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Weded herewith the congtruction of thosepartsof former Maryland Code, Art. 48A, 8 486G,
currently codified asInsurance Artide, 88 23-402 and 23-403," which recuire apremium finance company
togivetoitscustomer a least 10 dayswritten notice of itsintention to cancel theinsurance policy it has
financed. Thequestioniswhether the Satute precl udes the company from setting asthe effective date of
the cancellation adate prior to the end of the notice period. The Circuit Court for Wicomico County

answered that question in the affirmative. We agree and shall therefore affirm.

BACKGROUND

Premium finence companies play animportant rdeintheimplementation of Maryland' scompulsory
motor vehicleinsurancelaw. In order to provide afund for the payment of legitimate claims made by
personsinjured through the operation of motor vehides, Maryland Code, § 17-104 of the Trangportation
Artidle, requiresthe owner of every motor vehideto maintainin effect cartain financid security. Withan
exception not rlevant here, that security must bein the form of amotor vehide liahility insurance policy
containing a least the minimum coveragesspecifiedin 8§ 17-103 of that Article. If that required security
lgoses or isterminated, the regidration of the vehideisautomaticaly suspended as of thedate of Igpse or
termination (8 17-106), and, upon notice by the Motor Vehide Adminigration, theowner mug, within48
hours, surrender dl evidence of theregidration. If theowner failsto do o, the Adminidration may suspend

hisor her driver’ slicense. Lapseor termination may dso resultinacivil pendty of $150for thefirst 30

! Aspart of the ongoing code revision process, the provisions of Article 48A wererecodifiedin
thelnsurance Article, effective October 1, 1997. No substantive changeswere madeto thelaw degling
with premiumfinance companies. Because Artide48A nolonger exigts weshdl refer, whenever possble,
tothesectionsof thelnsurance Article, notwithstanding thet the contract a issueisgoverned by theformer
provisions of Article 48A.



days of non-coverage and $7 per day theresfter, upto amaximum of $2,500. See§17-106. Any person
who drivesavehicle, knowing or having reason to know that the registration of the vehicle hasbeen
suspended pursuant to 8 17-106, is guilty of amisdemeanor and, for afirst offense, issubject to
imprisonment for one year and a fine of $1,000. See 88 17-107(a) and 27-101(h).

Totheextent that insurance companies have indsted on recaving in advance the full amount of the
premiums due onthe palicy, aproblemiscreated for both fleet and individua ownerswho cannot afford
suchanoutlay. Itisagpecid problem for personsinsured by the Maryland Automobile I nsurance Fund
(MAIF), whichispreduded by law from acogpting indd Iment paymentsor otherwisefinanaing premiums
Seelnsurance Article, 8 20-507(f). To meet that need, premium finance companieswereformed. Their
busnessisto lend money to personsfor the purpose of purchaaing lidility insurance; they pay the premium
to theinsurance company and arethen reimbursad through adown payment and monthly indalmentsmade
by theinsured. They maketheir profit from thehigher-than-averageinterest charged on theloan,? but their
red protection inthe event of a default liesin their aaility to cancd the policy if theinsured fallsto meke
theingtalment paymentswhen due and to receive back from theinsurance company, asan assgneeor on
behdf of theinsured, the uneared premiumsasof thedateof cancellation. Tothat extent, theloanisfully
secured.

Until 1964, premium finance companieswerelargey unregulated in Maryland, and, aswepointed
out inGov't Employessins v. Taylor, 270 Md. 11, 17, 310 A.2d 49, 52 (1973), theresult was not only

theexaction of usuriousinterest and excessve sarvice charges but the danger that flowed from the premium

> The interest charged on the loan at issue was at the rate of 26.16% per annum.
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finance company’ sright, under its contract, to cance the insurance policy without noticeto theinsured
when arepayment ingalment wasnot made. The effect of that, we observed, wasto leavetheinsured
unawarethat he or shewaswithout coverage and also to jeopardize the protection that the required
security law afforded to innocent victims of the formerly-insured’ s negligence.

In 1964, the Generdl Assambly added 88 486A through 486G to Artide 48A of the Code, through
which, among other things, it (1) required that premium finance companiesregister with the Insurance
Commissioner, (2) limited thefees, interest, and | ate charges that those companies could charge, (3)
required that not |essthan 10 dayswritten notice be mailed to theinsured of the company’ sintent to cancd
the palicy unlessthe defaulted ingtallment payment isreceived within that period, and (4) provided a
procedurefor the company to cancel the policy after expiration of the 10-day period and recaeivefromthe
insurer thegrossunearned premiums. See 1964 Md. Laws, ch. 141. With certain modifications, thet is
the law now codified in title 23 of the Insurance Article.

