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Summary 

[1] Pursuant to subsection 267.5(1) of the Insurance Act, R.S.N.B., 1973 c. I-12 (the “Act”), the New 

Brunswick Insurance Board (the “Board”) convened a Panel of the Board (the “Panel”) to 

conduct a Written Hearing (the “Hearing”) on August 12, 2019 at the Board’s office, in Saint 

John. The purpose of the Hearing was to consider the rate revision application (the “Filing”), 

requesting approval for an average rate increase of 8.6% based on an indicated rate increase 

of 24.55 % submitted by The Wawanesa Mutual Insurance Company (the "Applicant" or 

"Wawanesa") with respect to automobile insurance rates for Private Passenger Vehicles in New 

Brunswick.  

 

[2] In compliance with the Act, the Board provided Notice of Hearing to the public, the Office of 

the Attorney General (“OAG”) and the Office of the Consumer Advocate for Insurance (“CAI”).   

On July 17, 2019, the OAG notified the Board of its decision to not intervene. The CAI intervened 

and provided a written submission for the Panel’s consideration. 

 

[3] The Panel, after examining the evidence and submissions made by the parties, determines that 

the indication in the amended Application must be modified.  

 

[4]  The Applicant is ordered to incorporate changes to the rate application as noted in paragraph 

[3] above and is approved to adopt the proposed average rate change of 8.6% 

 
 

[5] The approved rates will be effective on January 15, 2020 for both new and renewal business. 
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Exhibits 

[6] In the hearing process, the Panel accepted the following Exhibits as part of the Record as shown 

below: 

 

EXHIBIT DESCRIPTION DATE 

1a Original Filing (Part 1 of 2) April 11, 2019 

1b Original Filing (Part 2 of 2) April 11, 2019 

2 Round 1 Questions from KPMG May 8, 2019 

3 Clarification on KPMG questions May 13, 2019 

4 Round 1 Questions from NBIB May 13, 2019 

5 Response in regard to Ex 03 from 
KPMG May 14, 2019 

6a Round 1 Response to KPMG (Part 1 of 
2) May 14, 2019 

6b Round 1 Response to KPMG (Part 2 of 
2) May 14, 2019 

7 Round 1 Response to NBIB May 16, 2019 

8 Round 2 Questions from NBIB  May 16, 2019 

9 Round 2 Response to KPMG May 16, 2019 

10 Round 3 Questions from KPMG May 22, 2019 

11 Round 3 Response to KPMG  May 23, 2019 

12 Round 4 Questions from KPMG May 28, 2019 

13 Round 4 Response to KPMG May 28, 2019 

14 Round 4 Amended Response to KPMG May 31, 2019 

15 Round 5 Questions from KPMG June 3, 2019 

16 Round 5 Response to KPMG June 4, 2019 

17 Round 6 Questions from KPMG June 4, 2019 

18 Round 6 Response to KPMG June 5, 2019 

19 KPMG Actuarial Review Summary June 6, 2019 

20 CAI Final Submission July 30, 2019 

21 Round 2 Question from NBIB August 7, 2019 
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23 Round 2 Response to NBIB August 7, 2019 

 

1. Introduction 

 

[7] The Board is mandated by the Legislature with the general supervision of automobile insurance 

rates in the Province of New Brunswick. In order to fulfill that mandate, the Board exercises the 

powers prescribed by the Act. One key responsibility for the Board is to ensure that rates 

charged or proposed to be charged are just and reasonable. Under the Act, each insurer 

carrying on the business of automobile insurance in the province must file with the Board the 

rates it proposes to charge at least once every 12 months from the date of its last filing. An 

insurer must appear before the Board when:  

 

a. The Insurer files for a rate change more than twice in a 12-month period, or 

 

b. The Insurer files rates where the average rate increase is more than 3% greater than the 

rates charged by it within the 12 months prior to the date on which it proposes to begin 

to charge the rates, or 

 

c. When the Board requires it to do so. 

 

Procedural History 

 

[8] The Applicant filed this rate revision application for the PPV category on April 11, 2019. The 

original overall indication of the Filing was 23.98% and the Applicant sought an overall average 

rate increase of 8.6%. 

 

[9] Following questions from the Board’s consulting actuaries, the Applicant submitted an 

Amended Filing dated June 4, 2019, increasing its rate indication to 24.55% and the proposed 

selection remaining at 8.68% [Exhibit 16, Record pages 1004] 
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[10] The Board issued a Notice of Hearing on July 4, 2019.  On July 17, 2019, the OAG notified the 

Board of its decision to not intervene. The CAI intervened and provided a written submission 

for the Panel’s consideration. Wawanesa declined the opportunity to provide a written 

submission in addition to the other listed documentary evidence. 

