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Dear Commissioner Kuderer:

Thank you for the opportunity to provide industry feedback on the proposed rule. The
Service Contract Industry Council (SCIC) and the Motor Vehicle Protection Products
Association (MVPPA) are national trade associations representing the nation’s leading
voluntary protection product providers for motor vehicles. The SCIC worked closely with
the Office of the Insurance Commissioner (OIC) on House Bill 1006 to modernize the
financial assurance requirements and promote a healthy and competitive service contract
industry to the benefit of consumers. We appreciate the need for updates to the
Washington Administrative Code section 284-110 to reflect these changes. However, we
have a few concerns about the proposed regulation. First, the addition of form filing
requirements for certain products significantly disrupts industry and runs afoul of
longstanding precedent. Second, we would recommend a few modifications to the
language describing the new options for financial assurance as provided below.

Background: Form Filing
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The current draft proposal would add subsection (7) to WAC 284-20C-020 stating:

“(7) For the purposes of this chapter, all service contracts covering motor
vehicles, including but not limited to service contracts that perform the
services listed in RCW 48.110.020(18)(b)(i) through 48.110.020(18)(b)(iv),
must be filed with the commissioner in accordance with RCW 48.110.073(2)
or48.110.073(3).”

The services listed in RCW 48.110.020(18)(b)(i) through (iv) were added to the statute
governing service contracts in the 2014 regular session by Senate Bill 5977. RCW
48.110.073 was not amended by that statute. That section requires “all service contract
forms covering motor vehicles” to be filed with and approved by the commissioner.
Accordingly, the question was raised whether these new types of contracts would qualify
as a vehicle service contract and therefore need to be filed with and approved by the
commissioner. The SCIC engaged with OIC at that time and was informed that each
coverage would be considered different lines of authority. The new products enumerated
under subsection (18)(b)(i)-(iv) were to be considered their own line of consumer goods
service contracts and not vehicle service contracts subject to the filing and approval
requirements of RCW 48.110.073. When asked, the OIC has maintained that view ever
since stating that motor vehicle service contracts, at a minimum, must provide for the
repair or replacement of the engine and powertrain. This rule seeks to overturn that
longstanding interpretation.

Industry Disruption

While we recognize the authority of OIC to draft rules interpreting and implementing the
insurance code, the proposed change would have a significant adverse impact on industry
and the consumers they serve. First, requiring filing of all forms in market not previously
filed and having been authorized for use for more than a decade would resultin a
significant volume of filings from industry and potential backlog waiting for approvals. This
could result in products being unavailable to consumers pending the newly imposed
review process.

Second, this change is not just a filing requirement. The contracts in question, in reliance
on OIC guidance, have been drafted in compliance with the consumer goods service
contract requirements in RCW 48.110.070. However, motor vehicle service contracts have
additional requirements articulated in RCW 48.110.075. While the proposal only
references filing, the implication is that these contracts will now be categorized as vehicle
service contracts and therefore require compliance with RCW 48.110.075. Thisisa



substantive and highly significant change in the regulatory requirements without any
indication from the legislature that the statutory framework needs to change.

The practical implication of this regulatory change is that providers would be required to
review and potentially revise thousands of contract forms. The administrative cost of doing
so is significant. Additionally, these products are often financed, and lenders require their
own compliance reviews prior to authorizing the funding of such products. In many cases,
this process requires even more time and cost to industry. The additional regulatory
burden inevitably drives the cost of participating in the market up ultimately leading to
higher prices for consumers and less competition.

Finally, RCW 48.110.140 makes any violation of Chapter 48.110 an unfair or deceptive act
or practice. Failure of a company to include a disclosure under 48.110.175 would therefore
constitute an unfair or deceptive act upon implantation of this rule thereby exposing
companies with forms currently considered compliant in market to significant potential
liability.

Recommendation

The SCIC respectfully requests OIC to consider alternatives to achieving regulatory clarity.
Specifically, codifying the existing and long standing interpretation that a “motor vehicle
service contract” is a service contract that, at a minimum covers the engine and powertrain
of a motor vehicle. This would help eliminate any uncertainty within the industry while
avoiding significant industry disruption and potential consumer harm.

Alternatively, the SCIC respectfully encourages OIC to consider impact mitigating options.
This would include things like grandfathering forms currently in market or implementing a
delayed implementation period of at least one year in which providers could submit forms
in preparation for the change with sufficient time to ensure they are prepared and
compliant ahead of the change in regulations. Additionally, clearly stating that the
substantive rules are changing and when they are effective is necessary to provide clarity
around the application of RCW 48.110.140.

Background: Contract Liability Insurance Policies

House Bill 1006 helped clarify and expand the financial assurance options available to
service contract providers and protection product guaranty providers. Specifically, SCIC
sought to authorize the use of both multiple and default (or failure-to-perform) contract
liability insurance policies (a/k/a reimbursement insurance policy). The use of multiple
policies and default policies are common practices throughout the country and help
providers better manage risk and organize their business to best suit the market. The
legislation —which the OIC testified in support of -- brought Washington in line with current



practices while maintaining consumer protection. The rule proposal attempts to add
clarification to the authorization for multiple contract liability insurance policies (CLIPs);
however, we are concerned that the rule proposal goes beyond the statute by implying that
the use of multiple CLIPs must correlate to contract “type”.

Recommendation

Based on our conversations with OIC leading up to the introduction of HB 1006, the
primary concern raised was that an individual consumer contract could be covered by
more than one policy leading a consumer to be confused as to which insurance policy
would apply in the unlikely event the provider fails to meet its obligations. To allay these
concerns, the final bill was drafted to clearly state that “each” contract must be insured
under a reimbursement insurance policy. However, providers may maintain multiple
policies for their full book of business so long as each individual consumer contract is
covered fully by a single policy.

The rule proposalis inconsistent with the statute in that it allows each “type” of service
contract to be insured under a different reimbursement insurance policy. The statute, as
amended, creates no such distinction. Therefore, the SCIC respectfully requests the
proposal be revised to reflect the statute by removing the words “type of” from Section 282-
110-040(2) and changing the example to an arbitrary distinction rather than product
category type. For example, “a service contract provider may insure service contracts 1-5
under Reimbursement Insurance Policy A, and service contracts 6-10 under
Reimbursement Insurance Policy B.” Finally, it may help clarify the limitations in Section
282-110-040(3) by stating that a provider may not “insure a single service contract” under
multiple policies.

The intent of this section, we believe, is consistent with our discussions with OIC relating to
House Bill 1006, but additional clarification is necessary. While the above
recommendations help clarify these requirements are more consistent with the amended
statute, we would welcome the opportunity to engage with OIC on drafting revised
language to ensure all industry and OIC are on the same page.

We greatly appreciate the opportunity to comment and respectfully request revisions to the
proposed rule. As always, SCIC is committed to working with OIC to achieve regulatory
clarity and consistency for our member companies. We would be happy to meet with OIC
to further discuss the recommended revisions at their convenience.



Sincerely,

Travis Moore
General Counsel, SCIC and MVPPA





