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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 and conducted an Oral 

hearing (the “Hearing”) on October 1 and 2, 2019 at the Crown Plaza, in Moncton. The purpose 

of the Hearing was to consider the rate revision application (the “Filing”), requesting approval 

for an average rate increase of 22.3%, based on an indicated rate increase of 25.6% submitted 

by Facility Association (the "Applicant" or "FA") with respect to automobile insurance rates for 

Private Passenger Vehicles (PPV) in New Brunswick. The FA is an unincorporated non-profit 

association of which every automobile insurer licensed in New Brunswick under the Act is a 

member. Under the Act, the FA is required to provide automobile insurance to owners and 

licensed operators of automobiles who, but for it, would be unable to obtain such insurance 

and the FA shall carry out this obligation in the Province of New Brunswick. 

 

[2] In compliance with subsection 19.71(3) of the Act, the Board provided to the Office of the 

Attorney General (“OAG”), all documents relevant to the Hearing. Pursuant to subsection 

19.71(4) of the Act, the OAG intervened, questioned the Applicant by way of written 

interrogatories and during the Hearing, called their own expert witness, presented written and 

oral submissions, and cross-examined the Applicant’s witness.  The Office of the Consumer 

Advocate for Insurance (“CAI”) intervened as well, adopted the position of the OAG, presented 

an oral submission and cross-examined the Applicant’s witness during the Hearing. 

    

[3] On October 4, 2019, following the Hearing, the Panel ordered the Applicant to provide revised 

overall indications resulting from the following combination of changes: 

 

1) For the TPL-BI coverage: 

a. Maintain the past loss cost trend of 4.9% per annum; and 

b. Modify the future loss cost trend to 2.5% per annum. 

 

2) For the TPL-PD coverage: 



Page | 3  
 

a. Maintain the past and future frequency trend of -1.0% per annum; 
and  

b. Modify the past and future severity trend to 0% per annum, reflecting 
the design matrix on page 933 of the combined record, which can be 
described as 

i. The exclusion of the data point 2005H1; 
ii. Scalar 1 from 2006H1 and onward; 

iii. Scalar 2 from 2014H2 and onward; 
iv. Time 1 from 1998H2 and onward; and 
v. Time 2 from 1998H2 to 2005H2 inclusively. 

 

3) For the TPL BI-PD coverage, modify the standard for full credibility to 3,246. 

 

4) While maintaining the premium-to-surplus ratio of 2:1, modify the ROI 
2.47%, which relies on: 

a. The proportion of government bonds versus corporate bonds as 
reported in MSA Researcher, B04 – Total Canadian Property Casualty 
Industry (Ex ICBC-SAF, Ex Lloyd’s), page 40.22 as at 2018.4 (YTD); 

b. Bank of Canada selected marketable bonds average yields for 1-3 
year, 3-5 year, 5-10 year and over 10 year as at December 30, 2018; 

c. Bank of Canada selected treasury bill yields for 3 months as at 
December 30, 2018; 

d. Corporate bonds nominal yield to maturity compounded semi-
annually as at December 31, 2017 (as available in the CIA Report on 
Canadian Economic Statistics 1924-2017: Final Release – Tables or 
equivalent sources); and 

e. Investment expenses at 0.15%. 

 

[4] The required changes as per above result in a decrease to the Applicant’s overall indication for 

rate increase from 25.6% to 14.4%. 

 

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

the indication proposed by the Applicant must be modified.  

 

[6]  The Applicant is ordered to incorporate changes to the Filing as noted in paragraph [3] above 

and is approved to adopt the revised average rate change of 14.4%. 
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[7] The approved rates will be effective on January 1, 2020 for new business and January 1, 2020 

for renewal business. 

