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Objection Letter Date 03/05/2008
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Respond By Date

Dear Carrie Deppe,

This will acknowledge receipt of the captioned filing.  
 

Objection 1

No Objections

Comment: Which part specifically supports the contingency provision of 2%?  
 
Please feel free to contact me if you have questions.

 

In accordance with Regulation 23, Section 7.A., this filing may not be implemented until 20 days after the requested

amendment(s) and/or information is received.

Sincerely, 

Becky Harrington

Response Letter

Response Letter Status Submitted to State

Response Letter Date 03/19/2008

Submitted Date 03/19/2008
 
Dear Becky Harrington,
 
Comments: 

Please see our attached response.
 

Response 1
Comments: Please see attached.

Related Objection 1

Comment: 

Which part specifically supports the contingency provision of 2%?  
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No Form Schedule items changed.
 

 
No Rate/Rule Schedule items changed.
 

Sincerely,

 

Carrie Deppe
 
Sincerely, 

SPI AllState
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Dear Carrie Deppe,

This will acknowledge receipt of the captioned filing.  
 

Objection 1

- ActuarialIndicationMemo, ActuarialIndicationExhibits (Supporting Document)

Comment: In recent rate filings we have requested your after-tax underwriting profit provision be lowered to 5%. Explain

how the development of the contingency provision and the after-tax underwriting provision comply with Arkansas Code

Annotated § 23-67-209(d). 
 
Please feel free to contact me if you have questions.

 

In accordance with Regulation 23, Section 7.A., this filing may not be implemented until 20 days after the requested

amendment(s) and/or information is received.

Sincerely, 

Becky Harrington

Response Letter

Response Letter Status Submitted to State

Response Letter Date 03/05/2008

Submitted Date 03/05/2008
 
Dear Becky Harrington,
 
Comments: 

Please see our attached response.
 

Response 1
Comments: Please reference Supplemental Attachment I, which includes information to support the proposed use of the

underwriting profit provision in accordance with Arkansas Code Annotated § 23-67-209(d).  Please reference Appendix

2, Exhibit 1 for the after tax underwriting profit percentage.  Please reference Appendix 2, Exhibit 2, Pages 1 through 6,
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for specific information outlining the calculation of the estimate of investment income on net unearned premiums and

loss reserves.  

Related Objection 1

Applies To: 

ActuarialIndicationMemo, ActuarialIndicationExhibits (Supporting Document)

Comment: 

In recent rate filings we have requested your after-tax underwriting profit provision be lowered to 5%. Explain how

the development of the contingency provision and the after-tax underwriting provision comply with Arkansas Code

Annotated § 23-67-209(d). 
 

 
Changed Items: 
 
Supporting Document Schedule Item Changes 

Satisfied  -Name: ER-0701 3.3.08Response_SupplementalAttachment1.pdf

Comment: 
 

No Form Schedule items changed.
 

 
No Rate/Rule Schedule items changed.
 

Sincerely,

 

Carrie Deppe
 
Sincerely, 

SPI AllState
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1. COVERAGE EXPLANATION
The Dwelling Fire Segment of USP Portfolio is designed for residences that do not require the more extensive, 
full home coverage options provided under Special, Deluxe and Elite. (Example:  Residences used for rental 
purposes.)  Coverage is provided for both liability and the dwelling, including Broad Theft coverage. In addition 
to the miscellaneous coverage options offered in the Home Segment, the Dwelling Fire Segment also offers a 
reduced premium actual cash value loss settlement option for the dwelling.

2. ELIGIBILITY
The following residence types are eligible for the Dwelling Fire Segment.

A. The term “Dwelling(s)” as used in this section of the manual refer to dwellings owned and occupied by the 
insured as well as dwellings owned by the insured and rented to others.

B. The term “Condo(s)” as used in this section of the manual refer to Condominiums and Cooperatives that 
are owned by the insured and rented to others.

3. TOWN CLASSIFICATION CODES AND INFORMATION
Refer to Rule 5 in the Home Section of this manual.

4. CONSTRUCTION DEFINITIONS
Refer to Rule 6 in the Home Section of this manual.

5. BASE PREMIUM COMPUTATION
A. Dwellings

(1) Determine the dwelling amount of insurance based on the appropriate loss settlement option.

a. Replacement Cost Coverage

b. Actual Cash Value

(2) Determine the base premium using the corresponding home rate found on the Home Rate Pages.

(3) Reserved for Future Use.

(4) Adjust the base premium by the occupancy factor determined in Rule 7.A., of this section.

(5) For dwellings with the Actual Cash Value Settlement Option, apply the factor found in Rule 9 (of this 
section) to the base premium.

(6) For liability limits other than $300,000 ($5,000 Medical Expenses), refer to Rule 2.G in the Home 
Section of this manual.

(7) For Reinsurance Charge, refer to Rule 2.I in the Home Section of this manual.
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B. Condominiums and Cooperative Apartments

(1) Determine the contents coverage amount.

(2) Determine the base premium using the corresponding condominium rate found on the Home Rate 
Pages.

(3) Reserved for Future Use.

(4) Adjust the base premium by the occupancy factor determined in Rule 7.B, of this section.

(5) For liability limits other than $300,000 ($5,000 Medical Expenses), refer to Rule 2.G in the Home 
Section of this manual.

(6) For Reinsurance Charge, refer to Rule 2.I in the Home Section of this manual.

6. SEASONAL DWELLING DEFINITION
A seasonal residence is a residence with continuous un-occupancy of three or more consecutive months during 
any one-year period.

7. OCCUPANCY FACTORS
A. Dwellings

(1) Dwelling Factors

The factors below include dwelling coverage and a contents limit equal to 10% of the scheduled 
dwelling value.

Frame Masonry

Secondary Seasonal .73 .77
Secondary Non-Seasonal .77 .79
Primary .77 .79

(2) Additional Contents Factor

The factors shown below are over and above the scheduled dwelling value.

% of Dwelling Value for Contents Coverage

Terr. 10% 20% 30% 40% 50%

Entire State INC .09 .17 .24 .27

To obtain the occupancy factor for dwellings owned and occupied by the insured, sum the factors 
obtained in (1) and (2) above.

(3) Rental Factor

For dwellings owned by the insured and rented to others, add .10 to the total obtained in (1) and (2) 
above.
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B. Condominiums and Cooperatives

For condominiums and Cooperatives that are both Owned by the Insured and Rented to Others, apply the 
appropriate factor below.

Contents Coverage Amount
$5,000—$10,000 Over $10,000

Territory Seasonal Non-Seasonal Seasonal Non-Seasonal
Entire State .67 .56 1.23 1.12

8. FAIR RENTAL VALUE
The Dwelling Fire Segment includes coverage for Fair Rental Value at the following limits:

Dwellings - Up to 20% of the dwelling amount of insurance
Condominiums - Up to 100% of the contents coverage amount

Increased limits for Fair Rental Value are available at the following premium charge:

$4.00 per $1,000

9. LOSS SETTLEMENT OPTIONS - DWELLINGS
A. Real Property Basic Replacement Cost Coverage

Dwellings which are insured at 100% of their replacement value will receive guaranteed full replacement 
cost if a total loss occurs. Dwellings insured for less than 100% of their replacement value will be written 
with the Real Property Basic Replacement Cost Coverage Endorsement which will not provide the full 
replacement cost guarantee.

B. Actual Cash Value

The policy may be endorsed to revise the loss settlement option on the dwelling to an actual cash value 
basis for a premium credit as follows:

Apply a factor of .87 to the dwelling premium.

Note: "Insurance To Value" is not applicable if the actual cash value settlement option is elected for the 
dwelling.

10.DEDUCTIBLES
All policies are subject to a deductible that applies to loss from all perils covered under the policy on an accident 
basis except earthquake and windstorm/Hail, which are subject to separate deductible provisions. The 
deductible on the dwelling fire exposure does not have to be the same as the deductible for the primary 
residence.

Refer to the Home Rate Pages for deductibles, deductible factors and maximum premium credits.

11.PROTECTIVE DEVICES
Refer to Rule 11 in the Home Section of this manual.

12.HOME MERIT RATING
Refer to Rule 24 in the Home Section of this manual.



SECTION: UNIVERSAL SECURITY POLICY (USP) PORTFOLIO:
STRATEGIC RISK MANAGEMENT (SRM) PROGRAM
DWELLING FIRE RULES

EFFECTIVE:
PAGE NO:

April 28, 2008: New
June 5, 2008: Renewal
4-Arkansas

Denotes Change

13.EARTHQUAKE COVERAGE
Refer to Rule 18 in the Home Section of this manual.

14.BUILDING ORDINANCE INCREASED COSTS
The policy may be endorsed to insure the dwelling building and personal property against loss resulting from 
ordinances or laws which regulate construction, repair or demolition of property. The additional premium for this 
coverage shall be as follows:

Dwellings - Apply a factor of 1.10
Condominiums - Charge $3

15.LOSS ASSESSMENT COVERAGE
Coverage for loss assessment, for which the insured may be liable, is automatically included at $1,000. 
Increased limits of loss assessment are available at the following premium charges:

Limit Premium

$  5,000 $  3
$10,000 $  5
$50,000 $13

16.BACKUP OF SEWER OR DRAIN COVERAGE
To provide coverage against direct loss caused by water which backs up through sewers or drains or water 
which enters into and overflows from within a sump pump, sump pump well or other type of system designed to 
remove subsurface water which is drained from the foundation area, charge the appropriate premium below.

The residence deductible will be deducted for each occurrence from any loss caused by backup of sewer or 
drain that is covered by this endorsement.

Coverage Limit Premium

$  5,000 $30
Each additional $5,000 up to
70% of the dwelling amount $10

17.PERSONAL HOME COMPUTER AND DATA RECORDS
To extend additional risks of physical loss to personal computer hardware, software and accessories located in 
the home, charge the appropriate premium below.

Coverage Amount Premium

$  5,000 $20
$10,000 $35

This coverage is subject to the residence deductible.

