year. 1994 Proc. 4th Quarter 92.
Extensive discussion centered on the rating method to be included in the model. The draft included language allowing for
loss ratio method, but the committee received comments from interested parties related to the component rating method.
Action on this issue was deferred to the fall meeting. 1995 Proc. 3rd Quarter 55-56.
The committee agreed to add a Paragraph (2) because there are other premium calculation methods used. 1996 Proc. 1st
Quarter 148.
C.
The committee extensively discussed allowing balloon coverages. Some individuals indicated that consumers do not
appear to understand the concept of a balloon coverage. Rejecting a motion to prohibit such payments entirely, the committee
voted to add a language requiring disclosure of the balloon at the time of origination of the credit agreement and again at the
time the charge is added to the outstanding credit balance. 1996 Proc. 2nd Quarter 111.
Section 6.

Prohibited Coverages

The regulators turned their attention to the cost of tracking the loans to determine if insurance is in place or whether the
creditor had need to “force-place” insurance. Discussion ensued regarding whether these costs should be assessed to all
debtors, only those debtors whose loans require the placement of insurance or to the creditors as a cost of doing business. The
group made no change to the model, which prohibited assessing these costs to the debtors. 1995 Proc. 3rd Quarter 43.
Further discussion of the tracking costs at the Winter National Meeting led to the deletion of the provision entirely. 1995
Proc. 4th Quarter 99.
Section 7.

Evidence of Coverage

Section 8.

Filing, Approval and Withdrawal of Forms and Rates

Industry representatives argued for the elimination of the loss ratio alternative for rate calculation. The committee retained
the alternative but included language that specified the commissioner’s authority to disapprove rates that do not conform to
the standards of either alternative. 1996 Proc. 1st Quarter 149.
Section 9.

Refund of Unearned Premiums

The committee voted to delete a section that would have restricted refunds to amounts greater than $50. 1996 Proc. 1st
Quarter 149.
Section 10.

Claims

A.
Subsection A(4) was incorporated to limit the payment, in the event that the coverage was single interest insurance,
to the amount by which a creditor’s interest is impaired. 1996 Proc. 1st Quarter 149.
Section 11.

Rights and Obligations of the Parties

Section 12.

Remittance of Premiums and Payment of Compensation

C.
In Subsection C the language was modified to clarify the description of prohibited rebates and inducements and to
allow the commissioner to identify other activities that could be prohibited. 1996 Proc. 1st Quarter 149.
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Proceedings Citations
Cited to the Proceedings of the NAIC
Section 12 (cont.)
D.
A regulator questioned why tracking costs were not considered commissions. An interested party responded that
they were an expense that was paid to whomever performed the tracking function. A regulator responded that, if one started
with the premise that the cost of tracking should be borne by those who create the need for the tracking, including those that
get a notice or a second notice but never get the insurance force-placed, then the cost of tracking should be spread over a
wider range of debtors. He opined that the language in Subsection D is very broad and allows for virtually any expense to be
incorporated into the premiums charged and not considered as a prohibited rebate or inducement. The committee agreed to
make minor wording changes, but not to modify the position with regard to insurance tracking costs. 1996 Proc 2nd Quarter
112.
Again the committee discussed the inclusion of tracking costs. After considerable debate, the committee agreed to allow the
inclusion of the expenses but with an allowance for review by the commissioner for reasonableness. 1996 Proc. 2nd Quarter
112-113.
Section 13.

Disclosures to the Debtor

Language to be used in the disclosures to the debtor regarding creditor-placed insurance were briefly discussed and a
consumer advocate was asked to work with an industry representative to produce more readable and concise disclosures.
1995 Proc. 4th Quarter 99.
Language was adopted that had been reviewed with several consumers by a consumer representative and had been found by
them to be easy to understand and acceptable. The committee also included a drafting note for states to consider if they have
residual market mechanisms that may be available to the consumer. 1996 Proc. 1st Quarter 149.
Section 14.

Enforcement

The committee reviewed alternative language near the end of the drafting process and agreed to replace the prior language. In
addition, a drafting note was added to alert states to the desirability of deleting this provision if its substance already exists in
state law. 1996 Proc. 1st Quarter 149.
Section 15.

Regulations

Section 16.

Judicial Review

Section 17.

Penalties

The committee discussed appropriate penalties and decided to incorporate language from the Unfair Trade Practices Act for
consistency. 1996 Proc. 2nd Quarter 112.
Section 18.

Severability Provision

Section 19.

Effective Date
_____________________________

Chronological Summary of Actions
September 1996: Adopted
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