 

Exhibits 

[8] In the Hearing process, the Panel accepted the following exhibits from the Applicant and the 

OAG as part of the record as shown below: 

 

EXHIBIT DESCRIPTION DATE 

1.A Original Filing Part 1.A Mar 29, 2019 

1.B Original Filing Part 1.B Mar 29, 2019 

1.C Original Filing Part 1.C Mar 29, 2019 

2 Round 1 Questions from KPMG Apr 12, 2019 

3 Round 1 Response to KPMG Apr 18, 2019 

4 Round 2 Questions from KPMG Apr 30, 2019 

5 Round 2 Response to KPMG May 6, 2019 

6 Round 3 Questions from KPMG May 9, 2019 

7 Round 3 Response to KPMG  May 13, 2019 

8 Round 4 Questions from KPMG May 14, 2019 

9 Round 4 Response to KPMG May 16, 2019 

10 KPMG Actuarial Review Summary May 22, 2019 

11 KPMG Request - Revised Actuarial 
Justification May 27, 2019 

12 Amendment – Revised Actuarial 
Justification May 27, 2019 

13 Round 1 Questions from OAG July 19, 2019 

14 Round 1 Response to OAG July 26, 2019 

15 Round 2 Questions from OAG Aug 2, 2019 

16 Round 2 Response to OAG Aug 9, 2019 

17 Final Submission OAG Aug 23, 2019 
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18 NBIB Request – Revised Summary Sheets Sept 4, 2019 

19 Amendment – Revised Summary Sheets Sept 4, 2019 

20 FA Questions to OW Report Sept 6, 2019 

21 OW Response to FA  Sept 15, 2019 

22 Final Submission FA Sept 25, 2019 

23 Final Submission OAG Sept 25, 2019 

24 Oliver Wyman Final Submission 2018, 
dated August 27, 2019  October 2, 2019 

25 Table of Reasons  October 2, 2019 
 

1. Introduction 

 

[9]  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. 
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Procedural History 

 

[10]  The Applicant filed a rate revision application for the PPV category on March 29, 2019. The 

original overall indication of the Filing was 25.6% and the Applicant sought an overall average 

rate increase of 22.3% 

 

[11] The Board issued a Notice of Hearing on June 20, 2019 and convened a Panel of the Board to 

conduct an oral hearing on the matter. The OAG and the CAI both provided notice of their 

respective intentions to intervene in the Hearing.   

 

[12] Prior to the Hearing, the OAG submitted two sets of interrogatories to the Applicant, to which 

answers were provided. The Applicant also submitted one set of interrogatories to the OAG, to 

which answers were provided. In addition, pre-hearing written submissions were provided by 

the Applicant and the OAG to the Panel. 

 
[13] The Panel allowed the direct and cross-examination of actuarial witnesses by the parties during 

the Hearing held on October 1 and 2, 2019. Mr. Shawn Doherty, who is a Fellow of the Casualty 

Actuarial Society and Fellow of the Canadian Institute of Actuaries, testified as the expert 

witness for FA. Mr. Rajesh Sahasrabuddhe from Oliver Wyman (OW), a Fellow of the Casualty 

Actuarial Society and a member of the American Academy of Actuaries, appeared as the expert 

witness for the OAG.  

 
[14] No other witnesses were questioned for the purpose of this Filing. 

 

[15] The Hearings regarding FA’s Filings for private passenger vehicles (PPV) and Taxi and Limousines 

Vehicles were held concurrently. Given the commonality of many issues and evidence in these 

two rate Applications, the Panel applied the evidence presented by the witnesses at the 

Hearing in the two matters with respect to the common issues. 
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[16] Finally, the Panel heard brief closing submissions from the Applicant, the OAG and the CAI 

following the viva voce evidence. 

 

 

2. Evidence and Positions of the Parties 

   

Facility Association 
 

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

Panel.  
 