 

[11] The Board convened a Panel of the Board to conduct a written hearing on the matter, which 

took place on August 12, 2019.     

 
 

 

2. Evidence and Positions of the Parties 

   

Wawanesa Mutual Insurance Company 
 

[12] The Applicant's Filing forms the main portion of its submission and the evidence before the 

Panel.  

 

[13] Wawanesa’s Filing set out an overall original indication of 23.98% and it proposed to select an 

average rate change of 8.6%.  As a result of an amendment on June 4, 2019, the overall rate 

indication increased to 24.55% while its proposed selected rate of 8.6% remained the same. 

 
[14] The following sets out the selected rate changes after capping to the existing rates by coverage 

[Exhibit 16, Record page 1007]: 
After Capping  

Bodily Injury (BI)     + 11.35%      

Property Damage (PD)     + 10.76%      

Property Damage – Direct Compensation (DCPD)     + 10.65%    

Accident Benefits (AB)     + 16.03%    

Uninsured Auto (UA)      -   0.01%       
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Collision      +  2.88%    

Comprehensive      +  3.32%    

Specified Perils (SP)      -    0.84%    

Underinsured Motorist (UM) – SEF44      -  0.69%     

Total      + 8.68%            

 

 
 

 
[15] The rate indication calculations contained in the Filing incorporate various assumptions, 

including a target return on equity (ROE) of 12%, a pre-tax investment rate on cash flow (ROI) 

of 3.71%, an investment rate on capital of 3.71% and a 2:1 premium to surplus ratio (Exhibit 6, 

Record page 1012]. Proposed average rates would increase from the current average of 

approximately $799 to approximately $869 after capping [Exhibit 16, Record page 1006].  

 

[16] In its updated summary sheets of August 07, 2019, Wawanesa provided the following 

reasoning for its proposed rate increase [Exhibit 22, Record page 1048] 

 
Our indications have shown some improvement due to our recent rate 
increases, however they still remain high. This suggests our rates are still quite 
inadequate and thus, we are again filing for a rate increase. We are proposing 
no changes to our current algorithm or to our underwriting rules. Rather, we 
will be making modifications to our current rating factors to improve rate 
segmentation. 

 

 

 
The Consumer Advocate for Insurance 
 

[17] The CAI was provided with the Filing and all related documents and provided a written 

submission for the Panel’s consideration [Exhibit 20, Record pages 1035-1036].  

 
3. Analysis and Reasons 
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[18] Following its review of the evidence and deliberations, the Panel determines that Wawanesa 

must amend some of the calculations and methodology used in its Filing as set out herein. The 

Applicant’s proposed rate change of 8.68% is approved. 

 

[19] The Panel addresses each of the relevant issues individually below: 

 

1) Loss Development 

 
[20] As of July 1, 2017, the Applicant made a significant change to its methodology in calculating 

Loss Development for Third Party Liability-Bodily Injury.  [Ex 11, Record page 682-683], with the 

following explanation:  

 

“Rather than using the traditional incurred claims to build the loss 
development triangle, the Third Party Liability – Bodily Injury incurred claims 
were adjusted by the Berquist-Sherman Case Outstanding adjustment. The 
adjustment restated the outstanding case reserves for claims between 0 and 
24 months old. 
 
The necessity of adjusting the average case outstanding is explained by a 
change in Wawanesa’s case reserves process for TPLBI claims as of July 1, 
2017. Prior to July 1, 2017, if our claims staff had no information about the 
claim, they opened the claim at a reserve of $12,500. This opening reserve 
number had not changed for over 10 years, and no longer represented an 
accurate opening reserve. After July 1, 2017, if our claims staff had no 
information about the claim, they opened the claim at a reserve of $32,000. 
The opening reserve of $32,000 was a recommended level from Wawanesa’s 
Corporate Actuarial department. For all BI claims, if Wawanesa staff knew 
specific details about the expected value of the claim, they would set the 
reserves at the expected value of the claim. This has not changed.” 
 

 

[21] This change in approach for early case reserves and loss development was accepted by the 

Panel as reasonable in the circumstances, as a better forecast of ultimate claims. 

 



Page | 8  
 

[22] Wawanesa had incorrectly selected a Third Party Liability-Property Damage(TPL-PD) de-trend 

factor of 5.79% to adjust the TPL-BI case reserves [Exhibit 06a, Record page 352].  Following 

the review by the Board’s consulting actuaries, the Applicant revised its Filing to apply an 

average of the last five year’s severity trends, 6.75%, to adjust the TPL-BI case reserves.  [Exhibit 

19, page 1029] In the view of the Panel, this revised level was appropriate and sufficiently 

supported.   