Thiscasearose from apremium finance agreement entered into on January 30, 1997, between
Méevin Cooper and American Liberty Financid Services, Inc. (ALFS) tofinancethe$2,565 premiumthet
Cooper owed to MAIFfor the palicy year January 30, 1997 through January 30, 1998. Under that
agreement, ALFS paid the $2,565 to MAIF, Cooper made adown payment of $285to ALFS, and he
agreed to make 10 monthly payments of $256.22 each, commencing February 20, 1997. The amount
payableby Cooper included a$20 servicefeeand $262.20 ininterest, themaximum amountsalowable
under the statute. See Insurance Article, 88 23-303 through 23-305. Cooper also agreed to pay a

ddinquency charge, for any ingtalment in default for morethanfivedays, in anamount equd to 5%af the



installment payment, and a cancellation charge in the maximum amount allowed by law.?

Therdevant Satutein effect at thetime, 8 486G of Article48A (current 88 23-402 and 23-403
of the Insurance Article) provided, in relevant part, that:

(&) Theinsurance contract may not be canceled by apremium finance company unlessthe
cancellation “is effectuated in accordance with this section.”

(b) “Not lessthan ten (10) days written notice shal be mailed to theinsured of theintent of the
premium finance company to cancd theinsurance contract . . . unlessthe defaulted ingdlment payment is
received within said ten (10) day period.”

(c) “ After expiration of such ten (10) day period, the premium finance company may thereafter
cancd by submitting to theinsurer anatice of cancdlation, speaifying theeffective date of such cancdlaion,
and the premium finance company shal mail acopy of the cancdlation noticeto theinsured a hislast
known address’ (emphasis added); and

(d) “If theinsurer receivesacopy of the cancellation naticeissued under subsection () . . . within
30 days after the effective date of cancellation specified in the notice, the insurance contract shal be
cancelled effective on the date the notice is received by the insurer.”

In conformance with those provisions, the premium finance agreement contained a power of
atorney authorizing ALFSto cancd the palicy intheevent of “adefault in payment of morethan 5 days

of any installment in full” but further provided, in relevant part, that:

} Insurance Article, § 23-306 dlowsadeinquency chargeof thelesser of 5% of theingtalment
or $5. Section 23-307 dlowsacancdlation chargein an amount equd to the difference between the
delinquency charge imposed under § 23-306 and $10.
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“Inexercigngitspower of cancdlation, the Company shall observethe
following:

(A) Not less than ten (10) days written notice of intent to cancel
policy(ies) unless the default is cured within such ten (10) day period.

(B) If thedefault isnot cured within theten (10) day period A.L.F.S.in
the name of theinsured(s) may request the cancdl lation of insurance
policy(ies) by mailing anotice of cancelationto theinsurer. A copy of
cancellation noticeto bemailed to theinsured at hislast known address.”

Cooper wasdmost in condtant default under the agreement. Hemade hisfirgt ingtalment, due
February 20, 1997, ontime, but was|atewith repect to each payment theresfter. ALFSdevelopedtwo
different formsof noticeinthe event of adefault — alate notice, captioned “ Notice of Intent to Cancel,”
that informed theinsured thet an ingdlment payment was pagt due, and a“Notice of Cancdlaion.” The
|ate notice had aplacefor two dates — the date the noti ce was mailed and the due date of theingtallment.
It stated prominently thet, in order to avoid cancellation, payment must berecaived within 15 daysfrom
the datethe naticewasmailed. It stated further that the payment, induding late charges, must bereceived
inthe ALFSoffice*” prior to cancdlation” and that “thisisnatice of intent to cance theabove palicy(ies).”

The*Natice of Cancdlaion” wasroutindy sent four or five days efter thelate notice— beforethe
expiration of the 15-day period. It contained, a the top, one box for “Date Mailed” and another for
“Effective Date of Cancdlation.” Thisnotice sated thet, to avoid cancellation, payment had to berecaved
11 daysfromthedatemailed. It gavencticethat the policy(ies) “isare cancelled for non-payment of an
ingtalment, in accordancewith theconditionsand terms of the Premium Service Agreement” and that the

cancellation “is effective on the above captioned date.”

