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Brief Description:  Regulating service contracts and protection product guarantees.

Sponsors:  By House Committee on Financial Institutions & Insurance (originally sponsored by
Representatives Kirby and Morrell; by request of Insurance Commissioner).

House Committee on Financial Institutions & Insurance
Senate Committee on Financial Institutions, Housing & Consumer Protection

Background:

Insurance and insurance transactions are governed by the Insurance Code (Code).  Among
other things, this Code requires:  (1) that insurers meet certain financial requirements; and (2)
that agents, solicitors, and brokers of insurance comply with specified licensing standards.
Financial and criminal penalties may result from noncompliance.

Certain transactions that fall within the definition of insurance have been addressed by
exemptions from the Code or the creation of a specific regulatory structure.  Entities regulated
under these chapters may not be required to comply with the same capitalization and reserve
requirements, reporting and solvency oversight, and claims handling practices as are required
of an insurer selling a traditional insurance product.

In 1990, the Legislature created a chapter in the Code to regulate motor vehicle service
contracts.  A motor vehicle service provider is required to have a reimbursement insurance
policy that covers all obligations and liabilities incurred by the motor vehicle service contracts
issued by the provider.

In 1999, a chapter in the Code was created for the regulation of service contracts.  A service
contract provider may choose one of the following options to ensure that all obligations and
liabilities are paid:
• insure its service contracts with a reimbursement insurance policy;
• maintain a reserve account that includes a portion of the gross consideration received for

all service contracts and give the Insurance Commissioner (Commissioner) a financial
security deposit; or

• maintain or have the parent company maintain a net worth or stockholder's equity of $100
million.

Summary:

The chapter in the Code regulating service contracts, is expanded to include motor vehicle
service contracts.  Numerous definitions are created including a definition of a protection
product.  "Protection product" means any product offered or sold with a guarantee to replace,
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repair, or pay incidental costs if it fails to perform as stated in a written contract.  "Protection
product guarantee" is the written contract to repair, replace, or pay the incidental costs.
"Protection product guarantee provider" is the person or entity that is contractually obligated
to the purchaser of a "protection product."

Registration
Service contract providers and protection product guarantee providers must register with the
Commissioner.  Application procedures, requirements, and fees are set forth.  The
Commissioner may suspend or revoke the registration of a service contract provider or a
protection product guarantee provider for failure to comply with the specific requirements.

Financial Responsibility for Service Contact Providers
In addition to the current financial responsibility options, a service contract provider may use a
risk retention group (RRG) to insure the contracts of a service contract with a reimbursement
insurer policy.  A RRG must be in full compliance with applicable state and federal laws and
meet specific financial requirements.  The reimbursement policy must be filed with and
approved by the Commissioner.

Financial Responsibility for Protection Product Guarantee Providers
Protection product guarantee providers must insure all protection products under a
reimbursement insurer policy issued by an authorized insurer or RRG.  An RRG must be in
full compliance with applicable state and federal laws and meet specific financial
requirements.  The reimbursement policy must be filed with and approved by the
Commissioner.

Financial Responsibility for Motor Vehicle Service Contract Providers
Motor vehicle service contract providers must insure all motor vehicle service contracts under a
reimbursement insurer policy issued by an authorized insurer or RRG.  An RRG must be in
full compliance with applicable state and federal laws and meet specific financial
requirements.

Record-keeping
A service contract provider or protection product guarantee provider must keep accurate
accounts and records including:
• the name and address of the person who purchased a protection product;
• a list of locations where the service contract or protection product is sold or marketed;

and
• written claims files with the dates, amounts, and descriptions of claims related to service

contracts or protection products.

Investigations
The Commissioner may investigate a service contract provider and a protection product
guarantee provider.  Upon the Commissioner's request, the service contract provider or
protection product guarantee provider must make the books, accounts, and records available to
the Commissioner.  The Commissioner may take actions to enforce the chapter and the
Commissioner's rules and orders.
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Motor Vehicle Service Contract Form Filings - Generally
Motor vehicle service contracts must not be sold or issued unless the form is filed with and
approved by the Commissioner.  This does not apply to contracts issued or sold by a motor
vehicle manufacturer, an import distributor, a wholly owned subsidiary of a manufacturer, or a
wholly owned subsidiary of an import distributor.

Provisions Unique to Motor Vehicle Manufacturers, Import Distributors, and Subsidiaries of
Manufacturers and Import Distributors
A motor vehicle service contract does not have to be filed until 60 days after it is used if it is
issued or sold by a motor vehicle manufacturer, an import distributor, a wholly owned
subsidiary of a manufacturer, or a wholly owned subsidiary of an import distributor.

The service of process provision and many of the registration requirements do not apply to a
motor vehicle manufacturer, an import distributor, a wholly owned subsidiary of a
manufacturer, and a wholly owned subsidiary of an import distributor.

Audited financial statements are not required from publicly traded motor vehicle
manufacturers or publicly traded import distributors.

Motor Vehicle Service Contracts - Disclosures and Consumer Protections
All motor vehicle service contracts must include specific disclosures.  All motor vehicle
service contracts must include information on how to file a claim.  Purchasers must be allowed
to return the contract within 30 days if no claim is filed and receive a full refund less a
designated cancellation fee.

Consumer Protection Act
A violation of these provisions is a violation of the Consumer Protection Act.  A purchaser of a
service contract or guarantee protection product may bring suit for a violation.

Exemption from the Insurance Code
Persons selling and marketing service contracts and protection product guarantees are not
required to register with the Commissioner unless they are service contract providers or
protection product guarantee providers.

Repeals
The chapter in the Code regulating motor vehicle service contracts is repealed.

Votes on Final Passage:

House 97 1
Senate 48 0 (Senate amended)
House 98 0 (House concurred)

Effective:  October 1, 2006
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