


Explanatory Memorandum Part 1 (Excluded Business Segments)

The following segment of Catlin Insurance Company (“CICI“) business include lines of insurance specified in California Department of Insurance Bulletins 2020-3 and 2020-4 where the company has determined that no refunds are necessary: 

[bookmark: _Hlk41803126][bookmark: _Hlk41400574]Professional Liability

[bookmark: _GoBack]Catlin Insurance Company‘s Professional Liability business includes commercial liability coverages, and is written by the Select Professional business unit. 

Select Professional offers E&O coverage to lawyers, realtors and title agents. The company does not believe that premium refunds are appropriate for Select Professional risks for a variety of reasons.  These reasons include no or limited reduction to risk, our exposure base calculation, regular exposure fluctuations/variations within a policy year, claims-made coverage as opposed to loss-occurring coverage, and a potential increase to risk.  

The company has also learned that the types of law firms in the portfolio have generally been successful in transitioning to ‘work from home’ environments and have continued performing legal services remotely, and some have hired additional staff during this time.  Legal services are still required by the insured’s clients despite the shelter-in-place orders.  Real estate services, which were deemed essential, have also continued along with associated title services.  The company has not received any word from it’s program administrator, or directly from these insureds, of being substantially impacted by the shelter-in-place orders.

The exposure base for our policies varies by product from the number of attorneys (lawyers), last 12 months of revenue (Title), and number of realtors or last 12 months of revenue (Realtors, subject to size).  The year over year (“YOY“) variation in exposure for these products can range substantially due to their smaller size.  In 2019, the business unit saw YOY exposure changes in any given renewal month range from -10% to +5.5%.  For individual firms, the range of exposure changes was even greater.  Any exposure change due to shelter-in-place orders is viewed as falling within what we see as normal exposure change fluctuations given the continuation of work described above.

Our claims-made policies provide coverage for services that were performed at any prior point in time, subject to the retroactive date, as well as the current policy period.  If there were a substantial reduction in exposure for a shelter-in-place order, the impact would be reflected in the firm’s renewal application via their exposure base.  Any reduction of risk from that shelter-in-place order would impact the coming renewal where it would be accounted for in the exposure base.  If premium were to be refunded in the current year, the firm would be getting the equivalent of a “double benefit”, now and at renewal, from any inability to perform services.  The business unit does not increase or decrease an insureds premium mid-term due to revenue growth/declines compared to the prior year nor hiring/firing realtors.  Additionally, the lawyers policy language contains a “material deviation” clause whereby the insured is required to notify the company if their exposure has changed +/-50% in the current policy term.  If this notification is received, the policy premium would be accordingly.  No notifications of this sort have been received to date.

Lastly, during times of economic recession or instability the company typically sees professional liability claims increase in frequency and severity.  Given the current environment one could argue that the coming months will bring greater risk to claims arising from design services as claimants are likely to be more aggressive in demands, seeking ways to recoup cash flow, etc.

Given this assessment the company believes that the insurance expense relief sought by the commissioner should not be applicable to this product. 




