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The California Supreme Court recently handed Northwestern Mutual Life Insurance Co. a decisive
victory in a putative class action challenging the insurer’s assessment of compound interest on
policy loans, holding that insurers are not subject to the compound interest limitations of California’s
usury laws.

Answering a question from the Ninth Circuit Court of Appeals in Wishnev v. Northwestern Mutual
Life Insurance Co., the California Supreme Court unanimously ruled that insurers are exempt from a
century-old voter initiative, which requires lenders to obtain borrowers’ sighed consent before
compound interest can be charged on loans.

The 1918 voter initiative was designed to provide a uniform approach to the maximum allowable
interest rate applicable to all loans and lenders. Among other things, the 1918 initiative provides that
interest may not be compounded “unless an agreement to that effect is clearly expressed in writing
and signed by the party to be charged therewith.” In 1934, the voters amended the California
Constitution to address interest rates and exempt certain lenders from these restrictions. As a

result, specified lenders, including insurers licensed to do business in the state, were now exempt
from the interest rate limitations. The 1934 amendment, however, made no mention of compounding
interest. Thus, the question for the California Supreme Court was whether these exempt lenders
remained subject to the 1918 initiative’'s compound interest restrictions.

The court noted that these laws were “far from a model of clarity,” and the “interplay among these
sources continues to generate confusion.” However, after a lengthy discussion of the history of the
1918 initiative, voter-approved constitutional amendments, and various “statutes scattered
throughout various codes regulating lenders considered exempt,” the court concluded that “the


https://www.carltonfields.com/
https://www.carltonfields.com/

1934 amendment impliedly repealed the compound interest limitation as to exempt lenders,” like
Northwestern Mutual. The court cautioned that “[t]his conclusion does not mean exempt lenders
may charge compound interest without a contractual or legal basis to do so,” but “simply means they
are not subject to statutory liability and penalties otherwise imposed by the 1918 initiative on
nonexempt lenders.”

Authored By

Todd M. Fuller

Stephanie A. Fichera

Related Practices

Life, Annuity, and Retirement Litigation
Financial Services Regulatory

©2024 Carlton Fields, P.A. Carlton Fields practices law in California through Carlton Fields, LLP. Carlton Fields publications should not
be construed as legal advice on any specific facts or circumstances. The contents are intended for general information and
educational purposes only, and should not be relied on as if it were advice about a particular fact situation. The distribution of this
publication is not intended to create, and receipt of it does not constitute, an attorney-client relationship with Carlton Fields. This
publication may not be quoted or referred to in any other publication or proceeding without the prior written consent of the firm, to be
given or withheld at our discretion. To request reprint permission for any of our publications, please use our Contact Us form via the
link below. The views set forth herein are the personal views of the author and do not necessarily reflect those of the firm. This site
may contain hypertext links to information created and maintained by other entities. Carlton Fields does not control or guarantee the
accuracy or completeness of this outside information, nor is the inclusion of a link to be intended as an endorsement of those outside
sites.


https://www.carltonfields.com/team/f/todd-m-fuller
https://www.carltonfields.com/team/f/stephanie-a-fichera
https://www.carltonfields.com/services/insurance/life-annuity-and-retirement-litigation
https://www.carltonfields.com/services/financial-services-regulatory

