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R eviewing coverages, evaluating
costs, and—most important—deter-
mining what services the carrier provides
are the essential factors considered by
most individuals in their insurance selec-
tion decisions. Although a number of car-
riers offer a variety of payment options,
some clients are still unable to consider
these options because of their unique
cash fiow situations, To meet this need,
premium financing is available.

Some carriers have their own in-
house finance company. There are two
other sources, however, The first is the
independent premium finance organiza-
tion, and the second is the captive pre-
mium finance company owned by partici-
pating insurance agents. Banks are rarely
used to finance insurance premiums
because they may have recourse beyond
the scope of the premiums should the
lender fail to pay. Insurance agents and
brokers are typically solicited by premi-
um finance companies to promote their
product 1o insureds. Usually, these com-
panies do not provide the agent with any
comrmission or monetary incentive to
select one organization over another.
There can, however, be distinct differ-
ences berween compasnies, such as lower
interest rates and down payments.

To gain access to the finance compa-
ny, the organization must complete an
application, include the necessary down
payment, and provide necessary financial
reports for a complete review of the
company’s financial position, The con-

tracts used by premium finance firms
vary in their provisions but must reflect
governing state laws. Fairly common
among the caniracts are the inclusion of
detailed canceilation provisions,
although these can vary dramaiically
from company to company.

We urge our readers to carefully
review the definition of “default” and
what action the law in your state permits
with respect 10 cancellation for nonpay-
ment. The financial data on the contract
should include information on the
amount of the down payment, the
amount financed, the number of pay-
ments, and the exact payment amount,
as well as the period of time available for
satisfaction. Another clause that requires
careful review is the power of attorney
provision. Some power of attorney provi-
sions give the finance company “permis-
sion to cancel the policy in the event of
default” and ro “act in my place....” Be
certain that you understand these claus-
es before you execute any agreement.

Also note the cancellation section of
the agreemeni—which may also stipu-
late conditions under which the finance
company can cancel your policy. Some
that we have noted indicate that if either
the insured or the insurance company
becomes involved in any insolvency pro-
ceedings, they may cancel the policy.
Obviously, this provision is too broad
and could jeopardize your coverage sig-
nificantly. Another notable provision
states that the finance company will can-
cel the contracts if you become involved
in any bankruptcy proceedings. Also,
most cancellations for default are irrevo-
cable. Finance agreements cannot be
reinstated and late payments are applied
10 offset existing indebtedness only.
Finance companies usually insist on the
right to attach dividends, loss payments,
or any monies due the insured from the
carrier.

In simple terms, the finance company
usually advances the full premium funds
to the agent for delivery to the carrier.
The agent or broker deducts the insur-
ance commission and remits the balance
10 the carrier. The finance company uses
the unearned premium (funds not yet
due the carrier for coverage) as collater-
al. Down payments and monthly install-
menis are scheduled to accrue sufficient
unearned premiums to protect the
finance company against loss in the
event of default. This is one reason why
certain policies usually cannot be
financed. For example, any policy that
requires the insured to “report” values or
exposures periodically (say, monthly)
throughout the policy vear cannot be
financed because the finance company
cannot protect itself by accruing
unearned premiums.

Organizations should rely on their
sgent or broker to provide the best alter-
natives. Further, most states require
finance companies 1o file with state
finance zuthorities—something you
should certainly review. If a finance com-
pany fails, your coverage may lapse and
credit for previous payments wili not be
recoverable. In addition to reviewing the
finance company's financial integrity, be
certain vou are familiar with the cancella-
tion provisions and the power of attor-
ney clauses we referred to earlier.

Wit the availability of premium
financing arrangements, insurance pro-
grams that were thought to be unafford-
able for your organization may in fact be
a viable option. &
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