[18] The Applicant presented its Filing to the Board with an overall original indication of 25.6% and 

proposed to select an average rate change of 22.3%.  The following sets out the proposed 

changes to the existing rates by coverage (Exhibit 19, page 897 of the Record): 
 

Before Capping  

Bodily Injury (TPL-BI)     + 30.8%      

Property Damage (TPL-PD)     + 30.8%      

Property Damage – Direct Compensation (DCPD)     + 24.9%    

Accident Benefits (AB)        + 0.5%    

Uninsured Auto (UA)       + 6.3%       

Collision      + 17.5%    

Comprehensive      + 17.2%    

Specified Perils (SP)       + 3.1%    

Underinsured Motorist (UM) – SEF44          0.0%     

Total       + 22.3%            
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[19] The indicated rates contained in the Filing are estimated assuming a target return on equity 

(ROE) of 12%, a pre-tax investment rate on cash flow (ROI) of 1.73%, an investment rate on 

capital of 1.73% and a 2:1 premium to surplus ratio (Exhibit 19, page 903 of the Record). 

Proposed average rates would increase from the current average of approximately $2,428 to 

approximately $2,970 (Exhibit 19, page 896 of the Record).  

 

[20] In its Final Submission made to the Board, the Applicant provided the following reasoning for 

its proposed rate increase (Exhibit 22, pp.  952, 953 and 955 of the Record): 

The Facility Association Residual Market’s (FARM) role in the market place is to 
guarantee the availability of automobile insurance to those eligible to obtain it, 
acting as the market of last resort. A healthy and competitive voluntary market 
keeps the FARM’s size relatively small. For 2018, FARM’s share of the New 
Brunswick private passenger market premium was 2.9%, and the results of that 
premium is shared with the voluntary market. […]  

It is important, in our view, that FARM rates are set to generate an appropriate 
return to ensure a properly functioning market, and to provide an appropriate 
signal to drivers of the risk profile they present, which is largely a factor of their 
driving behaviours. It is important to note that over the period 2008-2017, New 
Brunswick (NB) FARM private passenger vehicles had collision frequencies that 
were 2.3 times higher than NB industry private passenger vehicles, and bodily 
injury claims frequencies that were 3.6 times higher than NB industry private 
passenger vehicles.  

[…] 

That said, FA’s estimates of accident year (indemnity only) loss ratios for NB 
Industry PPV experience (as at Jun 30, 2018) also indicates an 
industry-wide rate deficiency for the most recent accident years. In particular, 
we note a significant deterioration between 2013 and 2014 coincident with the 
Minor Injury reform (effective July 1, 2013). The average indemnity-only loss 
ratio over 2014 to 2017 is 74%. We have estimated an industry target 
indemnity-only loss ratio (for a 12% post-tax ROE) of 60%, which would support 
a view that industry rates for PPV in NB in 2017 were approximately 20 to 25% 
deficient.  

Indemnity-only loss cost trends based on the FA selected models suggests total 
loss costs increasing at approximately 4.4% per year, implying that from 2017 
to 2021, loss costs will increase a further 19%. This will be partially offset by 
approximately 1 to 2% of annual net premium trend (excluding rate) increasing 
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average written premium by 3-8%. This suggests that, without rate increases, 
loss ratios will deteriorate another 6-8 points and leave rates over 35% deficient 
by 2021.  

 […] 

We believe it is critical to our mission to ensure that FARM private passenger 
rates are appropriately set, to provide incentive for voluntary market insurers 
to write the business and for individual drivers to adjust their driving behaviours 
to help reduce their frequency of claims, and potentially the severity of claims, 
where collisions do occur.  

Rate levels that are properly aligned with the associated risk level (i.e. aligned 
with relative levels of loss costs) provide incentive for those drivers who exhibit 
driving behaviours that are aligned with higher loss costs to alter those 
behaviours with a goal of reducing their premium, which benefits the greater 
society (in that the number traffic accidents might be reduced, and / or the 
severity of traffic accidents that occur may decrease). That is, relative rate / 
premium levels can act as a signaling mechanism to drivers in relation to their 
behaviours behind the wheel.  