Whenthe payment due March 20 wasnot made, ALFS, on March 26, sent aNotice of Intent to



Cancd, giving Cooper 15 dayswithin which to makethe payment. Cooper madethe payment by April
3. Whenhefailedto makethe April 20 payment, ALFS, on April 25, sent another 15-day Notice of Intent
to Cancdl, which would have dlowed Cooper to makethe payment by May 10. OnMay 1, ALFSsent
aNotice of Cancellation, advising that, if the payment was not madewithin 11 days, the policy would be
canceled effective April 23. Cooper madethe April payment on May 9. Hefalled, however, to makethe
payment due May 20, resulting ina15-day Notice of Intent to Cancd malled on May 28 and an 11-day
Notice of Cancdlation mailed on June 2. The June 2 notice warned that, if payment was not received
within the 11 days, the policy would be cancded as of May 23. Cooper cured that default on June 5 but,
consistent with his practice, failed to make the June 20 payment.

Thedefault in the June payment iswheat triggered thiscase. On June 26, ALFS mailed a 15-day
Noticeof Intent to Cancd. Onitsface, that gave Cooper until July 11 to makethe payment and avoid
cancdlation. OnJune 30, ALFSsent aNatice of Cancdlation, confirming that, unlessthe payment due
June 20 wasreceived by July 11, the policy would be canceed effective June 23, 1997, adate prior to
both the June 26 and the June 30 natices. On June 27, whilehedtill wasinsured and had the gbility to cure
hisdefault, Cooper wasdriving hiscar dong Route 50 in Salisbury when hewas shot inthe neck by the
occupant of another vehicle, causng himtolose control of hiscar, crash, and susain seriousinjuries. He
wastrangported to the Univerdty of Maryland Shock Trauma Center, where he remained under intensve
carefor severa weeks. Cooper was discharged from the Shock Trauma Center on July 16 and admitted,
asanin-patient, to arehabilitation facility. On June 30, 1997, aclaim on Cooper’ sbehdf wasreported
to MAIF.

OnJuly 23, 1997 — 30 daysfter the cancdl ation date pecified inthe Notice of Cancdllation—

-6-



ALFSedectronically issued aNotice of Cancellation to MAIF. Thenotice specified June 23 asthe
efective date of cancdlation. The next day, MAIF sent awritten notice to Cooper, adviang thet the palicy
had been canceled effective June 23, 1997, and remitted the unearned premium of $1,493to ALFS.
ALFSretained that premiumto cover theremaining ba ance owed by Cooper under the Premium Finance
Agreement.

In October, 1997, Cooper filed an action in the Circuit Court for Wicomico County againgt both
ALFSand MAIF, seeking adedaratory judgment thet, gpart from any contractud provisons, the palicy
could not belawfully canceled prior to the expiration of the 10-day period prescribed by § 486G, which
would havebeen duly 6, 1997, and that the policy wasthereforeimproperly cancded. Heasked thet the
policy bereingated and that the partiesresponsiblefor improperly causing the policy to be canceled be
held accountableto himin damages MAIF cross-damed againgt ALFS, asserting that it acted properly
incancding thepolicy andthat, if therewasany impropriety inregard to cancelation, theimpropriety was
onthepartof ALFS. It urgedthat, if Cooper obtained ajudgment for damagesagaingt MAIF, MAIFwas
entitled to contribution from ALFS.

Thebascfacts, conggting largdy of the premium finance agreement and the various notices that
were sent, were undisputed and were placed into evidence by stipulation. That evidence was
supplemented by an affidavit from Alan Bowling, ALFS spresdent, explaning ALFS snoticepalicy.
Bowling assarted that, a theinception of coverage and from month-to-month theresfter, the insuranceis
prepaid for only a short period of time and that, based on the down payment made and MAIF' s
cancdlaionrate, if Cooper failed to make an inddlment payment, “ ALFSwould haveto cancd the policy

asof the23rd of themonth in order to recelve back from MAIF the balance of the money owed toit by
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Mr. Cooper.” Headded that it was ALFS s practice to wait until dmost the 30th day following the
effectivedateof cancdlation set forthin the Notice of Cancellation beforeformally canceling thepolicy
because experienceindi cated that, dthough many peoplefal to pay the ddinquent inddment withinthe 15
days specified in the Notice of Intent to Cancd, many of them make the payment within afew days
theresfter. ALFS spoalicy, hesaid, avoided the additiond paperwork that would be required if the policy
was cancd ed and then reingtated upon recei pt of the ddinquent payment. Thethrust of hispoint wasthet
it served everyone sinterest to mekethe effective date of cancd lation retroactive but not to implement the
cancellation until approximately 30 days after the effective cancellation date.