Note: This coverage is not available to residences owned by the insured and rented to others.
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18.MISCELLANEOUS COVERAGES
The following coverages may be extended to the Dwelling Fire exposure. For the appropriate rate, refer to the 
corresponding rule in the Home Section of this manual.

Builder’s Risk and Theft of Building Materials Coverage*
Building Additions and Alterations
Home Day Care Coverage*
Incidental Farming Personal Liability
Misplaced or Lost Jewelry Coverage* 
Other Structures
Permitted Business Exposures*
Scheduled Personal Property*
Trampoline Surcharge

*These coverages are not available to residences owned by the insured and rented to others.
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1. ELIGIBILITY
The Home Segment of USP Portfolio is designed to provide rates for residences which require the full  
homeowner coverage levels offered under Special Value, Special, Deluxe and Elite. These coverage levels 
may be extended to the following residence types.

A. The term “dwelling(s)” in this manual refers to dwellings owned and occupied by the insured.

B. The term “condo(s)’ in this manual refers to Condominiums and Cooperatives owned and occupied by the 
insured.

C. The term “renter(s) in this manual refers to residences rented to the insured.

2. PREMIUM DETERMINATION
A. Refer to the Territory Definitions in the Rate Section of this manual to determine the territory code.

B. Refer to rate pages for rates by territory, policy amount, construction type and town class for dwellings and 
condominiums.

C. For renters’ coverage, apply the factor found in Rule 3. to the corresponding condominium rate.

D. Home Rating Tier Factor

Refer to the rate pages for the Property Rating Tier Factor applicable to the base premium for dwellings, 
renters and condos.

The policy’s Home Rating Tier is determined as follows:

Policy Property 
IS Score

Property 
Rating Tier

0 – 300 1

301 – 330 2

331 – 380 3

381 – 420 4

421 – 500 5

501 – 530 6

531 - 999 7

Note: No Hit, No Scores will be placed in Tier 3.

E. Package Discount

The Package Discount factors are now incorporated into the Home Rating Tier Factors:

For USP Package policies, apply the appropriate Package Home Rating Tier Factor from the rate pages to 
the base premium.

Exception: For Special Value policies with Credit For Existing Insurance (CFEI), the policy must provide 
coverage for at least one auto without CFEI and at least one residence without CFEI, to 
qualify for the Package Discount. Otherwise, the Home Rating Tier Factors for Non-Package 
Policies apply.
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F. Coverage Options
(1) To increase coverage to Elite, or reduce coverage to Special Value or Special, apply the following 

adjustments:
(a) Elite Coverage Option

Apply a factor of 1.10. 
(b) Deluxe Coverage Option

No rate adjustments are necessary.

(c) Special Coverage Option
Apply the appropriate factor from the table below:

Home Renter/Condo
With Replacement Cost on Personal Property .95 .95
Without Replacement Cost on Personal Property .80 .65

(d) Special Value Coverage Option

Apply the appropriate factor from the table below:

Dwelling Renter/Condo
With Replacement Cost on Personal Property 0.81 0.81
Without Replacement Cost on Personal Property 0.72 0.59

(2) For Personal Property Plus under Special Value, Special and Deluxe, apply the factor found in rule 
21.C. to the corresponding residence premium.
Note: These adjustments do not apply to the premiums for residences rented to others.

G. The Limits of Liability required under the Homeowners Policy are as follows:
1. Section I - Property Damage

(a) Elite and Deluxe Option - Blanket Property Location Limit equal to 200% of the Dwelling 
Replacement Value.

(b) Special Value and Special Coverage Option -

Coverage Limit
Dwelling Estimated Residence Value
Other Structure 10% of Dwelling
Tangible Personal Property 50% of Dwelling Without Replacement Cost on Personal Property

70% of Dwelling With Replacement Cost on Personal Property
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2. Section II - Liability

(a) Coverage Elite, Deluxe, Special and Dwelling Fire Limits
Personal Liability $300,000
Medical Payments to Others $5,000

Personal Injury Included
(b) Coverage Special Value Limits

Personal Liability $300,000
Medical Payments to Others $1,000
Personal Injury Add $6

(c) Other Liability Limits
Limits Elite, Deluxe, Special, Special Value and Dwelling 

Fire Premiums
$100,000 Personal Liability Subtract $9
$300,000 Personal Liability N/A
$500,000 Personal Liability Add $12

Note I Personal Liability Limits apply on a per “occurrence” basis. Medical Payments limits apply on a 
“per person” basis.

Note II The Limit of Liability for tangible personal property of Section I may be increased. Under other 
structure of Section I, an additional amount of insurance may be written on a specific structure.

H. Personal Umbrella Coverage

To obtain the premium for Personal Umbrella Coverage, refer to the Personal Umbrella Coverage Section 
of this manual.
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I. Reinsurance Charge

Charge to cover the net cost of reinsurance.

Determine the Reinsurance Charge as follows:

1. Determine the Base Reinsurance Charge using the applicable Base Reinsurance Charge tables in the 
rate pages.

2. Multiply by the Reinsurance Rate Adjustment Factor in the rate pages.

3. Multiply by the Reinsurance Limit Factor in the rate pages.

Amounts of insurance not shown on the rate pages may be obtained by interpolation.

Method for Interpolation (example): A Reinsurance Limit Factor is desired for a policy amount of 
$83,000. Reinsurance Limit Factors are shown for $80,000 and $85,000 on the rate pages.

1. Coverage Amounts Shown Factors Shown

$   85,000 85
$ - 80,000 -.80
$     5,000 (Difference – Amount) 5 (Difference - Factor

2. [$3,000 (Additional Amount) / $5,000) Difference – Amount)] x [ 5 (Difference – Factor)] = 3.000 
Round to Three Decimals)

80.000 (Factor for $80,000

+3.000 (Factor for Additional $3,000)

83.000 (Factor for $83,000 Rounded to Three Decimals)

3. RENTERS COVERAGE
To determine the premium for Renters Coverage, apply a factor of 1.268 to the corresponding condominium 
rate found on the rate pages. This rule does not apply to occupants of cooperative apartments who are charged 
the condominium rates found on the rate pages.

4. OTHER RESIDENCE PREMISES
To extend the Special Value, Special, Deluxe and Elite coverage options to a residence other than a primary, 
apply the following adjustments:

A. Calculate the basic premium using the appropriate primary residence rate:  dwelling, condominium or 
renter.

Note: For contents values greater than 100% of the dwelling replacement value for Elite or Deluxe, or 
50% of the dwelling estimated residence value for Special Value or Special (70% With 
Replacement Cost on Personal Property), refer to Rule 21.B of this section.

B. Apply the Tier Factor from Rule 2 of this section.

C. Apply the appropriate Package Discount factor (if applicable) from Rule 2 of this section.

D. Apply one of the following factors based on the type of occupancy.
Secondary Seasonal 1.10
Secondary Non-Seasonal 1.00
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Note: A seasonal residence is a residence with continuous un-occupancy of three or more consecutive 
months during any one-year period.

E. Apply the appropriate Coverage Option factors (if applicable) from Rule 2 of this section.

F. Apply the appropriate liability premium adjustment (if applicable) from Rule 2 of this section.
G. Basic Liability Only

Basic Liability coverage may be purchased without coverage on the dwelling, contents or other structures 
for residences other than the primary residence. The following premiums apply.

Limit Premium
$100,000 $10
$300,000 $12
$500,000 $13

H. Personal Umbrella Coverage
To obtain the premium for Personal Umbrella Coverage, refer to the Personal Umbrella Coverage Section 
of this manual.

5. TOWN CLASSIFICATION CODES AND INFORMATION
A. Codes

Town Class Code
1 01
2 02
3 03
4 04
5 05
6 06
7 07
8 08
9 09

10 10

B. Protection Information
The Town Class listings in the Town Classifications Manual apply to risks insured under Universal Security 
Policies.

1. The town class indicated applies in a municipality or classified area where a single class of fire 
protection is available throughout (8, 7, 6, etc.).

2. In a classified area where two or more classifications are shown (e.g., 6/9), the classification is 
determined as follows:

Distance To Fire Station Class
a. 5 road miles or less with hydrant within 1,000 feet *
b. 5 road miles or less with hydrant beyond 1,000 feet **
c. Over 5 but not more than 10 road miles: 9
d. Over 10 road miles 10

*Use first town class shown
**Use second town class shown.

3. All other properties are Class 10.

4. Proprietary (Subscription) Type Fire Departments
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Class 10 applies to properties which are not subscribers.
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C. Suburban Rating Rule
A primary dwelling that meets all of the following requirements may be rated as Town Class 8:
1. Located within 5 miles travel distance, on a year-round passable road, of a recognized Town Class 1-8 

fire department that will respond
2. Located within 1,000 feet of a year-round water source* that can supply a minimum of 1,500 gallons of 

water to the site
3. Not located in a severe brush or windstorm area
4. Located in a subdivision of 20 or more homes

*A year-round water source may be any of the following:
a. an operating public fire hydrant, or
b. lake, pond, pool, reservoir, or
c. a tanker/pumper truck supplied by the responding fire department.

5. Insured demonstrates written proof of their payment to the local fire department at each renewal.

This rule is in addition to those contained in the Town Classification Manual.

6. CONSTRUCTION DEFINITIONS
A. Frame - exterior wall of wood or other combustible construction, including wood-iron clad, stucco on wood 

or plaster on combustible supports and Aluminum or plastic siding over frame.

B. Masonry Veneer - exterior walls of combustible construction veneered with brick or stone; rate as 
masonry.

C. Masonry - exterior walls constructed of masonry materials such as adobe, brick, concrete, gypsum block, 
hollow concrete block, stone, tile or similar materials and floors and roof of combustible construction 
(disregarding floors resting directly on the ground).

D. Superior Construction

(1) Non-Combustible - exterior walls and floors and roof constructed of, and supported by metal, asbestos, 
gypsum, or other non-combustible materials.

(2) Masonry Non-Combustible - exterior walls constructed of masonry materials (as described in C above) 
and floors and roof of metal or other non-combustible materials.

(3) Fire Resistive - exterior walls and floors and roof constructed of masonry or other fire resistive 
materials.