The FARM average annualized earned vehicle count over the period 2009-2017 

was approximately 7,100, out of an industry average of 469,000. FARM private 
passenger drivers in New Brunswick over the period 2009-2017 generated 
claims frequencies that were 2.3 times higher than industry PPV for collision, 
and 3.6 times higher than industry PPV for bodily injury. These coverages are 
for claims arising from traffic accidents where the FARM driver / policyholder 
was at fault. We believe it is reasonable that their premium levels should reflect 
this, and, importantly, signal that their driving behaviours should be modified.  

  
[21] The Applicant submitted that the Filing was prepared utilizing sound actuarial methods and 

practices, that the assumptions contained therein are reasonable and that the Filing has been 

completed in accordance with the Board’s RFG 1 Rate Filing Guidelines.  

 

Office of the Attorney General 

 

[22] The OAG was provided with the Filing and all related documents. The OAG was also given the 

opportunity to further query the Applicant through a written interrogatory process, which 

provided for two rounds of interrogatory questions and answers. At the conclusion of the 



Page | 10  
 

interrogatory process, and prior to the Hearing, the OAG made a final written submission to the 

Board summarizing its position. Finally, the OAG was provided an opportunity to present its 

evidence through questioning of its witness, actuary Mr. Rajesh Sahasrabuddhe, and to cross-

examine Mr. Shawn Doherty, the witness for the Applicant, at the Hearing. 

 

[23]  The OAG’s final written submission challenged the Applicant’s position on the following issues 

(Exhibit 23, pp.  995 to 1014 of the Record): 

 
1) Selection of assumptions and methodology to estimate the ultimate loss 

amounts for TPL-BI and AB 
2) Loss trend selection for  

a. TPL-BI coverage 
b. TPL-PD coverage 
c. Collision coverage 

3) Selection of complement of credibility  
4) Selection of full credibility standard for the TPL BI-PD 
5) Treatment of premium financing fees 
6) Treatment of servicing carrier handling and processing fees; and 
7) Pre-tax investment income rate on cash flow and capital. 

 

[24] In its final submission, the OAG summarized its findings and conclusions to the Panel as follows 

(Exhibit 23, page 989 of the Record): 

 
We reviewed the rate level indications developed by FA, and, in so doing, 
examined all aspects of FA’s ratemaking procedure. There are several aspects 
of FA’s analysis of its rate level needs where we believe that alternate 
calculations and/or assumptions should be considered by the Board. 

Following FA’s general methodology for determining its rate level needs, but 
with alternate assumptions, judgments, and calculations that we believe to be 
more appropriate, we find its overall rate level change need to be less than 
the +22.3% change proposed by FA. In this report, we present the basis for our 
conclusion. Our findings are based on the information contained in the 
application, responses provided by FA to our questions, and our review of 
insurance industry statistical experience in New Brunswick as published by the 
General Insurance Statistical Agency (GISA).  
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[25] Finally, the OAG suggested to the Panel that should it find the alternative assumptions 

presented by its expert actuary more reasonable than those presented by the Applicant, the 

Applicant should be directed to re-state the above noted rate level change indications and the 

Panel should consider those re-stated indications in reaching its decision on the present Filing. 

 

Consumer Advocate for Insurance  

 

[26] The CAI participated in the Hearing and challenged the Filing submitted by the Applicant. 
 

[27] The CAI submitted that the rate increase requested by the Applicant is unfair and that the 

insurance rates in New Brunswick must be just and reasonable. In her Closing Submission, the 

CAI argued as follows: 
 
The New Brunswick Insurance Board must ensure that rates charged or 
proposed to be charged are just and reasonable.  FA is asking the Board for 
a 20.3 percent increase for PPV […].  Those are significant increases for the 
consumer.  Passing a premium for PPV for $2,430 to close to $3,000 […]. 

    
During the last two days, the Board has heard evidence explained and put 
forward by actuaries, on one side FA’s actuary and on the other side the 
actuary of the Attorney -- of the Office of the Attorney General.  They both 
presented different alternatives and assumptions.  The Office of the 
Consumer Advocate for Insurance is supporting the position and the 
alternatives put forward by the actuaries of the Office of the Attorney 
General.  Those alternatives are based on data and are to the benefit of the 
consumers. 
 
