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September 30, 2020

RESPONSE MEMORANDUM
TO
Bulletin 2020-3

As previously communicated, for all our programs we have implemented procedures to accommodate insureds impacted by this unprecedented event. These include but are not limited to grace periods, waiving of all late fees, and a letter included with billing statements advising insureds to contact us if their employment and income have been directly affected by COVID-19.  We have implemented procedures to adjust due dates or further adjust mileage as needed to ensure that the insured is able to maintain their coverage.
Please find below our current submission for each of our programs as it relates to the recent directive from the Commissioner’s office.
General Public (non-minimum limits) Auto Program
Our general public non-minimum limits auto portfolio has been underperforming loss benchmarks since inception in 2018.  Based on an analysis of experience evaluated as of August 31, 2020, which includes experience from the period after implementation of the SIP Order, the current accident year is running at a 117% loss and loss adjustment expense ratio (119% for auto liability and 116% for auto physical damage) which is considerably higher than the calculated 70.3% permissible loss and expense ratio. 
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Comparing claim frequency for the book of business before and after implementation of the SIP Order does show a reduction in the level of reported claims after implementation of the Order; however, even with this improved claim frequency the book of business is underperforming and is unprofitable.  Given this, we do not believe that offering a premium rebate or reduction would result in a rate that is reasonable and not excessive, inadequate, or unfairly discriminatory.  Rather, offering a premium rebate or reduction would result in a rate charged that is inadequate which violates general ratemaking principles.
General Public (minimum limits) and Affinity Motor Club Auto Programs
[bookmark: _Hlk52345260]Considering the immature age of our general public (minimum limits) programs and the actions already taken in rating a significant portion of our policies at below average mileage bands, we are of the opinion that we are complying with the California Commissioner’s bulletin.
As history, these programs were recently launched in January 2020.  The following table summarizes our sales and the decrease in rated miles that we have built into our program since program launch.  Our plan with these new programs is to sell new policies through an established network of independent brokers as well as to offer policies to insureds previously insured with Occidental Fire & Casualty (“Occidental”) and Transguard Insurance Company of America (“Transguard”) that are serviced by our MGA partner Reliant General Insurance Services (“Reliant”).  
[bookmark: _Hlk52345383]At the beginning of 2020, Reliant had 19,384 vehicles insured with Occidental and Transguard and those vehicles had an average annual rated mileage of 12,102.  A sampling of these policies run through Car Fax data revealed that these insureds drove approximately 12,759 annual miles per public data sources compiled by Car Fax.  Due to the similarity of averages between the Car Fax data review and the average rated miles of the Reliant book of business, we felt the book of business was priced correctly at the beginning of 2020.  However, with the arrival of the pandemic in March and the corresponding decrease in miles driven, we felt the best way to adjust the pricing of our 6-month insurance policies was to lower the annual mileage on policies that were being offered by Response Indemnity through Reliant.  The following table summarizes the impact and shows, for example, that in March 2020, 871 policies or 1,347 vehicles that were previously rated at an average of 12,204 annual miles, were renewed to Response Indemnity with an average of 8,774 rated miles.  The difference in premium between 8,774 miles and 12,204 miles is approximately 20%.  In April 2020, the difference between now charging the insured for an average of 8,481 miles versus a previous term average of 11,727 miles is a premium difference of approximately 15%.  The action of lowering miles on policies that we are offering at renewal is providing insureds, on a go forward basis, with a savings of 15-20%.  Columns (b)-(d) of the following table show the average miles rated for new insureds, while columns (e)-(h) show the averages for customers that elected to renew over from Occcidental/Transguard to Response Indemnity.  Column (i) shows the total growth of in force policies for Response Indemnity in 2020.
	(a) Month
	(b)New Policies Bound
	(c)New Vehicles Insured
	(d)Avg Rated Miles for New Policies
	(e)Renewal Policies Bound
	(f)Renewal Vehicles Insured
	(g)Prior term avg miles rated
	(h)New Renewal term  avg miles rated
	(i)Total In Force Policies

	Jan 2020
	66
	81
	11,019
	
	
	
	
	66

	Feb 2020
	76
	86
	10,504
	
	
	
	
	163

	Mar 2020
	14
	17
	10,676
	871
	1,347
	12,204
	8,774
	931

	Apr 2020
	10
	15
	12,066
	915
	1,527
	11,727
	8,481
	1,798

	May 2020
	42
	70
	11,178
	960
	1,617
	12,004
	8,414
	2,735

	Jun 2020
	122
	135
	10,993
	932
	1,569
	11,737
	8,172
	3,677

	Jul 2020
	141
	222
	10,265
	928
	1,542
	11,902
	8,190
	4,653

	Aug 2020
	256
	430
	9,840
	1,078
	1,686
	11,539
	8,041
	5,701


 
In summary, new policy holders are advising their brokers that they are driving an average of 10,366 miles (column (d) combined average) and we are lowering the mileage of renewals to an average below 8,500 (column (h) average).
Please accept this overview and summary of our new book of business as evidence that we are currently charging our insureds lower than average premiums based on lower than average miles driven in 2020 and that no further overall rate adjustments are necessary at the current time.


I am available to answer questions or provide additional information as necessary.



______________________
Joel A. Vaag, FCAS, MAAA
Senior Vice President & Actuary
Fortegra Financial Group
(904) 673-4897
jvaag@fortegra.com
September 30, 2020
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Experience booked as of August 31, 2020

Auto Liability Auto Physical Damage Total

Calendar/ Reported Projected Reported Projected Reported Projected

Accident Earned Loss Ultimate Earned Loss Ultimate Earned Loss Ultimate

Year Premium Ratio Loss Ratio Premium Ratio* Loss Ratio Premium Ratio Loss Ratio

AY 2018 $2,843,505 126.4% 128.8% $2,433,707 111.3% 111.5% $5,277,213 119.5% 120.8%

AY 2019 $9,915,486 121.4% 128.4% $8,866,842 119.7% 114.7% $18,782,328 120.6% 121.9%

AY 2020 $7,127,415 70.7% 118.8% $6,831,873 132.9% 115.9% $13,959,288 101.2% 117.4%

Total $19,886,407 104.0% 125.0% $18,132,422 123.6% 114.7% $38,018,829 113.3% 120.1%

*Future salvage and subrogation efforts are expected which will reduce the loss ratio for the 2020 AY to projected levels
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