(4) Rating - the premium for an eligible dwelling, rented residence or condominium unit in a building of 
superior construction is computed by multiplying the masonry base premium for a comparable 
dwelling, rented residence or condominium unit by a factor of .85.

Note: Mixed Construction (i.e. Masonry/Frame, Masonry Veneer/Frame) - a combination of different 
construction types shall be classed and coded as the higher rated type when the exterior walls 
comprised of that type exceed 33-1/3% of the total exterior walls area; otherwise class and code as the 
lower rated type.

Construction Type Rating

Frame Highest
Masonry/Masonry Veneer -

Superior Lowest
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7. RESERVED FOR FUTURE USE
8. SINGLE BUILDING DEFINITION

All buildings or sections of buildings, which are accessible through unprotected openings, shall be considered as 
a single building.

Buildings, which are separated by space, shall be considered separate buildings.

Buildings or sections of buildings which are separated by an 8-inch masonry party wall which pierces or rises to 
the underside of the roof and which pierces or extends to the inner-side of the exterior wall shall be considered 
separate buildings. Accessibility between buildings with independent walls or through masonry party walls
described above shall be protected by at least a Class A Fire Door installed in a masonry wall section.

9. RESERVED FOR FUTURE USE
10.REPLACEMENT VALUE COVERAGE

A. Replacement Value Coverage for Personal Property:

(1) For Elite and Deluxe, coverage is automatically included at no premium charge.

(2) For Special Value and Special, this coverage may be included at an additional premium charge. The 
Tangible Personal Property - Personal Property limit shall be increased from 50% to 70% of the 
dwelling estimated residence value. Refer to Rule 2. of this Section for the appropriate factor.

B. Broadened Replacement Cost Coverage for Real Property (Dwelling)

For Elite and Deluxe, guaranteed replacement cost coverage is provided for dwellings, up to 125% of the 
residence value, if a total loss should occur, at no additional charge.  

For Special Value and Special, Specified Additional Amount of Insurance (subject to a limit of 125% of the 
dwelling estimated residence value shown on the coverage summary) is available for dwellings for an 
additional premium of $25. 

Exception: Policies with the Real Property Basic Replacement Cost Coverage Endorsement will not 
receive the Guaranteed or Specified Additional Amount of Insurance replacement cost 
provisions.
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11.PROTECTIVE DEVICES
Approved and properly maintained installations of burglar alarms, fire alarms and automatic sprinklers in the 
dwelling may be recognized for a premium credit as follows:

Type of System* Credit

I. Burglar Alarms

A. Police Station Reporting ........................................................................................03
B. Central Station Reporting.......................................................................................05

II. Fire Alarms

A. Local (including smoke detectors)**.......................................................................02
B. Protective Package:

A combination of a local fire alarm (including smoke detectors), dead bolt 
locks on all exterior doors and a fire extinguisher in the residence .........................02

C. Fire Station Reporting ............................................................................................03
D. Central Station Reporting.......................................................................................05

III. Automatic Sprinkler Systems

A. In all areas except attic, bathroom, closets, and attached structure areas 
that are protected by a fire detector. ......................................................................08

B. In all areas including attics, bathrooms, closets, and attached structures...............13

*Refer to Company for eligibility, types of systems and devices and installation.
**II.A will not apply if II.B does apply.

To determine the total credit, sum the applicable credits for all types subject to a maximum of .15. Only one 
credit per type of system is allowed.

The applicable factor is 1 minus the total credit developed above.

12.DEDUCTIBLES
All Policies are subject to a deductible applicable to loss from all perils covered under the policy on an accident 
basis. Only one deductible amount may be chosen for all real and tangible personal property covered (unless a 
windstorm/hail deductible has been selected), per each primary or secondary residence. However, the
deductible on the secondary residence does not have to be the same as the primary. Also, for SPP optional 
deductible amounts are available.

The optional Windstorm and Hail deductible is only applicable when the amount of the deductible exceeds the 
amount of the deductible applicable to all other covered perils. The Windstorm and Hail deductible is not 
applicable to condos or renters.

The actual deductible applied will be the larger of the Windstorm and Hail deductible or the deductible 
applicable to all other covered perils.

The deductible amount must be entered on the Coverage Summary of the policy.

Apply the appropriate deductible factor from the rate pages to the residence premium subject to the maximum 
deductible credit.
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13.DWELLING AGE DISCOUNT
Refer to the rate pages for the applicable Dwelling Age Discount factor. The dwelling age is calculated by 
subtracting the year construction was completed from the effective year of the USP policy. This discount does 
not apply to renters or condominiums, or to dwellings which are secondary residences.

14.RETIREMENT COMMUNITY DISCOUNT
A factor of .90 shall be applied to dwelling premiums for primary residences, if the following are true:

A. The community is specifically set up for and primarily occupied by retired persons.

B. The community must be in protection classes one through eight or be upgraded to one through eight by the 
Improved Protection Class Rule.

Examples of retirement communities follow, but are not limited to: Bella Vista, Cherokee Village, and Hot 
Springs Village.

15.MISCELLANEOUS COVERAGES
A. Backup of Sewers or Drain Coverage

A Deluxe, Special or Special Value policy may be endorsed to provide coverage against direct loss caused 
by water which backs up through sewers or drains or water which enters into and overflows from within a 
sump pump, sump pump well or other type of system designed to remove subsurface water which is 
drained from the foundation area. This coverage is automatically included in the Elite coverage option.
The policy deductible will be deducted for each occurrence from any loss caused by backup of sewer or 
drain that is covered by this endorsement.

Coverage Limit Premium

$5,000 $30
Each additional 5,000 up to 70% of the dwelling replacement
value for Deluxe or the estimated residence value for Special or 
Special Value

$10

B. Personal Home Computer and Data Records

For Elite and Deluxe, additional risks of physical loss are automatically included at no premium charge for 
personal computer hardware, software and accessories located in the home.

For Special Value and Special, this coverage may be included for an additional premium charge as follows:

Coverage Amount Premium Per Year

$ 5,000 $20
$10,000 $35

This coverage is subject to the property deductible.
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C. Loss Assessment Coverage

Coverage is automatically provided at no premium charge at the following limit:

Elite $50,000
Deluxe $ 5,000
Special $ 1,000
Special Value No coverage

Optional limits are available at the following additional premium charge:

Limit Premium

$  1,000 $ 1 (for Special Value only)
$  5,000 $ 3 (for Special and Special Value)
$10,000 $ 5 (for Deluxe, Special and Special Value)
$50,000 $13 (for Deluxe, Special and Special Value )

D. Building Ordinance Increased Costs

For Elite and Deluxe, coverage is automatically included at no additional charge for additional expenses 
incurred from ordinances or laws which regulate construction, repair or demolition of property provided loss 
is from a covered peril. Coverage is provided up to 10% of the residence value, if actual damage and 
ordinance or law expenses exceed the limit of liability.

For Special Value and Special, this coverage may be included for an additional premium as follows:

Dwellings - Apply a factor of 1.10
Renters/Condos - Charge $3

E. Builder’s Risk and Theft of Building Materials Coverage

For an additional premium, coverage will be provided up to a limit of $20,000 for loss caused by theft of 
building materials while located on the insured premises, provided that the material is or will become a 
permanent portion of the completed building.  The coverage provided by this endorsement automatically 
ceases upon occupancy.

This coverage applies only while the dwelling is under construction. The dwelling must be insured at its full 
replacement value. The premium for this endorsement is a flat $95 charge.
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F. Home Day Care Operations

The policy may be endorsed to provide liability coverage on a home day care business located in the 
dwelling or property and liability coverages in another structure on the residence premises. The premium for 
1 through 3 persons, other than insureds, receiving day care service shall be as follows:

(1) Property Coverage:

If the business is located in another structure, charge $5 per $1,000 of Replacement Value of Structure 
and contents.

(2) Liability Coverage:

The liability limit for this coverage must equal the basic liability limit of the policy. The following rates 
apply.

For each of the liability limits shown below, $5,000 Medical Expenses Coverage is included for all 
product levels except Special Value which has a $1,000 limit.

$100,000 Per Occurrence $300,000 Per Occurrence $500,000 Per Occurrence
$100,000 Annual Aggregate $300,000 Annual Aggregate $500,000 Annual Aggregate

$119 $152 $168

Note: For Special Value, if this coverage is purchased, Personal Injury Coverage (Rule 2G) must also 
be purchased.

G. HomeWork Supplement

Coverage may be extended to insureds who operate a small business out of their residence. The premium 
charge for this coverage is $175 per endorsement. Refer to endorsement for specific coverages and 
exclusions.

This coverage may be extended to cover the interests of Additional Insureds for a premium charge of $10 
each.

If Personal Umbrella Coverage applies to a policy which also includes the HomeWork Supplement, charge 
the additional premium per insured for the HomeWork Supplement shown in the Personal Umbrella 
Coverage Section of this manual.

Note: For Special Value, if this coverage is purchased, Personal Injury Coverage (Rule 2G) must also be 
purchased.

H. Lifestyle Coverage Endorsement

The premium charge for this endorsement is $32. Refer to endorsement for specific coverages and 
exclusions.

I. Misplaced or Lost Jewelry Coverage

The Universal Security Policy automatically includes the following coverage for Jewelry:

Category Special Value Special/Dwelling Fire Deluxe Elite

Theft of Jewelry $1,000 $1,500 $5,000 $10,000
Misplaced or Lost Optional Optional Included Included

For Special Value, Special or Dwelling Fire, the charge for the option to increase Theft coverage to $2,500 
and include coverage for Misplaced or Lost Jewelry is $12.

J. Reserved for Future Use
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K. Trampoline Surcharge 

A surcharge of $100 shall be added to the premium of any dwelling that has a trampoline exposure,
regardless of whether the trampoline is in storage or in use.

L. Identity Fraud Expense Coverage Endorsement 

The premium charge for this endorsement is $25.  Refer to endorsement for specific coverages and 
exclusion.