We must keep in mind that FA represent the last option for a consumer for 
the PPV […]. Consumers cannot shop around.   
 
Insurance is mandatory […].  We submit to the Board that when deciding it 
must look that everything is fair and reasonable, and fair and reasonable also 
for the consumers. 

      
We certainly don’t want to have rates too high and consumers starting to 
drive without insurance.  We submit to the Board if the rates are not -- if the 
premium and rates are not affordable, it means that the rates are not 
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reasonable.  So we submit that the rate increase asked by FA are neither just 
nor reasonable. 

[TRANSCRIPT of October 2, pp. 348-350] 
 
 

3. Analysis and Reasons 

 

[28] The Panel has reviewed all of the written evidence before it, the viva voce evidence provided 

at the Hearing, and the submissions of the parties.   

 

[29] In giving their evidence, the witnesses for both parties testified as to the validity of their 

assumptions and actuarial methodologies and, under cross-examination, answered questions 

challenging their positions, notably on the appropriateness of the actuarial approaches and 

methodologies used.  

 

[30] The Panel recognizes the actuarial expertise of the witnesses of the Applicant and the OAG for 

the purpose of the present Hearing. The Panel’s decision reflects that neither expert opinion 

was accepted in toto, and that each assumption and methodology decision is laced with layers 

of data, assumptions and judgement. As set out below in more detail, on some issues, the Panel 

accepted the Applicant’s evidence as satisfying its evidentiary burden of just and reasonable, 

while on others, the Panel accepted contrary positions, and finds that the Applicant failed to 

meet its burden of proof. 

 

[31] In the present matter, the Panel of the Board determines that FA must modify some of the 

assumptions, calculations and methodology used in its amended Filing. The Applicant was 

consequently ordered to provide the Board with the calculations resulting from those 

amendments on October 4, 2019.  

 

[32]    The Panel addresses each issue individually below: 

 

1. Estimates of Ultimate Loss Amounts for TPL-BI and AB 
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[33] In arriving at ultimate loss amounts estimations, experts in actuarial science can consider 

various estimation methods including, but not limited to, the Link Ratio Method (LRM, also 

known as the Incurred Loss Development Method), the Expected Loss Ratio Method (ELR), the 

Bornhuetter-Ferguson Method (BF), the Weighted Method, and the Zero Incurred But Not 

Reported Method (Zero IBNR). Each of these five methods has its own strengths and 

weaknesses, leading different actuaries to adopt different methods in calculating the ultimate 

loss amounts. 

 

[34] In selecting its ultimate PPV losses, as it did in previous years filings, the Applicant opted to 

adopt their Appointed Actuary (AA)’s selected ultimate NB PPV losses by accident half-year and 

coverage, evaluated as of September 30, 2018. Having considered the above noted ultimate 

loss amounts estimation methods, the Applicant subsequently made its final assumption 

selection of the ultimate loss for every accident half-year. In making its selection, the 

Applicant’s AA notably considered the ultimate loss estimation methodologies as described 

above and proceeded to select his “best estimate”. In this instance, the AA relied generally on 

the LRM for older accident years for Accident Benefits and in the case of BI used the Zero IBNR 

method, and the BF or the Weighted Method for more recent accident years (Exhibit 1b., page 

241 of the Record). The Applicant provided details of its process in its Final Submission to the 

Board (Exhibit 22, page 958): 

The default valuation methodologies for ages 3-21 is the weighted method. Our 
rationale for preferring this method rather than the B/F method is that it allows 
for explicit control of the weight given to the link ratio estimate vs the a priori 

estimate. In contrast, the weight given to the a priori estimate in the B/F 
method, is a function of the selected cumulative development factor, which 
itself is a function of all link ratios selected as applicable for the link ratio 
methodology. 