 
 

 

2) Trends – Third Party Liability, Bodily Injury 

 

[23] The Panel also considered the Applicant’s use of a relatively short period of time for its TPL-BI 

trend analysis; it used its own data and for only 4 years, 2014-2018.  The stated rationale for 

this approach was that this is the period post-minor injury regulation (MIR) amendment. 

[Exhibit 11, page 696]  

 

[24] In most situations, it is preferable to consider longer periods of data. Especially for a long-tail 

coverage such as TPL-BI, the analysis of a longer period of data provides additional information 

that can mitigate the uncertainty in the estimates of ultimate claims inherent in the recent 

accident periods. In the Applicant’s Filing, the fitting of the model with the short period of data 

is sub-optimal, with an R-Square of only 42% and 55% for severity and frequency, respectively.  

[Exhibit 06b, page 422] 

 
[25] In response to questioning from the Board’s consulting actuary, the Applicant performed 

sensitivity testing using alternative trends based on semi-annual data from 2004-2018 without 

seasonality or the reform to the Minor Injury Regulation (MIR).  The result yielded a better R-

Square for both frequency and severity and a decrease of 0.27% in the overall rate indication 

[Exhibit 06a, page 353]. 

 
[26] The Panel recognizes that the length of historical data included in the trend analysis is a matter 

of actuarial judgment and that it has nominal effect on the indicated rate.  Indeed, a different 
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Panel recently allowed the use of the shorter data set for Wawanesa’s Commercial Vehicle 

filing.  The impact in the PPV context is distinguishable and affects the complement of credibility 

analyses.  Therefore, after careful consideration, this Panel requires that the Applicant’s 

indications be restated using the alternative assumptions outlined above in paragraph [25] and 

found at Exhibit 06a, page 353.    

 

3) Trends – Accident Benefits and Collision 

 
[27] The Panel recognizes and accepts the Applicant’s change in methodology in this Filing 

respecting trends for Accident Benefits and Collision coverages.  In the past, Wawanesa has 

utilized a loss cost approach for developing these trends but recently has adopted a 

methodology whereby frequency and severity trends are separately derived.  This approach is 

anticipated to enhance accurate analysis with its more detailed and approach. 

 
4) Large Losses  

 

[28] The Applicant also made a change to the method by which it selects cut-off points for  maximum 

single loss (MSL) and large loss loadings. Where there are relatively few claims, a large loss can 

cause a significant change to an indicated rate, while not necessarily being predictive of the 

future. Wawanesa’s previous approach capped the claims at a selected level and spread the 

actual excess losses over a number of years. Wawanesa’s newly introduced approach is 

grounded on loss distribution fitting and statistical measures. 

 

[29] In response to questioning from the Board’s consulting actuaries, the Applicant performed 

sensitivity testing using a different statistical measure and alternative cap of $297,028 rather 

than the proposed $353,208.    The result was only a nominal increase in the overall rate 

indication by 0.33% [Exhibit 11, Record page 743; Exhibit 19, page 1030]. 
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[30] The Panel recognizes that the treatment of large losses is a matter of actuarial judgment.  The 

similarity of results using the two approaches adds credibility to the Applicant’s choice, and the 

Panel accepts the revision to the Applicant’s methodology for large losses.   

 

5) Unallocated Loss Adjustment Expenses (ULAE)  

 

[31] Another methodology that has been modified by the Applicant since the previous filing is the 

treatment of ULAE.  In the prior filing, the Applicant had use Corporate Actuarial’s inclusion 

rate for their paid ULAE.     In the current filing, the Applicant does not include the ULAE 

inclusion rate.  Wawanesa’s rationale for the change was as follows: [Exhibit 06a, Record page 

354]: 

 

We used the inclusion rate in our indications for a short period of time, 
including our previous filing.  This was based on a figure from our Corporate 
Actuarial team that we believed was excluding expenses from ULAE that did 
not belong in ULAE. We later learned that this was not the actual purpose of 
this figure, as it was meant only for deriving a reserve estimate, and we have 
removed it from your indication process. 
 

 

[32] The Panel accepts the updated approach used as being just and reasonable. 

 

  6) Level of Fixed Expenses 

 

[33] The Panel considered the Applicant’s level of fixed expenses in 2018, which had increased 

significantly since 2017.  This occurred in a context where exposures had decreased.  In that 

year alone, fixed expenses increased from $6,976,213 to $8,958,936.   Wawanesa explained 

this increase as follows: [Exhibit 06a, page 356] 

These increases are due mostly to increases in “Head Office Charges”.  In 
2018, ‘Fixed Expenses – Automobile Personal’ increased by about 9% 
($2,161,413).  Our Head Office Charges increased by 28% ($2,049,454), 
representing nearly the entire increase. 
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Over the past few years, many functions at our head office (HR, Claims, 
Actuarial, Business Transformation etc. (have grown rapidly to better support 
the large company that Wawanesa is and to keep pace with the changes of 
this fast-moving industry.  We do expect this level of expenses to continue 
into the future. 
 