On crossmoationsfor summary judgment, the court, on October 27, 1999, entered adeclaratory
judgment that (1) MAIF wasentitled to rely on the cancell ation notice sent by ALFS and wasunder no
obligation to investigate to seethat proper noticeswere given to Cooper, and that it thereforewas entitled
to summary judgment initsfavor, but (2) 8 486G required that the 10-day notice of intent to cancel be
prospectiveand that, accordingly, ALFSdid not comply with therequirementsof 486G in cancdingthe
palicy. Inlight of that second condusion, the court granted Cooper’ smation for summary judgment against
ALFSastolidbility. It waslater stipulated that, had the policy not been canceled, Cooper would have
been entitled to uninsured motorist coverage of $20,000 and persond injury protection benefits of $2,500,
for atotd of $22,500. The court then entered judgment infavor of Cooper againgt ALFSintheamount
of $22,500 and costs. ALFS gppeded the judgment againgt it, arguing that § 486G did not prohibit
retroactive cancdlation for non-payment and thet it therefore acted properly in canceling Cooper’ spolicy
effective June 23. Thejudgment in favor of MAIF was not ppeded ether by Cooper or ALFS. We
granted certiorari prior toany sgnificant proceedingsinthe Court of Specid Appedsto consder theissue
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raised by ALFS.

DISCUSSION

Thepartiesagreetha theissueisoneof satutory condruction. ALFSIookstothelitera language
of the gatutesin § 486G(b) and () [current 88 23-402 and 23-403] — onerequiring that “[n]ot lessthen
ten (10) days written notice’” bemailed to theinsured and the other providing that “[alfter expiration of
suchten (10) day period” the company may “thereafter” cancd the policy by submitting totheinsurer a
noticeof cancellation “ secifying the effective date of such cancdllation” — and notesthat nothing in either
daute precludestheeffective date of cancellation being adate prior to theexpiration of the 10-day period.
Thedautes, it contends, merdy require that the company wait until theend of the period before effecting
thecancdllation, and thustheir only effect “isto ddlay theoperativeeffect of the cancdlation until thewaiting
period has expired without payment of theddinquent inddlment.” Thelaw, it says, dlowsthe premium
finance company to specify thedate of cancdlation, without restriction, and thusdlowsit to specify adate
prior to theend of thenotice period. If the Legidature desired to require that the effective date of the
cancellation await the end of the natice period, it could have madethat dear, ashavelegidauresin other
States.*

ALFSurgesthat itspasitionisfully consistent with Maryland public policy. It notesthat, although

thelaw haslong requiredinsurers, asagenerd rule, to giveadvance written notice of therr intent to cancel

* See Ga. Code Ann. § 33-22-13(c)(1) (2000); La. Rev. Stat. Ann. § 9:3550(G)(3)(b) (West
1997); N.Y. Banking Law 8§ 576(d) (Consol. 1982); N.J. Stat. Ann. 8 17:16D-13(c) (West 1984); Vit.
Stat. Ann. tit. 8, § 7009(c) (1999).
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or non-renew apalicy, there has awaysbeen an exception when the cause of cancdllation isnon-payment
of premiums. Section 27-605 prohibitsamotor vehicleliaility insurer, other than MAIF, from canceling
or faling to renew apolicy “for areason other than nonpayment of premium” unlessit sendsa45-day
written natice of itsintent to cancd or non-renew and otherwise complies with the requirements of § 27-
605. Seeds0 § 27-601(c), gpplying the samerule, with the same exception, to other kinds of insurers.
ALFSdrawsfrom thisthat, when the cancdlation isfor non-payment of premiums, no advance notice of
intent to cancd isrequired. Ergo, it assarts if thereisno requirement of advancenaticea dl, for insurance
companies, it cannot be againgt public policy for the notice required under § 486G (88 23-402, 23-403)
to providefor retroactive cancellation to the datewhen theingta lment was dueand not paid. Any other
condruction, it warns, would afford adefaulting insured free insurance for the period between the default
and the effective cancellation, which cannot have been the legidative intent.