Note: This coverage is not available for Dwelling Fire policies. This coverage is optional for Elite, Deluxe, 
Special or Special Value policies

16.BUILDING ADDITIONS AND ALTERATIONS
For condominiums or residences rented to the insured—coverage is automatically included at limits equal to 
10% of the personal property limit. For each additional $1,000 of replacement cost of the addition or alteration, 
charge $3.

17.CREDIT CARD, FORGERY AND COUNTERFEIT MONEY
The limit of liability afforded under the policy varies by coverage option as follows:

Elite - $10,000
Deluxe - $  2,500
Special - $  1,000

Special Value - $  1,000

These limits cannot be further increased.

18.EARTHQUAKE AND VOLCANIC ERUPTION COVERAGE
A. ZONE DEFINITIONS:

Zone 2 Zone 3 Zone 4 Zone 5
Clay Independence Arkansas Lonoke Balance
Craighead Lawrence Baxter Marion
Crittenden Monroe Cleburne Prairie
Cross Randolph Conway Pulaski
Greene White Desha Searcy
Jackson Woodruff Faulkner Sebastian
Lee Fulton Sharp
Phillips Izard Stone
Mississippi Jefferson Van Buren
Poinsett Little River
St. Francis
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B. When earthquake coverage is provided, it shall apply to all property coverages provided under the policy.

The base deductible of 10.5% of the property location limit applies. For other deductible options, see
below.

Note: In Zone 2, the minimum deductible available to any policyholder is 15%.

The premium for each $1,000 of coverage shall be developed as follows:

Year Built 1949 and Prior Year Built 1950 and Later

Zone
Superior
& Frame Masonry

Superior 
& Frame Masonry

Dwellings (Inc. Loss of Use) 2 1.81 2.38 1.49 1.93 Replacement Value 
ofwritten under the Special 3 0.80 1.30 0.63 1.10 Dwelling

Value, Special, Deluxe 4 0.23 0.59 0.20 0.50
and Elite Coverage Options 5 0.20 0.56 0.18 0.48

Contents for condominiums 2 1.16 1.06 0.97 0.87 Replacement Value 
ofand renters coverage; and 3 0.80 0.61 0.44 0.52 Contents

increased contents limits for 4 0.16 0.34 0.14 0.29
dwellings written under the 5 0.14 0.38 0.12 0.32
Special Value, Special, Deluxe 
and Elite Coverage Options

Other structures; Dwellings 2 1.16 1.83 0.97 1.50 Replacement Value 
ofRented to others; Building 3 0.52 0.98 0.44 0.84 Other Structures or

Additions & Alterations for 4 0.16 0.43 0.14 0.36 Dwelling
Elite, Deluxe, Special and 
Special Value Policies

5 0.14 0.38 0.12 0.32

If year of construction is unavailable, use the rates shown for “1950 and Later”.

Note: if exterior Masonry Veneer
• is covered-rate as Masonry
• is not covered-rate as Frame.

C. For higher deductibles apply the following factors to the base 10.5% deductible premium:

Factor
Deductible Frame and
Percentage Superior  Masonry

10.5% 1.000 1.000
14.0% .859 .944
15.0% .819 .928
17.5% .718 .888

Note: In Zone 2, the minimum deductible available to any policyholder is 15%.
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D. LOSS ASSESSMENT COVERAGE:

The following rates shall apply to all zones:

Limit Premium

$ 1,000 $ 1.00
5,000 5.00

10,000 10.00
50,000 50.00

Note: If earthquake loss assessment coverage is purchased, the earthquake loss assessment coverage 
limit must be the same as the policy loss assessment coverage limit.

19.RESERVED FOR FUTURE USE
20.OTHER STRUCTURES

A. For Elite and Deluxe, when the policy’s property location limit is less than the total replacement value of the 
dwelling, contents and other structures on the residence premises, increased coverage for other structures 
should be considered.

Coverage for other structures on the residence premises is included up to 10% of the estimated residence 
value for Special and Special Value. When the combined value of all other structures on the premises 
exceeds 10% of the estimated residence value, increased coverage for other structures should be 
considered

For increased coverage for other structures calculate the rate as follows:

For each of the liability limits shown below, $5,000 Medical Expense Coverage is included for all product 
levels except Special Value, which provides $1,000.

(1) For an other structure used for residential purposes that is rented or occupied by others:

$5 per thousand of additional replacement value of structure and contents, plus $14 for $100,000 basic 
liability; $17 for $300,000 basic liability; or $19 for $500,000 basic liability.

(2) For an other structure used for office, professional, private school or studio refer to Rule 26 B.1(b).

(3) For an other structure occupied by the insured on the insured residence premises:

$4 per thousand of additional replacement value of structure.

Note: Liability coverage is automatically extended from the residence premises.

B. For Condominium Unit owners only:

For miscellaneous structures on the residence premises, owned by the insured and not used for 
business purposes.

$10 per thousand of replacement value of structure

Note: Liability coverage is automatically extended from the residence premises.
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C. For an other structure other than described in A or B above, owned by or rented to the insured and not 
used for business purposes:

$5 per thousand of replacement value of structure and contents plus $14 for $100,000 basic liability;

$17 for $300,000 basic liability; or $19 for $500,000 basic liability.

Note: Detached garages situated on the residence premises are included in the base rate at no 
additional charge.

D. Personal Umbrella Coverage

If Personal Umbrella Coverage applies, there is no additional charge for A(1) and C. above.

21.PERSONAL PROPERTY
A. Property Special Limits

The Universal Security Policy contains special limits on certain categories of property. The policy limits for 
these categories can be increased as specified in Rule 22.

B. Tangible Personal Property

Tangible personal property is included in the property location limits of 200% of the dwelling replacement 
value for Deluxe and Elite.

Tangible personal property is included up to 50% of the estimated residence value for Special and Special 
Value (70% with Replacement Cost on Personal Property coverage).

If a greater amount of coverage is desired for tangible personal property, charge $2 for each $1,000 of 
additional coverage.

As a guideline, additional coverage should be considered in cases where the actual value of the insured's 
tangible personal property exceeds the following amounts:

Elite and Deluxe - 100% of the dwelling replacement value.
Special and Special Value - 50% of the dwelling estimated residence value.

- 70% with Replacement Cost on Personal Property coverage).

C. Personal Property Plus

This coverage provides additional perils coverage for tangible personal property and is automatically 
included in the Elite policy. This coverage can be extended to Deluxe, Special or Special Value policies by 
applying a factor of 1.08 (a 8% charge) to the appropriate residence (home, condo or renters) premium, 
including the premium for increased limits of tangible personal property. If this coverage is purchased, it 
applies to all residences under the Home Segment.

This coverage is not available for Dwellings Owned by the Insured and Rented to Others.
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22.SCHEDULED PERSONAL PROPERTY
A. Rates

Item Rate Per $100

Cameras (Non-Commercial) $ .97
Coins/Collectibles/Trading Cards $1.05
Fine Arts See Rule 22.H.
Fire Arms $1.58
Furs (Personal) $ .38
Golfer’s Equipment $ .55
Jewelry (Personal) $ .92
Jewelry (In Vaults) $ .24
Musical Instruments (Non-Professional) $ .29
Silverware $ .21
Stamps $ .38
Other Miscellaneous Property $1.26

B. Blanket Coverage

Scheduled Personal Property may also be used to insure a collection of items, which are relatively 
inexpensive, but together their value exceeds the internal property special limits. This type of blanket 
coverage is available for the following property categories:

Category SPP Rate
Jewelry, Watches, Furs Jewelry
Silverware Silverware
Stamps, Securities Stamps
Money, Gold, Coins Coins
Cameras Cameras
Firearms Firearms
Musical Instruments Musical Instruments
Fine Arts Fine Arts
Golfer's Equipment Golfer's Equipment

The maximum limit for individual items is $1,000 for Stamps, Coins and Jewelry. For other categories, the 
maximum limit for individual items is $2,500 when the blanket class is scheduled for any amount greater 
than $10,000.

C. Jewelry Surcharges

Occasionally individual jewelry items or total jewelry schedules will simply not fit normal rates but are not 
adverse exposures. Ranges of surcharges and credits have been designed to provide the tools needed to 
make selected jewelry risks insurable.

Factor

Total jewelry valued over or equal to $50,000 1.20

If the above surcharge is not applied, then
Apply the following factor to any single jewelry 1.10
item valued over $25,000.
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Example

If total jewelry amount is $55,000, which includes one ring valued at $30,000, then the 1.20 factor applies:

Premium = ($55,000/100) X $0.92 X 1.20 = $581

If total jewelry amount is $45,000, which includes one ring valued at $30,000, then the 1.10 factor applies 
to the ring.

Premium = [($30,000/100) X $0.92 X 1.10] +
[(($45,000 - $30,000)/100) X $0.92] = $422

D. Alarms

See Protective Devices Rule in this section for applicable credits.

E. Deductibles

The base deductible of $250 applies.

The following deductibles are available. The deductible factor must apply against the total schedule 
premium.

Factor Credit/Debit of
Deductible Total Schedule Premium

Full Coverage 1.25
$  250 1.00

500 .90
1,000 .80
2,500 .60
5,000 .50

F. Reserved for Future Use

G. Stated Value Coverage - Scheduled Personal Property

If stated value scheduled personal property coverage is purchased, apply a factor of 1.20 to the premium 
for the items for which stated value coverage is purchased.
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H. Fine Arts Annual Premiums

AMOUNT OF TOWN CLASS
INSURANCE
(Per Class)

1-8 9-10

$1,000 or less $  3 $  6
2,000 4 7

3,000 6 9
4,000 7 11
5,000 8 13

6,000 10 15
7,000 11 17
8,000 11 19

9,000 13 21
10,000 14 23
11,000 15 24

12,000 17 26
13,000 18 29
14,000 20 31

15,000 20 33
16,000 21 34
17,000 23 36

18,000 24 39
19,000 25 41
20,000 26 42

21,000 28 44
22,000 29 46
23,000 30 48

24,000 31 51
25,000 33 52
30,000 39 62

35,000 45 72
40,000 51 81
45,000 56 91

50,000 63 101
75,000 94 150

100,000 123 198

Each Additional 119 194
$100,000 of Cov.