 
[35]   The OAG raised concerns with the general process adopted by the Applicant to estimate 

ultimate loss amounts. More specifically the OAG disagreed with (1) the Applicant’s selection 

of a priori expected loss ratios (also referred to as initial expected loss ratios (IELRs)) and (2) 



Page | 14  
 

the Applicant’s selection of ultimate loss estimates based on the BF Method versus the 

Weighted Method.  

 
• Selected A Priori Expected Loss Ratio Assumptions for TPL-BI and AB 

 

[36] The Applicant applied the loss trend rates selected for this Filing as part of the ELR Method, 

taking the last six years of available data and weighting them equally. Judgement was applied 

to determine how many periods to include in the average and, also, whether outliers should be 

considered to adjust the weights. This methodology resulted in an increase in its base TPL-BI 

IELR from 43% to 47% when compared to the IELR assumption from the previous internal 

analysis. A similar increase was observed with the AB IELR, which increased from 62% to 67% 

in the current Filing when compared to the previous internal analysis (Exhibit 1b., pp. 219 and 

245 of the Record). 

 
[37] Due to the ripple effect of the selected trends on the estimation of IELRs, the OAG submitted 

that should the Board find some of the loss trend rates selected by FA to be unreasonable, the 

estimates of ultimate loss amounts derived using methods that rely on these trends would need 

to be modified accordingly. (Exhibit 23, page 996 of the Record). 

 
[38] The Panel finds the methodology adopted by the Applicant to determine the IELR to be 

actuarially sound and finds it to be reasonable. The Panel also recognizes the ripple effect from 

trend decisions, which, when differing from the Applicant’s submission, would need to be 

reflected in the calculations of the IELRs. 

 

• BF Method versus the Weighted Method 

 

[39]  The Applicant’s assignment of weights in the Weighted Method applies an arbitrarily higher 

weight on the ELR Method, while the BF Method assigns an implicit weight based on 

development patterns that were judgmentally selected based on actual historical patterns. 
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[40] The OAG argued that higher estimates for the ELR Method resulted in higher estimates of both 

the BF Method and Weighted Method, particularly so on the Weighted Method due to the 

increased weight applied on the ELR Method, based on judgement. During the Hearing, the 

OAG suggested that the Applicant’s selections results in systematically yielding the highest 

estimate of the different valuation ultimates. 

 

[41] In response to the OAG’s argument, the Applicant submitted as follows (Exhibit 22, page 958 

of the Record): 

[…] we counted the number of times the FA selection was the highest of the 
Link Ratio, B/F, and Weighted methods for accident halfs 2014-H1 to 2017-H1 
for valuation ages 6 months to 21 months (these estimates were readily 
available via another valuation research project undertaken). For FARM NB 
PPV, the FA selected was the highest 26% of the time (48% for AccBen, the 
specific coverage identified by OW). We would view this as support that our 
valuation approach is NOT biased, and does not focus on selecting the highest 
of possible estimates. 

 

[42] In light of the above, the Panel finds that the Applicant’s application of judgement and 

application of methodology was not an effort to bias results. The Panel finds that the Applicant 

meets its onus of demonstrating the reasonableness of its methodology and selections of 

estimate of ultimate loss amounts and therefore accepts FA’s selections.  

 

 

2.  Selected Loss Trend Rates 

 

[43] The selection of loss trend rates requires the analysis of past data and the application of 

professional judgement in order to select trend rates for each coverage by separately selecting 

and then combining frequency and severity trend rates, representing past experience and 

future expected results. 
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[44] In its loss trend analysis, the Applicant used a regression model applied to industry PPV ultimate 

frequency, severity and loss cost experience over the past 20 years, as of June 30, 2018. The 

Applicant then proceeded to apply the same trend rate for past and future periods for all 

coverages.  

