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Explanatory Memorandum – Section I
SOMPO INTERNATIONAL RESPONSE – NAIC GROUP 3219

As ordered in California Bulletin 2021-03, the Explanatory Memorandum response to Section I for the following companies in the Sompo International Group (NAIC 3219) is below. 
Endurance Assurance Corporation (EAC) - NAIC 11551
Endurance Risk Solutions Assurance Co. (ERSAC) - NAIC 43630
Sompo America Insurance Company (SAIC) - NAIC 11126
Sompo America Fire & Marine Insurance Company (SAFM) - NAIC 38997

SECTION I - If your company writes in any lines of insurance specified in Bulletin 2020-8 and has determined no refunds are necessary, please explain and provide any relevant documents - 

· Our California book of business was reviewed to determine how our insureds have been affected by the COVID-19 pandemic.    

GENERAL LIABILITY - As explained in previous reports, SAIC provided General Liability premium relief for the period of March 19 through May 31, 2020, and premium credit applicable to the period from June 1st through June 30th as outlined in Bulletin 2020-08. We communicated the premium credit to our policyholders applicable to this period. In preparation for this report, we reviewed the periods of January through March 2021 as outlined in this same bulletin.  We determined that additional General Liability premium relief is not warranted after June 2020 based on the following:

· With various phased easing of restrictions occurring across California, many businesses have re-opened and others are gradually moving back to normal operations.   It is difficult to address each varying situation with traditional, standard adjustments.   Mid-term exposure updates or General Liability premium audits are the typical methods we employ to reconcile actual changes in exposure.  As in-force policies continue to expire, any COVID-related changes will be captured and reflected using these methods.  Reductions in addition to what the company has already provided will be based on actual audited or reported reductions in risk exposure.
· We have reviewed claim activity between last year and this year.  We have also reviewed the claim activity for the periods prior to the stay at home orders, during the stay at home orders, and during the period of stay at home orders easing.  We find that initial reported claim severity and reported loss amounts are increasing during the stay at home orders period and during the subsequent easing period, relative to the period prior to March 19. In addition, because the ultimate value of General Liability losses increases as time passes between initial report and actual claim settlement, we expect these numbers to increase. 
· In our letters to clients who received premium relief for the period of March 19 – June 30, we asked them to contact us if they had additional information for us to consider on a case-by-case basis.  










WORKERS’ COMPENSATION - In response to Bulletin 2021-03, we have re-reviewed the need for additional workers’ compensation premium relief for the 2020 pandemic period (March – December).  Based on the following, we have determined that Workers’ Compensation premium relief in addition to what was already provided in 2020 is not warranted. 
· Workers’ Compensation premium audits are the natural, built-in vehicle to capture changes in workers’ compensation exposure during the policy term.  With the pandemic now exceeding a full year, policies that incepted prior to the pandemic have now expired and have been (or are being) audited for terms that include the 2020 pandemic period.  Premium audits are finalizing premium based on actual exposures during the pandemic, eliminating the need for additional relief for the 2020 period. 
· A broad presumption of workers’ compensation coverage for COVID-19 claims exists in California.  Throughout 2020, the company continued to receive and handle COVID-19 workers’ compensation claims under policies on which established rates did not contemplate such claims.  
· Although data is still green, our actuarial review of reported claim count data for 2020 continues to support not providing additional premium relief.  
· In letters to clients who received premium relief for the period of March 19 – June 30, 2020, we asked them to contact us if they had additional information for us to consider on a case by case basis.


COMMERCIAL AUTOMOBILE – As explained in previous reports, SAIC and SAFM provided Automobile premium relief for the periods of March 19 through November 30, 2020.  We communicated the premium credit to our policyholders applicable to this period.  In preparation for this report, we completed an updated review of the periods of March 2020 through December 2020 and reviewed January 2021 through March 2021.  We determined that we will provide the applicable premium credit for Small Business Accounts as defined in Section II of this report for December 2020.  We determined that additional Automobile premium relief is not warranted for Middle Market Accounts and Large Casualty Accounts as well as Small Business Accounts starting January 2021 as defined in the Commercial Automobile Insurance portion of Section II of this report.  We have reviewed the claim activity for these segments of business for the periods prior to the stay at home orders as well as during the stay at home orders and easing of the stay at home orders.  We find that the data does not support a reduction in claim frequency or claim severity during the stay at home orders period and during the periods of easing of the stay at home orders, relative to the period prior to March 19, 2020.  

















