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25.04 Procedures to Mitigate Disruptive Impacts of ERP Reassignments

Mr. John Olivieri opened discussion noting that the formation of this Ad Hoc Committee is to
proactively develop an alternative solution to how the redistribution process is managed in order to mitigate
the disruptive impacts to ERPs. He noted that ongoing merger and acquisition activity makes it difficult to
maintain a balance amount for each of the four Servicing Carriers. Committee members acknowledged that
two potential options could alleviate the balancing challenge: an adjustment to the tolerance level or an
alternative expense allowance allocation method. It was noted that the growing number of large agencies
and aggregators can create an imbalance on an ongoing basis as well as with upcoming redistributions.

Committee members discussed the possibility of adjusting the tolerance for variance from 3% to
5% recognizing that it could decrease the frequency of redistributions but that it would have a significant
impact on company revenue. Mr. Tagen indicated that all companies have fixed costs, so a higher tolerance
level would be problematic in light of addressing those costs. The Committee discussed how the 3%
threshold was developed originally and agreed that while it could mitigate the need for redistributions, the
associated drawbacks might outweigh the benefits.

The Committee then contemplated whether an alternative expense allowance using a fixed
percentage would be a solution as this would encourage Servicing Carriers to depopulate the residual
market. Ms. Ratliff noted that depopulating the pool could be difficult depending on the carrier’s book of



business by class type. She further explained that more expenses are tied to variable costs rather than fixed
costs.

Mr. Barry Tagen proposed looking back at past discussion that modeled various iterations of a
hybrid approach that combines a fixed allowance and percentage of premium allowance.

Ms. Natalie Hubley expanded on that suggestion and provided a description of previous analysis
done on the hybrid model. She noted that the hybrid model would require the feedback of the Servicing
Carriers quantifying their fixed costs associated with administering the program versus their variable costs.
Ms. Sharon Murphy suggested that when looking at the prior models, it would be helpful to identify the
impacts that would have resulted when prior imbalances triggered a redistribution. Ms. Nicole Martorana
inquired whether review of methods used in other states to address merger and acquisition activity would
be beneficial. Ms. Hubley noted that most states use an assigned risk model rather than an assigned agency
system, but that staff would solicit information.

Accordingly, it was the consensus of the Committee to revisit the hybrid expense allowance concept
by having staff develop data models and additional information on the application of the hybrid method. It
was also suggested that CAR investigate the process that other states may employ. After reviewing that
information, the Committee could then discuss potential changes to the redistribution process.

ADRIANNE DONOVAN
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