To provide coverage for breakage:
For Elite - Coverage automatically included at no

no additional premium charge.

For Deluxe, Special Charge an additional
and Special Value $1.50 per $1,000 of insurance
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23.RESERVED FOR FUTURE USE
24.HOME MERIT RATING

The Home Merit Rating factor is determined separately and applies separately to each residence. The factor 
does not apply to premiums for earthquake, scheduled personal property, permitted business exposures, 
incidental farming personal liability, or miscellaneous coverages in Rule 15 except building ordinance increased 
costs.

A. Claim Type

For purposes of this rule, claims are classified as Type A or Type B. Type A claims consist of the following:

• Fire – fire, explosion, smoke – excludes lightning

• Theft – theft (on and off premises), mysterious disappearance (on and off premises), burglary, credit 
card fidelity, theft from and unattended vehicle

• Liability – any type of liability (excluding medical payments)

• Vandalism – vandalism and malicious mischief, riot and civil commotion

Type B claims consist of all other claims except: weather related, scheduled personal property, medical 
payments, mine subsidence and earthquake.

B. Claim Chargeability

For a claim to be chargeable, it must be a Type A or Type B claim, and it must have occurred during the 
three-year period prior to the policy effective date.

1. Claims that occurred under a named insured’s prior homeowner, renter or condominium policy, as well 
as claims that occurred under the current USP policy will be considered in determining claim 
chargeability.

2. For renewal business, claims will be evaluated as of 45 days prior to the policy effective date. Claims 
occurring between this date and the policy effective date will not be considered until the next renewal.

3. Claims with payments (net of associated subrogation recoveries) that exceed the following thresholds 
are chargeable:

Type A Type B

Non-USP claims $       0 $   250

USP claims 250 500

4. Scheduled Personal Property claims are not chargeable under this rule. Refer to Rule 22 for applicable 
surcharge.

C. Claim Surcharge Waiver

A chargeable claim as defined above will be considered not chargeable if for the 60 consecutive months 
prior to the claim occurrence date:

1. The named insured or spouse has maintained home coverage under a USP policy, and

2. No other Type A or Type B claim has occurred that resulted in a payment (net of associated 
subrogation recoveries) exceeding $250 for Type A claims or $500 for Type B claims.
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D. Merit Rating Factors

Number of Chargeable Type A Claims
0 1 2 3 4+

0 1.00 1.25 1.65 1.85 1.85
1 1.00 1.25 1.65 1.85 1.85
2 1.15 1.55 1.85 1.85 1.85
3 1.30 1.75 1.85 1.85 1.85

Number of 
Chargeable 
Type B 
Claims

4+ 1.50 1.85 1.85 1.85 1.85

25.HOME CLAIM FREE DISCOUNT
A factor of 0.90 will be applied to the primary residence premium if:

1. The named insured or spouse has maintained a homeowner, renter or condominium policy issued by a 
non-residual market insurer for the twelve months prior to the policy effective date, and

2. No Type A or Type B claim (as defined in Rule 24) that resulted in a payment (net of associated 
subrogation recoveries) of more than $250 has occurred during the five-year period prior to the policy 
effective date.

Notes:

a. This discount does not apply to renters or to secondary residences.

b. Claims that occurred under a named insured’s prior homeowner, renter or condominium policy, as well 
as claims that occurred under a USP policy, will be considered in determining eligibility for this 
discount.

c. For renewal business, claims will be evaluated as of 45 days prior to the policy effective date. Claims 
occurring between this date and the policy effective date will not be considered until the next renewal.

26.PERMITTED BUSINESS EXPOSURES
A. BUSINESS PURSUITS

Coverage for the liability of the insured arising out of business activities may be purchased at a limit equal 
to the basic liability limit. If the policy is endorsed for Personal Umbrella Coverage, a separate premium is 
applied for this coverage (Refer to Personal Umbrella Coverage Section of this manual). Coverage is 
excluded if the insured owns a business, is a partner in a business or maintains financial control in a 
business. 

For each of the liability limits shown below, $5,000 Medical Expenses Coverage is included for all product 
levels except Special Value, which provides $1,000. 

Classification Premium per Person

(1) Clerical Employees $ 9

(2) Sales person, collector or messenger—

Installation, demonstration

Or servicing operation:

Included $12
Excluded $ 9
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Classification Premium per Person

(3) Teachers

a. lab., athletic, manual

or physical training $22

b. not otherwise classified $11

c. corporal punishment-add

to a or b $ 5

Note: For Special Value, if this coverage is purchased, Personal Injury Coverage (Rule 2G) must also be 
purchased.

B. PERMITTED INCIDENTAL BUSINESS OCCUPANCIES

1. Liability coverage may be purchased for the increased exposure arising from a permitted incidental 
business occupancy on the residence premises or in an other residence occupied by the insured. 
Examples of such occupancies are offices, schools or studios used for business or professional 
purposes and private schools or studios for music, dance, photography and other instructional 
purposes. Dwelling coverage is also available for an other structure located on the residence premises 
which is used in a permitted incidental occupancy. 

Use the appropriate rate shown below for basic liability. If the policy is endorsed for Personal Umbrella 
Coverage, a separate premium is applied for this coverage (Refer to Personal Umbrella Coverage 
Section of this manual).

For each of the liability limits shown below, $5,000 Medical Expenses Coverage is included for all 
product levels except Special Value which provides $1,000.

(a) In the primary residence premises:

$38 for $100,000 liability, $44 for $300,000 liability or $47 for $500,000 liability.

(b) For an other structure located on the residence premises used as an office, private school or 
studio, or for other professional purposes.

• For residence owned and occupied by the insured:  $4 per thousand of replacement value of 
structure plus $38 for $100,000 basic liability; $44 for $300,000 basic liability or $47 for 
$500,000 basic liability.

Note: Property coverage is only available when liability coverage is also purchased.

• For residences rented to the insured: Use liability rate only.

(c) In an additional Residence Premises occupied by the insured:  $29 for $100,000 basic liability; $35 
for $300,000 basic liability or $38 for $500,000 basic liability.

• For an other structure located in an additional residence occupied by the insured, use the 
additional Residence Premises liability rate above.

Note: For Special Value, if this coverage is purchased, Personal Injury Coverage (Rule 2G) must also be 
purchased.
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2. Business Property

Under Deluxe, Special and Special Value, a policy may be endorsed to provide coverage for higher 
limits of business property. If this option is selected, the business property limits will be increased to 
$10,000 for on-premises coverage and $5,000 for off-premises coverage. This coverage is 
automatically included on Elite policies at these limits.

The premium charge for this coverage under Deluxe, Special and Special Value is $50.

27.INCIDENTAL FARMING PERSONAL LIABILITY
A. Basic Liability

Coverage may be purchased for the liability of the insured when there is incidental farming which is not the 
business of the insured. Rates below are for basic liability and apply on a per location basis.

For each of the liability limits shown below, $5,000 Medical Expenses Coverage is included for all product 
levels except Special Value, which provides $1,000. 

$100,000 Liability $300,000 Liability $500,000 Liability
$47 $57 $64

B. Personal Umbrella Coverage 

To obtain the premium for Personal Umbrella Coverage, refer to the Personal Umbrella Coverage Section 
of this manual.

28.INTERPOLATION OF PREMIUMS FOR POLICY AMOUNTS NOT SHOWN ON RATE 
PAGES
The premium for replacement values not shown on the rate page may be obtained by interpolation.

Method for Interpolation:  A premium is desired for a replacement value policy amount of $76,000 which falls 
between $75,000 and $80,000 shown on the rate page. In other words, the desired amount is $1,000 in excess 
of $75,000 shown.

(1) Replacement Value Rated Premiums Shown

$80,000 $132

75,000 126

$ 5,000—Difference (Amount) $  6--Difference (Premium)

(2) 1,000--Additional Amount  x $6--Difference (Premium) = $1

5,000--Difference (Amount)

(3) $ 126 (premium for $75,000)

 1 (premium for additional $1,000)

$ 127 (basic premium for $76,000)
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29.EXTRAPOLATION OF PREMIUMS FOR POLICY AMOUNTS BELOW THOSE 
SHOWN ON RATE PAGES
Method for extrapolation:  A premium is desired for a policy amount of $25,000. $25,000 is below the lowest 
policy amount listed on the rate pages, in this case $30,000. The desired amount is $5,000 less than the lowest 
limit shown. To determine the premium for this risk follow the example below.

A. Take the difference between the two lowest available limits on the rate page.

$40,000--Second lowest limit

- 30,000--Lowest limit  

$10,000--Difference (Amount)

B. Take the difference between the premiums associated with the limits in Step A.

$118--Premium for second lowest limit

-106--Premium for lowest limit   

$  12--Difference (Premium)

C. $ 5,000—divided by $10,000 Difference (Amount) x $12--Difference (Premium) = $6-
-

Premium for coverage from 
desired amount to lowest 
amount shown

D. $106--Premium for lowest limit

 -6--Premium for coverage from desired amount to lowest limit

$100--Premium for desired amount ($25,000)
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2. Insurance Department Use only
a. Date the filing is received:
b. Analyst:
c. Disposition:
d. Date of disposition of the filing:
e. Effective date of filing:

New Business
Renewal Business

f. State Filing #:

1. Reserved for Insurance Dept. 
Use Only

g. SERFF Filing #:
h. Subject Codes

3. Group Name Group NAIC #
Allstate 008

4. Company Name(s) Domicile NAIC # FEIN # State #
Encompass Indemnity Company IL 15130 59-2366357

5. Company Tracking Number ER-0701

Contact Info of Filer(s) or Corporate Officer(s) [include toll-free number]
6. Name and address Title Telephone #s FAX # e-mail

Carrie M. Deppe
Assistant State 
Filings Manager 800-366-2958 847-402-9757 cdepp@allstate.com

2775 Sanders Road, Suite 
A5

Northbrook  IL  60062

Ext.  22774

7. Signature of authorized filer
8. Please print name of authorized filer Carrie M. Deppe

Filing Information (see General Instructions for descriptions of these fields)
9. Type of Insurance (TOI) 04.0 Homeowners

10. Sub-Type of Insurance (Sub-TOI) 04.0005 Other Homeowners
11. State Specific Product code(s) (if 

applicable) [See State Specific Requirements]
12. Company Program Title (Marketing Title) Other Than Auto

Rate/Loss Cost Rules Rates/Rules
Forms Combination Rates/Rules/Forms
Withdrawal Other (give description)

13. Filing Type

14. Effective Date(s) Requested New: 04/28/2008 Renewal: 06/05/2008
15. Reference Filing? Yes No
16. Reference Organization (if applicable) Not applicable
17. Reference Organization # & Title Not applicable
18. Company's Date of Filing March 3, 2008
19. Status of filing in domicile  Not Filed  Pending  Authorized  Disapproved
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20. This filing transmittal is part of Company Tracking # ER-0701

21. Filing Description [This area can be used in lieu of a cover letter or filing memorandum and is free-form text]

With this filing, we are proposing a 6.8% overall rate level increase for the Other Than Auto program in the Encompass 
Indemnity Company.  The proposed rate change is flat across all territories.

