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COVID-19 PREMIUM REFUNDS, CREDITS, AND REDUCTIONS REPORT
Explanatory Memorandum
Premium Refund and Reduction Summary
2020 Recap and 1Q 2021 Results
Wawanesa General Insurance Company responded to the onset on the COVID-19 pandemic by taking numerous steps to reflect the reduction in losses among our insureds because of the pandemic and the reduction in miles traveled that ensued.   The measures taken thus far include:
· premium credits of about $29 million granted to our policyholders in amounts from 5 to 15% of premiums earned from March 16, 2020 through September 30, 2020.  These credits have all been applied to customer accounts and are reflected in our 2020 reported results.
· the withdrawal of a pending rate filing requesting an 6.8% increase on April 6, 2020.  Based on our trailing 12 premium volume, withdrawing this rate increase saved our customers roughly $35 million a year in premium. 
· Changes to usage and mileage rating on all customers that notified us of changes in mileage and usage.  By year-end 2020, these changes amounted to 3.6% of premium or about $18 million annually.   We continue to give customers notice of options to reflect changes in usage and reductions in mileage traveled to reduce premiums 
· Providing coverage to policyholders impacted by the pandemic by offering extended payment options and limiting cancellation and non-renewals and extending coverage for personal vehicles used in delivery operations.  

Throughout 2020 these actions saved our customers about $65 million in premium compared to premiums without a pandemic.   In the first quarter of 2021 the impacts of the withdrawn rate filing and usage changes amount to about $13 million in savings from the pre-pandemic rate levels.   We are also among of the most competitively priced private passenger auto carriers in California and the last time our company increased rates was in 2018.
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We reviewed our reported results in 2020 in light of the pandemic and have decided that further refunds are not needed to reflect the reduction in loss activity due to the pandemic. We base this decision on a review of our results and the footnote provided in bulletin 2021-3: 

The Department’s analysis is based upon expected loss ratios for the Private Passenger Automobile line in years prior to the pandemic. This analysis also considered an insurance company’s efficiency standard, plus a 5% profit loading. Using these assumptions, it is apparent that, on the whole, private passenger automobile insurance companies must do more to return premium to their policyholders.




While it is not possible to entirely construct these results from our financial statements, over 98% of our private passenger auto business is in CA, so our total results are reflective of our California results.  Here is a summary of 2020 results for our California private passenger auto business: 
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Our reported UW profit for the year was slightly lessis below than the 5% referenced in the footnote.  A 5% UW profit is also the benchmark we used when deciding on what premium credits should be provided.  

We also compare our expenses to the efficiency standards and note that our UW profit was produced at a lower expense ratio than the efficiency standard allows.  Here is our calculated efficiency standard based on our premium mix.
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Our actual expenses were more than 3% pts better than the efficiency standard.  Based on the footnote, our expected loss and DCCE ratio would be 62.65%, which is more than 4 points below our loss and DCCE ratio. 

As a result of our withdrawn rate increases, the dynamics of our rating plans and the customer-initiated changes in usage and mileage we have seen steady dec4reases in average premiums throughout the pandemic.

While the premium credits provided may seem small in comparison to the reduction in accidents we saw, our actions have reflected our results fairly.  The major driver of the difference between the reduction in frequency of accidents is due to severity being much higher than contemplated in our current rates. 

Our current rates are based on severity results with an average loss date of January 1, 2019.  Industry fast track and our internal results indicate that severity prior to the pandemic had increased by 6-8%.  This increase has steepened post pandemic for injury coverages.  We have also seen that the mix of accidents during the pandemic has shifted to include more severe events on average.    This had led to large increases in average severity, which coupled with our other actions to reduce premiums 

The premium credits provided to our policyholder reflect a comprehensive look at the overall impact of the pandemic on our results, not only based on frequency, but taking into account decrease in average premium and changes in severity.  

2021 1Q Results

While we have not published our 1st quarter financial results, our evaluation shows that first quarter results are in line with our full year 20/20 results.  Our loss and DCCE ratio is likely a point better than 2020 results, while our AOE and UW expense ratio has increased by roughly 1 point.  We are still our providing our services at an expense ratio below the efficiency standard and our UW profit remains around 4%.   Our 1st quarter average premiums are down by over 3% from 1Q 2020 results. 

We are committed to providing exceptional service to our customers at competitive rates.  We are also closely monitoring results so that we don’t benefit unduly from the reduction in accidents due to the pandemic.

Our exceptional service can be seen in our industry leading results in the 2019 DOI Complaint ratio study as well as our status as the leading California carrier in the 2020 J.D. Power Auto Insurance Satisfaction Study.  Our results also indicate that we do this at an expense ratio that is more efficient than the industry average.  

Our overall UW profit indicates that our combination of customer relief measures during the pandemic has struck an appropriate balance between premium credits, a withdrawn rate increase and customer changes which reflect the reduction in driving due to the pandemic, offset by increase severity of losses. 
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Metric Source CA Specific Liability Phys Dam Total Ratio

Earned Premium  Pg 14 Yes 278,664,922 $         197,837,515 $         476,502,437 $        

Incurred Losses Pg 14 Yes 175,164,162 $         140,686,358 $         315,850,520 $         66.3%

DCCE Pg 14 Yes 4,411,218 $             79,215 $                   4,490,433 $             0.9%

AOE IEE No  31,812,459 $           35,836,745 $           67,649,204 $           14.2%

Other Acquisition Exp. IEE No  18,308,912 $           13,025,954 $           31,334,866 $           6.6%

General Expenses IEE No  15,431,783 $           10,980,917 $           26,412,700 $           5.5%

Other Income IEE No  1,464,595 $             1,038,387 $             2,502,982 $             0.5%

Taxes, Licenses & Fees Pg 14 Yes 6,950,179 $             4,930,816 $             11,880,995 $           2.5%

Total AOE + UW 75,449,956 $           63,815,259 $           139,265,215 $         29.2%

UW Profit 21,386,702 $           4.5%
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EP Eff Std

278,664,922   32.55%

197,837,515   32.06%

476,502,437   32.35%

Liability 

Phys Damage

TOTAL
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Coverage Earned Premium Efficiency Standard

278,664,922 $                  32.55%

197,837,515 $                  32.06%

476,502,437 $                  32.35%

Liability 

Physical Damage

TOTAL


