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The Nuances of Owning a
Premium Finance Subsidiary
Part 1: Navigating the Financial and Legal Terrain
By Nadesh Shanmuganathan
When an industry comprises $100 billion per year in business, most people
would consider it a misnomer to refer
to it as niche. The premium finance industry, however, is often labeled this
way by the general public, in spite of
the consistent demand for financing of
policy premiums and the fact that more
agencies/banks are venturing into this
market and realizing the value it holds
as a strategy for growth. In this article,
the first in a two part series, we will explore the motivation for why agencies
start their own premium finance subsidiaries, the value proposition for doing so
and the related regulations.
To address the question of value proposition, it is useful to draw a parallel:
Consider the automobile industry, in
which Ford provides financing to its
customers through Ford Credit. The
purpose of this is twofold. First, Ford
gets to keep the additional revenues
derived from the financing; a significant source of revenue. Secondly, it
allows Ford to work closely with the
customer to find the right car and repayment terms, ultimately expediting
the sale.

Additionally, most states allow agencies to charge an 18% APR on financed
policies — a significant addition to
any agency’s revenue. The accompanying charts illustrate how much more an
agency can make by financing a policy
as opposed to just selling it.

Thus, the value proposition of owning
a premium finance subsidiary is multifaceted and clear. Yet, a number of
principals are reluctant to use premium financing as a strategy for growth
because of a misconception that the legal and financial aspects are complex.
Quite often, navigating the process
of obtaining the initial funding line is
straightforward. Agencies simply need
to illustrate to their bank that a revolver as low as $300,000 is sufficient
to finance $900,000 in policy premiums and earn in excess of $40,000 in
finance charges. With most major and
regional banks owning their own premium finance subsidiaries, an inherent
understanding of the business already
exists. If agencies are able to provide
sufficient reporting and visibility on the
portfolio, banks are usually more than
willing to work with them to set up the
revolver.

The addition of a premium finance subsidiary also positions agencies broadly
as financial service businesses, thus increasing their stature in the industry
and making them more attractive to
potential partners.

Similarly, obtaining state licensing,
despite requiring attention to detail, is not difficult. Agencies simply
need to ensure that they are following the application procedure of the
state in which they plan to do busi-

This is similar to the rationale for why
an agency would start its own premium finance subsidiary. In addition to
streamlining the sales process, it allows
agencies the flexibility to offer personalized service as it pertains to finding
the right coverage and payment plan for
each customer, as well as the ability to
retain control of the treatment of late
or missed payments. This personalized
service, in turn, significantly contributes to customer retention. Quite
often, issuance of a simple intent to
cancel can result in the loss of a valued
client.
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ness. Some states like Massachusetts,
Nevada and Louisiana do not require
agencies to have a license to finance
commercial policies sold by their own
agency. Rhode Island doesn’t even require agencies to have a license at
all. On the other hand, some states
require additional supporting documentation: Vermont requires business
references, New Hampshire requires
proof of insurance and Maine requires
a surety bond of $50,000.

•

In general, agencies must do the following to get started:

•

1. Register the premium finance subsidiary to obtain the authority to do
business from the Secretary of State.
If an agency wants to obtain licensing in multiple states, they need to
obtain the authority to do business
in each state prior to applying for a
license.
2. Pay the application fee for each
state application to the state.
3. Obtain a license in each state in
which they plan to conduct business. Since each state has its own
governing body that regulates the
insurance industry, requirements
vary.
Listed below are the most common
documents required as supporting
documents:
•

Business plan

Premium finance
agreement

•

Intent
notice

to

cancel

•

Notice of cancellation

•

Draft of notice of
financing
acceptance
Bank statements

Some states such as Florida require additional
material such as biographical affidavits of
the principals and fingerprints, but even these
are not difficult to produce.

Sale of Insurance Premium
Plus Payment Plan
Insurance Premium
Agency Commission %
Agency Commission Revenue
Producer Commission (30%)
Other G&A (45%)
Payment Plan Finance Charge
Expenses Associated with
Payment Plan

Amount
$10,000.00
15%
$1,500.00
($450.00)
($675.00)
$375.00
25.00%
Amount
$10,000.00
15%
$1,500.00
($450.00)
($675.00)
$500.00
($75.00)

Agency Net Profit
$800.00
Most agencies begin
Profit %
53.33%
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