New Business: April 28, 2008
Renewal Business: June 5, 2008

22. Filing Fees (Filer must provide check # and fee amount if applicable.)
[If a state requires you to show how you calculated your filing fees, place that calculation below]

Check #: Not applicable.  Fee paid via Electronic Funds Transfer.
Amount: $100.00

Independent rate filing

Refer to each state's checklist for additional state specific requirements or instructions on 
calculating fees.

***Refer to each state's checklist for additional state specific requirements (i.e. # of additional copies required, other state 
specific forms, etc.)
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(This form must be provided ONLY when making a filing that includes rate-related items such as Rate; Rule; Rate & 
Rule; Reference; Loss Cost; Loss Cost & Rule or Rate, etc.)

(Do not refer to the body of the filing for the component/exhibit listing, unless allowed by state.)
1. This filing transmittal is part of Company Tracking # ER-0701

2. This filing corresponds to form filing number
(Company tracking number of form filing, if applicable) Not applicable

Rate Increase Rate Decrease Rate Neutral (0%)

3. Filing Method (Prior Approval, File & Use, Flex Band, etc.) File and Use
4a. Rate Change by Company (As Proposed)

Company Name Overall %
Indicated
Change
(when

Applicable)

Overall
% Rate
Impact

Written
Premium
Change
for this

program

# of 
policyholders 

affected
for this 

program

Written 
premium 
for this 

program

Maximum
%Change 

(where 
required)

Minimum
%Change 

(where 
required)

Encompass Indemnity 
Company

25.7% 6.8% 153494 1695 2257261 19.7 0

4b. Rate Change by Company (As Accepted) For State Use Only
Company Name Overall %

Indicated
Change
(when

Applicable)

Overall
% Rate
Impact

Written
Premium
Change
for this

program

# of 
policyholders 

affected
for this 

program

Written 
premium 
for this 

program

Maximum
%Change 

(where 
required)

Minimum
%Change 

(where 
required)

5.  Overall Rate Information (Complete for Multiple Company Filings only)
COMPANY USE STATE USE

5a. Overall percentage rate indication(when applicable)
5b. Overall percentage rate impact for this filing

5c. Effect of Rate Filing – Written premium change for this 
program

5d. Effect of Rate Filing - Number of policyholders affected

6. Overall percentage of last rate revision 0.0%
7. Effective Date of last rate revision 06/01/2007

8. Filing Method of Last filing
(Prior Approval, File & Use, Flex Band, etc.) File and Use

9.
Rule # or Page # Submitted 
for Review

Replacement
or withdrawn?

Previous state 
filing number,
if required by state

01
Home Rate Pages –
Condo Rate Tables, Dwelling Base 
Premium

New
Replacement
Withdrawn

AR-PC-07-023670

02 Home Rule Pages –
Renters Factor (Rule 3)

New
Replacement
Withdrawn

AR-PC-07-023670

03 Dwelling Fire Rule Pages –
Occupancy Factors (Rule 7)

New
Replacement
Withdrawn

AR-PC-07-023670
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Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame

$80,000 $656 $708 $828 $912 $1,027 $1,131 $899 $1,148 $868 $956 $1,170 $1,235 $989 $1,035 $870 $939 $871 $932

$120,000 $811 $875 $1,022 $1,124 $1,268 $1,396 $1,103 $1,407 $1,071 $1,178 $1,461 $1,540 $1,242 $1,298 $1,078 $1,162 $1,083 $1,157

$160,000 $931 $1,002 $1,172 $1,287 $1,455 $1,599 $1,260 $1,603 $1,228 $1,349 $1,686 $1,775 $1,445 $1,509 $1,237 $1,333 $1,248 $1,332

$80,000 $798 $876 $1,058 $1,183 $1,313 $1,470 $1,580 $1,951 $1,109 $1,240 $1,347 $1,444 $1,115 $1,184 $1,060 $1,164 $1,038 $1,128

$120,000 $984 $1,078 $1,301 $1,453 $1,618 $1,808 $1,932 $2,384 $1,364 $1,524 $1,677 $1,794 $1,395 $1,479 $1,309 $1,435 $1,286 $1,396

$160,000 $1,126 $1,231 $1,487 $1,659 $1,849 $2,065 $2,197 $2,707 $1,559 $1,740 $1,929 $2,062 $1,619 $1,713 $1,499 $1,642 $1,478 $1,602

$80,000 $1,771 $2,037 $2,633 $3,062 $3,283 $3,819 $6,255 $7,528 $2,762 $3,213 $2,562 $2,893 $1,980 $2,216 $2,368 $2,724 $2,181 $2,493

$120,000 $2,168 $2,491 $3,217 $3,740 $4,012 $4,665 $7,619 $9,169 $3,376 $3,924 $3,155 $3,557 $2,448 $2,734 $2,900 $3,333 $2,677 $3,056

$160,000 $2,464 $2,829 $3,654 $4,244 $4,556 $5,294 $8,625 $10,377 $3,834 $4,453 $3,600 $4,055 $2,808 $3,132 $3,297 $3,787 $3,050 $3,479

Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame

$5,000 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

$15,000 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

$25,000 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

$5,000 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

$15,000 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

$25,000 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

$5,000 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

$15,000 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

$25,000 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A

Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame Brick Frame

$80,000 $716 $754 $904 $972 $1,122 $1,206 $982 $1,224 $948 $1,019 $1,280 $1,317 $1,081 $1,103 $950 $1,001 $951 $993

$120,000 $887 $933 $1,118 $1,200 $1,388 $1,490 $1,207 $1,502 $1,172 $1,258 $1,600 $1,644 $1,359 $1,386 $1,179 $1,240 $1,184 $1,235

$160,000 $1,017 $1,069 $1,282 $1,374 $1,593 $1,708 $1,379 $1,712 $1,344 $1,440 $1,846 $1,896 $1,582 $1,611 $1,353 $1,423 $1,366 $1,422

$80,000 $871 $933 $1,156 $1,262 $1,437 $1,568 $1,729 $2,084 $1,212 $1,323 $1,474 $1,541 $1,219 $1,263 $1,159 $1,241 $1,134 $1,203

$120,000 $1,076 $1,150 $1,425 $1,552 $1,771 $1,931 $2,117 $2,547 $1,493 $1,627 $1,836 $1,916 $1,527 $1,579 $1,433 $1,533 $1,407 $1,490

$160,000 $1,231 $1,314 $1,628 $1,772 $2,025 $2,205 $2,407 $2,893 $1,707 $1,858 $2,113 $2,202 $1,773 $1,830 $1,641 $1,753 $1,618 $1,711

$80,000 $1,939 $2,175 $2,885 $3,272 $3,597 $4,081 $6,859 $8,048 $3,026 $3,433 $2,807 $3,091 $2,168 $2,366 $2,593 $2,910 $2,389 $2,663

$120,000 $2,376 $2,661 $3,527 $3,997 $4,399 $4,987 $8,356 $9,803 $3,701 $4,194 $3,458 $3,802 $2,682 $2,922 $3,178 $3,562 $2,934 $3,266

$160,000 $2,700 $3,023 $4,005 $4,536 $4,996 $5,660 $9,460 $11,095 $4,203 $4,759 $3,947 $4,334 $3,078 $3,347 $3,614 $4,047 $3,343 $3,718

SPECIFY THE PERCENTAGE GIVEN FOR CREDITS OR DISCOUNTS FOR THE FOLLOWING: EARTHQUAKE INSURANCE
IMPORTANT, homeowners insurance does NOT automatically cover losses from earthquakes.  Ask your agent about this coverage

Fire Extinquisher N/A % Deadbolt Lock N/A % ARE YOU CURRENTLY WRITING EARTHQUAKE COVERAGE IN ARKANSAS? No (yes or no)
Burglar Alarm N/A % Window Locks N/A % WHAT IS YOUR PERCENTAGE DEDUCTIBLE? %
Smoke Alarm N/A % $1,000 Deductible N/A %

Other (specify) Zone Brick Frame
% WHAT IS YOUR PRICE PER $1,000 OF COVERAGE? Highest Risk $ $

NOTE - Minimum Renters Coverage is $30,000 N/A % Lowest Risk $ $

PulaskiSebastianMillerUnion

PulaskiUnion

Washington

3

6

9

DeshaSt. FrancisCraigheadBaxter

Arkansas Union MillerBaxter Craighead St. Francis

Miller

Pulaski

3

6

SebastianWashington

Sebastian

USE THE APPROPRIATE FORM BELOW - IF NOT APPLICABLE, 
LEAVE BLANK

Homeowners Premium Comparision Survey Form
FORM HPCS - last modified August, 2005

Craighead St. Francis Arkansas

Survey Form for HO3 (Homeowners) - Use $500 Flat Deductible (Risk of direct physical loss for dwelling and other structures; named perils for personal property, RC on dwelling, ACV on personal property, liab and med pay for others incl)