[34] The Panel accepts the justifications from the Applicant at this time.  As exposures are 

decreasing, the Panel encourages future Panels to continue to monitor this factor, to ensure 

the expenses, which directly affect premium rates, are reasonable in all of the circumstances. 

 

 
7) Weights  

 

[35] Since the prior filing, Wawanesa has changed the weights assigned to each accident year for 

Accident Benefits, Specified Perils, Third Party Liability (BI), Third Party Liability (PD), Uninsured 

Motorist and UA.  The rationale for the changes was provided by Wawanesa as follows: [Exhibit 

06a, page 357] 

 

These coverages all have a small number of claims each year, making their 
results more volatile.  As a result, we decided to use more years and apply 
equal weights to bring more stability to their indications.  In the past we 
applied the same weights by accident year for each coverage.  Going forward 
we are considering what is best for each coverage independently when 
making these selections. 

 

[36] At the request of the Board’s Consulting Actuaries, the Applicant performed sensitivity testing 

to determine the effect of the choice of methodology.  If the Applicant had used the same 

weights as last year, the result would be a decrease in the overall indication by 1.70%.   The 

Applicant was also requested to provide an alternative indication based upon volume weights, 

which resulted in an increase to the overall indication by 0.84%. [Exhibit 06a, page 358] 

 

[37] The Panel recognizes that the allocation of weight to prior accident years, particularly in the 

face of volatile data, is an exercise of actuarial judgment and finds that the method utilized is 

reasonable in all of the circumstances.   The Applicant’s statement that “(g)oing forward we are 
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considering what is best for each coverage independently when making these selections” is not 

unreasonable.  As always, the Applicant will be asked to justify its assumptions and 

methodologies and bears the onus to establish that the resulting rates are just and reasonable. 

 

 

8)  Return on Equity (ROE) 

 

 
[38] In her final written submission, the CAI raised a concern regarding the adoption of ROE of 12% 

in the calculation of indicated rates and questioned whether this was reasonable in the current 

market [Exhibit 20, Record pages 1035-1036]. 

 

[39] In reviewing this submission, it was considered by the Panel that the implied ROE based upon 

the Applicant’s proposed rate change will not be 12% but rather will be -0.81% [Exhibit 22, 

Record page 1055].  The Panel is of the view that this result is just and reasonable in the 

circumstances of the current filing.  While there is a variance between the indicated and 

proposed rate increase, the Panel accepts Wawanesa’s rationale: [Exhibit 19, page 1027] 

 
The Wawanesa Mutual Insurance Company is concerned with our current loss 
ratio and market position in New Brunswick Private Passenger Automobile.  
Recent reforms, increased competition from other companies, and increased 
sophistication in rating algorithms have led to a situation where Wawanesa is 
seeing a lower market share and consistently high indications. 

 

 
7) Other Changes 

 

[40] The Panel recognized during the Hearing that a number of other assumptions and calculations 

had been updated or improved in the Applicant’s current Filing.   These had little impact on 

indicated rates but were considered to improve accuracy and consistency.  These changes 

included update vehicle rate group tables to the 2019 CLEAR, allocation of fixed expenses, 

calculating premium trend based a three-year history rather than four years, an adjustment to 
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complement of credibility based on the adjusted prior indicated loss costs, revised differentials, 

discounts and surcharges.   The Panel accepts that, based on the evidentiary Record, these 

changes are just and reasonable. 

 

 

4. Decision  

 

[41] For the reasons set out above, the Panel finds the Applicant’s Filing is not just and reasonable 

in its entirety and therefore orders the following changes to be made: 

 

1) Revise the Filing by amending TPL-BI trends which are based on semi-annual data 

from 2004 to 2018, without seasonality and without auto reform, as summarized at 

page 353 of the Record. 

 

[42] The impact of these changes was calculated during the interrogatory phase as decreasing the 

rate indication to 24.28%. [Exhibit 06a, page 353] 

 
[43] The Applicant is ordered to incorporate changes to the Application as set out above and is 

approved to adopt the proposed average rate change of 8.6 % after capping. 

 
[44] The approved rates will be effective on January 15, 2020 for new and renewal business.  

 

Dated at Saint John, New Brunswick, on August 16, 2019. 

                    
    
 ___________________________________ 
 Brad Woodside, Panel Chair 
 Vice-Chair, New Brunswick Insurance Board 
 

 

 

WE CONCUR: 
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______________________________ 
Ms. Ferne Ashford, Board Member 
 
 
 
______________________________ 
Ms. Elizabeth Turgeon, Board Member 