Not surprisngly, Cooper hasavery different view, of both the statutory meaning and the public
policy. Section486G(c) Sated that “[a]fter expiration of suchten (10) day period” the company may
“theresfter” cancd thepolicy. Effectingacancdlationasof adate prior evento thesending of thenctice,
he urges, cannot be regarded as complying with the statute. If, upon recaipt of the natice, he had desred
to replace the insurance, he would have been unableto do so. He could not, on or after June 26, have

obtained a policy that would have been effective on June 23. The effect of the retroactive date of

> Although, a thetimethe contract at issuewas made, thelaw did not require motor vehide liability
Insurersto giveadvancenoticeof anintent to cance apolicy becauseof non-payment of premiums, asthe
result of an amendment to 8 27-605 enacted in 2000, thelaw now doesrequiresuch notice. Section 27-
605(c) now gatesthat, a least 10 days before the date amotor vehideliability insurer proposesto cancd
apalicy for non-payment of premiums it shal causeto be sant to theinsured, by certificate of mailing, a
written notice of intention to cancel. The current public policy, therefore, isto mandate advance notice
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cancellation would necessarily betoleavehim uninsured for someperiod of time. ALFSrespondsthat,
had Cooper lived up to his obligation under the contract, there would have been no cancdlation in any
event — that Cooper could have avoided cancellation by ssmply paying the required installment.

ALFS sargument isflawved inanumber of regpects. Therecent amendment to § 27-605, requiring
advance notice of anintent to cancel amotor vehicleliability policy for non-payment of premiums,
necessrily destroysthe pardldiam that the company seeksto creaste— that the L egidature never intended
to require advance notice when cancellation isdue to non-payment of premiums. Indeed, with that
amendment, adoption of ALFS spogtionwould meanthat premium finance companieswould havegreater
leeway to cancel apolicy than the insurance company itself, and we can find no evidence that the
Legidature ever intended that to be the case.

Putting that amendment aside, however, asit wasnot in effect when thiscontract was made, the
andyssremainsflawed for another, converse, resson. Prior totheamendment to 8 27-605, thelaw dlearly
exempted insurance companieswriting motor vehicleliahility insurancefrom therequirement of advance
natice of intent to cancd when the cancd lation was based on non-payment of premiums. Thefact that such
anexemptionwasexpressed indicatesarecognition by the Generd Assembly that insurance companies
themsdlves had been accepting premiumsiningalments, for otherwisetheexemptionfor cancellaion (as

opposed to non-renewal ) would have been unnecessary.® Thepremium financelaw, however, fromthe

® That recognitionisalsoimplicit from thefact that, in creating MAIF in 1972, the General

Assmbly expresdy prohibited MAIFfromdirectly financing premiumsor acogpting them onaningdlment

bas sand required that any financing of premiumsfor MAIF policiesbe donethrough registered premium

finance companies. See 1972 Md. Laws, ch. 73, enacting 8 243C(c) to Article 48A (current Insurance

Article, § 20-507(f)). Such aprohibition would have been unnecessary if it were not the practicein the
(continued...)
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beginning, specificaly required suchnotice. Thisindicatesto usthat, at least until 2000, the Legidature
Intended to treat premium finance companiesdifferently thaninsurance companiesinthisregard; rather then
expresdy exempting the premium finance companiesfrom the requirement of advance natice of intent to
cancd, asit had for insurance companies, it expressy mandated such notice. No reasonable purpose
would beserved by such adigtinctionif premium finance companieswereableto makethe cancdlation
retroactive, to adate prior not only to theend of the notice period but even to the date of the noticeitself.

Theeffect of aretroactive cancellation, aswe haveindicated, isto leavethe customer uninsured
for aperiod of time, whichisnaot only directly a oddswith the mandate of compulsory insurance but would
leave the cusomer (1) subject to the avil pendtiesnoted and, (2) if the cusomer wereto have driventhe
car during the period knowing or having reason to know that there was no insurance, to the prospect of
crimind pendtiesaswdl. Worse, asthiscasewd | illudrates it retrogpectivdy removesinsurancethd, in
fact, wasin effect when adlam-producing accident occurred. When dl of thisistaken into account, we
have no doulbt thet, when the Generdl Assembly provided that, upon the expiration of the 10-day period,
the premium finance company could “thereafter” cancd, it meant that the specified effectivedate of the
cancellation could not be earlier than the expiration of the notice period. No other interpretationis

reasonable. For these reasons, we shall affirm the judgment for $22,500 entered against ALFS.

JUDGMENT OF CIRCUIT COURT AFFIRMED, WITH COSTS.

®(...continued)
indudtry for private insurersto accept premium indadlmentsor otherwise finance premiumsdirectly. See
as01995Md. Laws, ch. 475, enacting what isnow 8 27-216(b)(2)(v) of the Insurance Article, permitting
insurers to charge “reasonable installment fees as approved by the [Insurance] Commissioner.”
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