Survey Form for HO4 (Renters) - Use $500 Flat Deductible (Named perils for personal property, actual cash value for loss, liability and medical payments for others included)

cdeppe@allstate.com

Maximum Credit Allowed

4/28/08 New, 6/5/08 Renewal

Dwelling 
Value

008-15130
Encompass Indemnity Company
Carrie Deppe
847-402-2774

HO3 and HO4 only

9

Public 
Protection Class

6

Dwelling 
Value

Public 
Protection Class

Property 
Value

Public 
Protection Class

3

9

Survey Form for DP-2 (Dwelling/Fire) - Use $500 Flat Deductible (Named perils for dwelling and personal property; replacement cost for dwelling, actual cash value for personal property, no liability coverage)
Washington Baxter



ARKANSAS INSURANCE DEPARTMENT
RATE FILING ABSTRACT

Form RF-9
Rev. 4/96

Insurer Name: Encompass Indemnity Company Contact Person: Carrie Deppe
NAIC Number: 008-15130
Name of Advisory Organization Whose Filing You Are Referencing: N/A Signature:
Co. Affiliation to Advisory Organization:     Member Subscriber Service Purchaser
Reference Filing #: ER 0701 Proposed Effective Date: 04/28/2008 NB, 06/05/2008 REN Telephone No: (847) 402 2774

FOR LOSS COSTS ONLY
(1) (2) (3) (4) (5) (6) (7) (8)

Indicated Requested Loss Cost Selected Expense Co. Current
LINE OF INSURANCE % Rate % Rate Expected Modification Loss Cost Constant Loss Cost

By Coverage Level Change Level Change Loss Ratio Factor Multiplier (if applicable) Multiplier
Homeowners 26.2% 7.0%
Condo/Renter 26.2% 7.1%
Dwelling Fire 72.1% 19.0%
Other than Auto Balance 1.7% 0.0%

TOTAL OVERALL EFFECT

No Apply Loss Cost Factors to Future Filings?  (Y or N)
N/A Estimated Maximum Rate Increase for any Arkansas Insured  (%) Corresponds to Question 3 on RF-2 or RF-WC
N/A Estimated Maximum Rate Decrease for any Arkansas Insured  (%)

Selected
5 Year History Provisions

Rate Change History AR Earned Incurred Arkansas Countrywide A. Total Production Expense 16.1%
Year Policy Count % Eff. Date Premium  (000) Losses  (000) Loss Ratio Loss Ratio B. General Expense 8.1%
2003 1 0.3% 8/15/03 1 0 0% 22% C. Taxes, License & Fees 2.9%
2004 242 -0.4% 5/1/04 273 75 27.6% 46% D. Underwriting Profit &
2005 970 0.0% 10/6/05 1,091 541 49.6% 122% Contingencies 11.1%
2006 1,494 1,767 1,132 64.1% 49% E. Other  (explain) 0.9%
2007 1,655 2,073 1,881 90.7% 50% F. TOTAL 39.1%

6.8%25.7%
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SUMMARY OF CHANGES AND SUMMARY EXHIBITS

The chart below summarizes the indicated and proposed rate level changes included in this filing.

Coverage
Adjusted Earned 

Premium Distribution
Indicated Rate
Level Change

Proposed Rate 
Level Change

Home 86.8% + 26.2% + 7.0%
Condo 1.2% + 26.2% + 7.1%
Renter 1.4% + 26.2% + 7.1%
Dwelling Fire 3.0% + 72.1% + 19.0%
OTA Balance 7.6% + 1.7% 0.0%

Overall 100.0% + 25.7% + 6.8%

The filing contains the following revisions:

Base Premium
Base premiums have been adjusted to reach a Homeowners impact of 7.0% and a Condo impact 
of 7.1%.  Please reference the rate pages for more detail.

Renters Factor
The renters coverage factor has been adjusted to reach a Renters impact of 7.1%.  Please 
reference Rule 3 in the Home Rule Pages for more detail.

Occupancy Factors
Occupancy factors have been adjusted to reach a Dwelling Fire impact of 19.0%. Please reference 
Rule 7 in the Dwelling Fire Rule Pages for more detail.
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SUMMARY OF CHANGES AND SUMMARY EXHIBITS

HOME RATE PAGES

Condo Rate Tables
Updated base premiums for all territories

Dwelling Base Premium
Updated base premiums for all territories

HOME RULE PAGES

Renters Coverage (Rule 3)
Revised renters factor

DWELLING FIRE RULE PAGES

Occupancy Factors (Rule 7)
Revised Dwelling Factors and Additional Contents Factors for Dwellings and the Content 
Coverage Factors for Condos.
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OVERVIEW OF HOMEOWNERS INDICATION METHODOLOGY

Exhibits 1 through 12.3 of this section show the Determination of Statewide Rate Level Indications for 
Arkansas. The objective of this process is to determine the indicated rate level need. This is done by 
evaluating the adequacy of our present rates to pay for our best estimate of losses and expenses, including 
a reasonable profit margin, that will be incurred from annual policies written in the year after the 
proposed effective date.

The statewide rate level indication is based on data from five rolling accident years, with losses evaluated 
as of December 31, 2007.
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DEVELOPMENT OF STATEWIDE RATE LEVEL INDICATION (Exhibit 2)

1. Twelve-Month Experience Period:

2. Adjusted Earned Premium:
The calculation of adjusted earned premium is shown in Exhibit 3 and takes into account the 
impact of current rate levels, premium trend, and other premium adjustments.  

3. Non-Cat Adjusted Incurred Loss + LAE:
The calculation is detailed in Exhibit 4 and includes the following factors: loss development, 
excess loss, loss trend, other loss adjustment, and unallocated loss adjustment expenses.

4. Non-Cat Adjusted Loss Ratio:
(3) / (2)

5. Formula Weights:
By weighting experience period results, an insurer can stabilize the indication while also taking 
into account any recent emerging trends in the data.

6. Non-Cat Ratemaking Loss Ratio:
Shows the formula non-cat adjusted loss ratio calculated using the formula weights in (5).

7. Claim Count:
Number of incurred claims in the experience periods used in the non-cat ratemaking loss ratio 
calculation.  

8. Full Credibility Standard:
Number of incurred claims in the experience period to assign full credibility.

9. Credibility:
[(7) / (8)] ^ 0.5

10. Non-Cat Adjusted Prior Permissible Loss Ratio:
The prior company permissible loss ratio (reduced by fixed expenses, residual market load, and 
expected catastrophe provision) adjusted for annual net trend, trended from the date of the most 
recent non-zero rate change to the proposed effective date, is used as the complement of 
credibility.  The calculation of the non-cat adjusted prior permissible loss ratio is shown in 
Exhibit 2C.  

11. Credibility Weighted Non-Cat Ratemaking Loss Ratio:
[(6) * (9)] + [(10) * (1 – (9))]

12. Non-Modeled Catastrophe Load:
The calculation of this provision for non-modeled catastrophes (as a percentage of incurred loss 
excluding catastrophes) is illustrated in Exhibit 10.  

13. Adjusted Modeled Catastrophe Loss Ratio:
Not Applicable.  
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14. Catastrophe Ratemaking Loss Ratio:
[(18) – (16) – (17) – (13)] * [1 – 1 / (12)] + (13) 

15. Total Ratemaking Loss Ratio:
[(11) + (14)]

16. Adjusted Fixed Expense Ratio:
100% of General Expenses,  Other Acquisition Expenses, and Miscellaneous Taxes, Licenses and 
Fees are assumed to be a fixed percentage of current premium and do not change in proportion to 
rate level revisions.  This fixed expense ratio is adjusted for loss trend, premium trend, and 
current rate level.  Since historical losses are brought to prospective cost levels and historical 
premiums are adjusted to the current rate level, an adjustment to these expenses is necessary as 
well to adjust historical expenses to future expense levels.  Please refer to Exhibit 12 page 1.

17. Adjusted Residual Market Load:
Where applicable, a charge is included to reflect the cost incurred by the company as a result of 
residual market assignments.  Similarly to the fixed expense ratio, this residual market load is 
adjusted for loss trend, premium trend, and current rate level.  

18. Permissible Loss and LAE Ratio:
The permissible loss and LAE ratio calculation is shown in Exhibit 12 page 3.

19. Rate Level Indication:
[((15) + (16) + (17)) / (18)] – 1
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ADJUSTMENTS TO PREMIUMS

Current Rate Level Factors

Earned premiums are adjusted to current rate levels to simulate premiums that would have resulted if 
present Encompass rates had been charged during the experience period.  The adjustments are 
accomplished by applying the percentage effect of any rate level change during the experience period and 
are calculated using the parallelogram method.  A detailed explanation of the parallelogram method is 
included in Foundations of Casualty Actuarial Science, Chapter 2, written by Charles L. McClenahan.  
The development of these factors is shown in Exhibit 5.

Premium Trend Factors

In addition to bringing premiums to current rate level, Encompass must also account for changes in the 
premium level due to underlying factors such as increasing amounts of insurance and deductible drift.  To 
account for Homeowners premium trend, changes in the average written premium at current rate level on 
a twelve –month moving basis were reviewed, and are shown in Exhibit 6.B. The premium trend factors 
reflect the trend period from the average date of earning in each experience period to the average date of 
earning in the prospective policy effective period.  The calculation of these factors is shown in Exhibit 
6.A.  
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ADJUSTMENTS TO NON-CATASTROPHE LOSSES

Historical losses are adjusted to prospective cost levels.  Losses are shown including allocated loss 
adjustment expenses (ALAE) and excluding catastrophes.  The development of Adjusted Non-
Catastrophe Losses and LAE calculation is outlined in Exhibit 4.

Loss Development

The losses for a given accident year may not have been fully determined at the evaluation date of this 
review.   As such, the losses must be adjusted to an ultimate settlement basis.  This is accomplished by 
analyzing historical patterns of incurred loss development and selecting loss development factors.  
Encompass Group data has been considered in the selection of the loss development factors. Losses used 
in the analysis include ALAE but exclude catastrophes in order to minimize distortions.  Age-to-age 
factors are selected for each coverage using total limits losses.  Additional analysis of losses limited to 
$100,000 per claim is performed to develop limited losses to ultimate for Homeowners coverage.  The 
selected loss development factors that have been used in this filing are shown in Exhibits 7.1 through
7.4.