Lines of Insurance Not Adversely Impacted for All Writing Companies Listed Above
	
	REASONS WHY NOT SIGNIFICANTLY IMPACTED

	Loss Sensitive Programs: Retrospectively rated and large deductible policies (Large deductibles are those of $25,000 or greater for Auto Liability and General Liability and of $100,000 or greater for Workers Compensation)
	Accounts with loss retentions such as large deductibles or retrospective premium rating plans are considered to be out of scope. With a loss-sensitive program design, the insured will directly see reduced insurance cost driven by decreased exposure during the COVID-19 remain-at-home order.

	Property (i.e. - Equipment Breakdown, Scheduled Property Floater) 























	The premium for direct physical loss or damage to property (PD) is based on total insured values (TIV) of the insured property. For those insureds that are not in operation, the temporary suspension of operations and vacancy of the premises does not reduce the TIV of the insured property. There is no depreciation in the value of the insured property. In fact, depending on the type of property (vehicles, buildings) the value of the property may appreciate due to its nonuse. The valuation of the insured property is not impacted. If a building is valued at a million dollars prior to the suspension of operations/vacancy, then the building is still valued at the same amount during or after any reopening assuming no covered PD loss. 

For those properties where operations are temporarily suspended or the premises vacated, the risk of PD is greater. The fact that there are no personnel on the premises can result in a greater risk of PD hazards as there is more chances for problems to go undetected like machinery breakdowns, maintenance issues, mechanical failures, theft, vandalism, water damages, fires, etc.  

The purpose of time element coverage (TE) under a property policy is to pay the insured for its actual loss of revenue based on its operations at the time of the covered PD loss. PD is a trigger for TE and because the risk of PD remains the same or may even be greater at a vacant premise the risk for TE remains unchanged.  Further, revenues naturally can fluctuate during the policy period either increasing or decreasing (due to seasonal/market or other reasons) without any impact to the premium charged at policy inception for the entire policy period. The decrease/increase in revenues due to the emergency orders is part of the inherent nature of the purchase of insurance and does not result in a significant decrease in exposure under the policy. 

	Umbrella and Excess
	The severity driven nature of these lines is not subject to frequency claims and thus would not be susceptible to short swings in insured business revenue or operations.

	Professional Lines and Management Liability
	The COVID-19 Quarantine has not resulted in a substantial decrease in exposure for these lines owing in part to their Claims Made and Reported nature and thus such lines are not in scope.  Further, the only admitted professional lines business we write in the State   is Insurance Agents and Brokers Errors and Omissions coverage.  Risks associated with that coverage have not significantly decreased as insurance is an essential business and as such brokers and agents continue to provide their services.  COVID-19 also creates potential additional risks for brokers and agents arising from coverage disputes related to COVID-19 claims.  Management Liability exposures have also not decreased significantly in part in that officers and directors face potential added liability exposures relating to their actions in addressing the COVID-19 pandemic. 

	Medical Malpractice Insurance
	There is no CA premium for medical malpractice insurance.

	Inland Marine Class
	

	Contractor’s Equipment
	Continue to have exposure and possibly increased; left unattended and no one monitoring for protection.

	EDP / Computer Equipment
	Exposure continues; arguably increased. Still operating remotely most likely and there is no one there to monitor it for protection if a business is shut down. 

	MTC, Contingent Cargo, Transit, Trip Transit
	Exposure continues and have possibly increased. Due to loosened DOT requirements on driving hours plus the general state of shipping a return premium is not in order. 

	WHLL – Warehouse Legal Liability
	This exposure has likely increased in most cases or minimally remained the same since either warehouses are more active or nothing is moving out of them. 

	Builders’ Risk, Installation Floater
	Exposure continues and possibly increased. The site/location is possibly shut down and there is no one there to monitor protection.  
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	Cargo - Most of the accounts are on a reporting basis so they will self-regulate.  

	
	Hull – Lay-up credits are given for ships in port.

	Aviation 
	Lay-up credits are given for aircrafts that are grounded for 30 consecutive days or more.
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