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RE: NADC/NADS Money Back Guarantee
Dear Mr. King:

Thank you for your letter of April 9, 2007 and the copy of the Western Insurance
Company contractual liability policy. After our conversation with Mr. Bailey and
reviewing the policy, particularly the endorsement, considerable light was shed on item
14 of the NADC Membership Agreement. Read together, it appears to me that NADC
and Western have entered into an insurance premium refund incentive program by way of
the policy endorsement, the benefits of which are in turn given proportionally to member
dealers pursuant to item 14 of the Membetship Agreement.

Under this type of program, a portion of the insurance policy premium, known as
a premium deposit, is received by Western from the NADC, and held on behalf of the
NADC during the term of the policy. This "collateral reserve" amount ($60.00 per
contract) is available for refund to the NADC at the end of the term, in an amount
dependent on the number of claims that were paid during the term. The NADC then
agrees to distribute any refund it gets from Western to its members, proportionally. This
encourages NADC members to minimize claims and Western is provided with an
enhanced cash flow. :

Other than this premium refund feature, the Western policy is a straightforward
contractual liability policy that reimburses NADC for paid claims. -Cash flow issues
between NADC, Western, and member dealers, however, don’t affect the core question
of whether NADC is acting as an insurer by offering the money-back guarantee program
in conjunction with its dealer members’ unrelated service contracts. The NADC
Membership Agreement also clearly indicates that NADC controls the program and the
dealer assumes no risk by offering the money-back guarantee. Thus, it remains the
Commissioner’s position that the NADC program is offering insurance without a
certificate of authority, and that the member dealers are acting as unlicensed agents for an
unauthorized insurer.
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I will wait fifteen business days for any response you may have to this letter, after
which I will re-present the matter to Ms. Sureau for enforcement action, or you may
simply request a hearing on the matter at any time. Please feel free to contact me if there
is anything further you would like to discuss. My phone number is (360) 725-7048.

Sincerely, : .
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Marcia G. Stickler, JD, LLM
Legal Affairs Division
MarciaS@oic.wa.gov