Excess Losses

An excess loss load is included to spread the effect of large, fortuitous losses.  Total ultimate losses for 
Homeowners coverage are estimated by multiplying losses capped at $100,000 per claim by a limited loss 
development factor and then by an excess loss factor. Encompass Group data has been considered in the 
selection of the loss development factors. The excess loss factor is the selected ratio of ultimate unlimited 
losses to ultimate limited losses.  The selected excess loss factors used in this filing are shown in Exhibit 
8.

Loss Trend

The historical losses from the experience period must be adjusted to account for any difference in 
historical and future cost levels.  While loss development factors adjust losses and allocated loss 
adjustment expenses to an ultimate settlement basis, they do not reflect the prospective rate of change in 
the occurrence of (frequency) or in the cost of (severity) incidents that may result in the payment of 
claims.  To properly adjust historical costs to future cost levels, a loss trend adjustment must be applied.  

The annual selections are used to project the data from the average occurrence date of the experience 
period to the average occurrence date of the future policy period.  The trend selections and an illustrated 
calculation of the trend factors for both frequency and severity, accompanied by the data in graphical 
format, are displayed in Exhibit 9.1.
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NON-MODELED CATASTROPHE ADJUSTMENTS IN DETAIL

Encompass separately identifies and accounts for its exposure to loss due to the occurrence of 
catastrophic events within a state.  In order to estimate our non-hurricane, non-earthquake catastrophe 
exposure, we develop a long-term relativity of each state to our countrywide catastrophe factor based on 
all years 1988 and beyond. We then apply this relativity to a countrywide catastrophe factor based on 
more recent data.  By using this approach, we are able to balance the stability of a long-term estimate of 
catastrophe potential in Arkansas (needed because of the infrequent occurrence of catastrophes) and the 
responsiveness of more recent data (needed because of changing demographic conditions).

Within our method we incorporate two procedures designed to stabilize the results of individual states.  
The first procedure caps losses for years that are uncharacteristic for that state.  Relativities above three 
standard deviations plus the mean for the state are capped.  Impacted years are limited to the highest 
relativity below the cap.  

In addition to the capping procedure, we apply credibility to the resulting relativities in the state. The 
credibility is based on the standard (Buhlmann/Bayesian) credibility method as described in Loss Models, 
by Klugman, Panjer and Willmot, chapter 5, pages 436 to 441. The credibility reflects the confidence we 
have in the state’s average relativity.  In order to develop the credibility, we consider the number of years 
used to determine the relativity as well as the variance of all states’ relativities to countrywide.*  The 
complement of credibility is applied to a relativity of 1.000.

A result of our capping and credibility process is that the average of all the statewide relativities may no 
longer equal a countrywide relativity of 1.000.  In order to assure an adequate provision for catastrophes 
on a countrywide basis, the resulting state relativities are adjusted to achieve an overall countrywide 
relativity of 1.000.  The off-balance adjustment is made in proportion to each state’s variability as defined 
by its standard deviation.  The final relativity is applied to the countrywide catastrophe factor to develop 
the Arkansas catastrophe factor.

Exhibit 10 displays the development of the total Homeowners non-modeled catastrophe load of 24.8%
for Arkansas.

The countrywide non-modeled catastrophe factor for the Dwelling Fire line is calculated using a 10-year 
average of the ratio of countrywide Dwelling Fire non-modeled catastrophe losses to countrywide 
Dwelling Fire ex-catastrophe losses.  It is assumed that the Encompass Insurance Group Homeowners 
non-modeled catastrophe factor relativities are appropriate for Dwelling Fire.  The relativities are 
rebalanced to the countrywide Dwelling Fire ordinary catastrophe factor using the most recent year’s 
Dwelling Fire ex-catastrophe loss distribution by state.  The Dwelling Fire catastrophe load for Arkansas
is 24.8%.

The countrywide non-modeled catastrophe factor for the Other Than Automobile Balance is calculated 
using a 10-year average of the ratio of countrywide Other Than Automobile Balance non-modeled 
catastrophe losses to countrywide Other Than Automobile Balance ex-catastrophe losses.  The resulting 
countrywide non-modeled catastrophe load of 1.9% is applied to the Other Than Automobile Balance 
experience for Arkansas.

* Note:  The number of years is used rather than exposures (as recommended in the standard model) because increased exposures 
does not necessarily lead to more stable estimates for catastrophes, particularly when the exposures are geographically 

concentrated
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EXPENSE AND PROFIT LOADS

General Expense, Other Acquisition Expense, Loss Adjustment Expense

Exhibit 11 shows the premium, expenses and losses incurred for calendar years 2004, 2005, and 2006.  
Using these three years of data, expenses ratios, as a percentage of direct earned premiums are selected 
for the general expense and other acquisition expense.  Similarly, the provision for unallocated loss 
adjustment expense (ULAE) is based on a three-year average of ULAE to incurred loss.  

Commission and Brokerage Expense

The proposed commission and brokerage expense provision has been developed from the actual calendar 
year 2006 commission and brokerage incurred expense ratio in Arkansas. The provision is shown in 
Exhibit 12 page 2.   

Taxes, Licenses and Fees

Premium and Other Taxes reflect the actual state premium tax and, where applicable, other premium-
related taxes such as Fire Marshall taxes and Municipal taxes.  Miscellaneous Taxes, Licenses and fees 
reflect a fixed load for non-premium-based taxes such as State and Local taxes and Insurance Department 
Licenses and Fees.  A provision for guaranty fund assessments is included if applicable.  Exhibit 12 page 
2 displays these expenses as a percent of premium.

Underwriting Profit/Operating Profit

The methodology underlying the cost of equity capital has been updated to reflect developments in the 
field of financial economics as published in the Casualty Actuarial Society Forum, Winter, 2004 and in 
Journal of Risk and Insurance, Vol. 72, No. 3, September 2005 (“Estimating the Cost of Equity Capital 
For Property-Liability Insurers” by J. David Cummins and Richard D. Phillips).  After the cost of equity 
is calculated, it is first adjusted to reflect the total return to the firm and is subsequently combined with 
the cost of debt to calculate the total cost of capital, or the “Weighted Average Cost of Capital” (WACC).  
The cost is then translated into an underwriting profit provision after taking leverage and investment 
income into account, as recommended in Actuarial Standard of Practice No. 30, Treatment of Profit and 
Contingency Provisions and the Cost of Capital in Property/Casualty Insurance Ratemaking.  
Consideration is given to the investment income from insurance operations and investment income on 
capital.  The resulting underwriting profit provisions reflect a targeted after-tax operating profit of 9.01%.  

A discounted cash flow methodology based on projected insurance cash flows is used to calculate the 
investment income from insurance operations (also known as investment income on policyholder-
supplied funds) that leads to the after-tax operating profit provision of 9.01%. Reconciliation of the after-
tax operating profit provision is found in Exhibit 12 page 2.

The calculations detailing the discounted cash flow methodology are found in Exhibit 12 page 2.  The 
expected investment yield rate (applied as a force of interest) applied to the insurance cash flows in 
deriving the investment income from insurance operations (and ultimately the after-tax operating profit) is 
3.95%.  This yield comprehends anticipated net investment income and anticipated capital gains, both 
realized and unrealized.













































































































































March 19, 2008
Arkansas
Encompass Indemnity Company
ER-0701

RESPONSE TO DOI CONCERNS – CONTINGENCY PROVISION

As requested, Encompass has revised the contingency provision that was originally proposed 
with filing ER-0701.  Encompass still feels it is appropriate and justifiable to include a 2% 
contingency provision.  Due to implementation constraints, we are moving forward with this filing, 
using a 0% contingency provision. The revised overall indicated rate need changes from 25.7% to 
22.1%; the proposed 6.8% overall rate increase will remain unchanged.  For additional detail, 
please reference the updated filing form, RF-1.
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Form RF-9
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Insurer Name: Encompass Indemnity Company Contact Person: Carrie Deppe
NAIC Number: 008-15130
Name of Advisory Organization Whose Filing You Are Referencing: N/A Signature:
Co. Affiliation to Advisory Organization:     Member Subscriber Service Purchaser
Reference Filing #: ER 0701 Proposed Effective Date: 04/28/2008 NB, 06/05/2008 REN Telephone No: (847) 402 2774

FOR LOSS COSTS ONLY
(1) (2) (3) (4) (5) (6) (7) (8)

Indicated Requested Loss Cost Selected Expense Co. Current
LINE OF INSURANCE % Rate % Rate Expected Modification Loss Cost Constant Loss Cost

By Coverage Level Change Level Change Loss Ratio Factor Multiplier (if applicable) Multiplier
Homeowners 23.2% 7.0%
Condo/Renter 23.2% 7.1%
Dwelling Fire 67.1% 19.0%
Other than Auto Balance -1.2% 0.0%

TOTAL OVERALL EFFECT

No Apply Loss Cost Factors to Future Filings?  (Y or N)
N/A Estimated Maximum Rate Increase for any Arkansas Insured  (%) Corresponds to Question 3 on RF-2 or RF-WC
N/A Estimated Maximum Rate Decrease for any Arkansas Insured  (%)

Selected
5 Year History Provisions

Rate Change History AR Earned Incurred Arkansas Countrywide A. Total Production Expense 16.1%
Year Policy Count % Eff. Date Premium  (000) Losses  (000) Loss Ratio Loss Ratio B. General Expense 8.1%
2003 1 0.3% 8/15/03 1 0 0% 22% C. Taxes, License & Fees 2.9%
2004 242 -0.4% 5/1/04 273 75 27.6% 46% D. Underwriting Profit &
2005 970 0.0% 10/6/05 1,091 541 49.6% 122% Contingencies 9.1%
2006 1,494 1,767 1,132 64.1% 49% E. Other  (explain) 0.9%
2007 1,655 2,073 1,881 90.7% 50% F. TOTAL 37.1%

6.8%22.1%
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