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CIRCULAR LETTER TO ALIL MEMBER COMPANIES

IMPORTANT
MATERIAL

TO BE IMPLEMENTED

Re: (1) Recoupments/Allocations
(2) Closing
(3) Amended Report Forms

During a meeting held April 8, 1998, the Board of Governors of this Facility
(1) made decisions concerning the Facility's recoupment/ allocation surcharges
for the vyear beginning July 1, 1998; and (2) adopted revisions in the
Surcharge Detail Report form to provide for a new allocation and the closing
of a previous allocation.

NON-FLEET PRIVATE PASSENGER AUTOMOBILE BUSINESS

@clean Risks@ Allocation

For non-fleet private passenger automobile business, the Board of Governors
voted that a "clean risks@ allocation surcharge of 3.63% (before inclusion of
agent compensation) will be applicable in accordance with 1law to policies
issued to become effective during the twelve months beginning July 1, 1998.
This surcharge is to offset a portion of the premium income lost by the
Facility because Aclean risks@ in the Facility are not charged the Facility
base rates.

The "clean risks@ allocation surcharge will be applicable to the 1liability,
medical payments, wuninsured motorists and underinsured motorists coverage
premiums for all non-fleet private passenger vehicles, including motorcycles,
under all policies issued to become effective during the twelve months
beginning July 1, 1998. This surcharge applies to policies ceded to the
Facility as well as to policies retained voluntarily by member companies.

The "clean risks@ allocation surcharge is subject to the payment of agent
compensation. The applicable rules and procedures in that regard and other



requirements relating to recoupment and allocation are set forth on Pages 4-
13-1 through 4-13-4 of the NCRF Standard Practice Manual which we request that
you review and <carefully observe, especially in regard to surcharge
adjustments for voluntary policies written at deviated rates. The allocation
surcharge applied to premiums should be the indicated percentage adopted by
the Board of Governors adjusted to include agent compensation or commission.
Surcharge rates must be rounded to the nearest hundredth of a percentage point
in order to assure that proper agent compensation will be provided. Where a
carrier pays (or would pay) a 10% commission on non-fleet private passenger
car business ceded to the Facility, the "clean risks@ allocation surcharge

would be 4.03% (.0363 ) .90 = .0403).

For example, consider a policy for a single-vehicle risk as shown below with

total 1liability, medical payments, wuninsured motorists and underinsured
motorists coverage premiums of $384.00 subject to the Aclean risks@
allocation surcharge. This policy would have a surcharge of $15.48 ($384.00
x .0403).

Amounts to be Displayed
Premiums on Policy Declarations
or Billing Notice
Bodily Injury $185.00 $192.74
Property Damage 144.00 151.74
Medical Payments 26.00 26.00
Uninsured
Motorists 2900 2900

As another example, consider a policy for a two-vehicle risk as shown below
with total 1liability, medical payments, uninsured motorists and underinsured
motorists coverage premiums of $806.00 subject to the Aclean risks@ allocation
surcharge. This policy would have a surcharge of $32.48 ($806.00 x .0403).

Amounts to be Displayed
Premiums on Policy Declarations
or Billing Notice
Vehicle 1 Vehicle 2 || Vehicle 1 || Vehicle 2
Bodily Injury $192.00 $192.00 $200.12 $200.12
Property Damage |l 155 o 150.00 158.12 158.12




Medical Payments 26.00 26.00 26.00 26.00
Uninsured

Motorists 35.00 35.00 35.00 35.00

Loss Allocation

For non-fleet private passenger automobile business, the Board of Governors
voted to allocate no 1loss to non-fleet private passenger policies.
Accordingly, no 1loss allocation surcharge is to be applied to premiums for
non-fleet private passenger vehicles under policies issued to become effective
during the twelve months beginning July 1, 1998.

OTHER THAN NON-FLEET PRIVATE PASSENGER AUTOMOBILE BUSINESS

For other than non-fleet private passenger automobile business, the Board
voted to levy no assessment against member companies. Accordingly, no
recoupment surcharge is to be applied to premiums for other than non-fleet
private passenger vehicles under policies issued to become effective during
the twelve months beginning July 1, 1998.

CLOSINGS AND SETTLEMENTS

The allocation which the Board voted to close is marked H on the attached
exhibit that 1lists all of this Facility's recoupments and allocations,
including those ©previously closed. As indicated on that exhibit, the
allocation marked H will be closed as of February 28, 1998, and the closing
figures will include all developments for that allocation reported through the
February, 1998, accounting report cycle. Thus, accounting reports for
February, 1998, and for any prior month received by April 15, 1998, will be
included in the closing figures. Accounting reports received after April 15,
1998, will not be included in the closing figures.

AMENDED REPORT FORMS

The enclosed revised Surcharge Detail Report form must be used by member
companies for any Surcharge Detail Reports requested by the Facility for the
month of March, 1998 and for any subsequent months wuntil the form is next
amended.

Notice that as to the closed "clean risks@ allocations for non-fleet private
passenger business, developments subsequent to those reported in the February,
1998, accounting report cycle are to be included in reports for subsequent
accounting reports cycles. Developments on the closed Aclean risks@
allocations are to be included with the corresponding '"clean risks@
allocations applicable to policies written to become effective during the



twelve months beginning July 1, 1997.

These new forms and reporting requirements should be brought immediately to
the attention of personnel responsible for completing and submitting the
monthly accounting reports.

Please see to it that the above is brought to the attention of your agents and
all interested personnel in your company.

Very truly yours,

John W. Watkins

General Manager

JWW:1lg
Enclosures (1 & 2)
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