 

• Third Party Liability - Bodily Injury 

 

TPL-BI - Frequency 

 

[45] For the frequency trend rates for TPL-BI, the Applicant based its regression analysis on a 20-year 

period of historical data, and did a three time-period segmentation, with cut-offs at 2003-H2 

and 2013H2. The Applicant selected a past and future trend rate of -6.3% for the period 

beginning of 2013-H2 to 2018-H1 (Exhibit 1.C, page 351 of the Record). The OAG did not dispute 

the Applicant’s model. 

 

TPL-BI – Severity   

 

[46] For the TPL-BI severity trend rate, FA also based its regression analysis on a 20-year period of 

historical data, using the same segmentation periods and cut-offs as for its frequency model. 

For the latest period, beginning July 1, 2013 and onward, the Applicant selected a past and 

future trend rate of +11.9% (Exhibit 1.C., page 353 of the Record). FA’s proposed model 

derived an adjusted R-squared of 0.873 and p-values between 0.0% and 0.4%. 

 

[47] In its Final Submission (Exhibit 23, pp. 999-1001 of the Record), the OAG suggested 

shortcomings with the FA severity model. Firstly, it indicated that the model does not appear 

to fit the underlying severity data well over the period of 2004 to 2010. It also raised that the 

model was overly sensitive to the increase in severity levels at 2015-H2, causing an inflated 

trend indication, and that the proposed model was inconsistent with the model presented by 

FA in its previous Filing. The OAG further submitted that an issue with FA’s current model is 
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that it fails to account for the one-time shift in costs between 2015-H1 and 2015-H2, resulting 

in the assumption of a continuous trend rate of 11.9% in the future. 

 
 

[48] The OAG produced a severity model of the same form as that presented by FA in its previous 

Filing, with scalar parameters of -42.5% at 2003-H2 and of +26.4% at 2015-H2. The severity 

model proposed by the OAG resulted in an annual trend rate of +5.3%. The statistical results 

derived by this model were an adjusted R-squared of 0.888, p-values at 0.00. (Exhibit 23, page 

1000 of the Record).  

 

TPL-BI - Loss Cost 

 

[49] When considering its frequency and severity models in tandem for its final selection, the 

Applicant derived a loss cost model that resulted in past and future trend rates of +4.9% with 

an R-squared value of 0.944 (Exhibit 1.C, pp. 348-349 of the Record). The OAG presented a 

fitted loss cost model that resulted in a past trend rate of -0.8% (rounded to 0.00% due to 

uncertainty in GISA reported data) and selected a future loss cost trend of 0.0%, obtaining an 

R-squared value of 0.943 (Exhibit 23, page 1002 of the Record).  

 
[50] The Panel finds that from a statistical standpoint, both the Applicant’s and the OAG’s loss cost 

models result from their actuaries’ application of fair and reasonable judgement and finds the 

models to be both statistically supported and equally valid.  In these particular circumstances, 

the Panel recognizes the uncertainty in the estimates of future trends. The Panel therefore 

requires the Applicant to maintain the past loss cost trend of +4.9% per annum; and modify 

the future loss cost trend to +2.5% per annum. 

 

• Third-Party Liability - Property Damage 

 

TPL-PD – Severity  
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[51] For the severity trend rates for TPL-PD, the Applicant based its regression analysis on a 20-year 

period of historical data, with no scalar parameters or cut-offs. The Applicant selected a past 

and future trend rate of +4.5% (Exhibit 1.C, page 361 of the Record). The R-squared obtained 

from this model is of 0.763 (adjusted R-squared = 0.757). 

 

[52] The OAG disagreed with the Applicant’s selected severity model and argued the presence of 

shortcomings in the FA model, including that FA’s model is highly influenced by the period 

preceding 2005, when DCPD was introduced, that the model does not appear to fit the data well 

in the period subsequent to  2005, and that the model differs significantly from the one 

presented by the Applicant in its previous rate application, where a trend rate of +2.9% was 

accepted by the Board (Exhibit 23, page 1003 of the Record). 

 
[53] The OAG suggested a model using the same period as FA, but with two scalars at 2006-H1 (76% 

increase) and 2014-H2 (32% increase). OW’s model results in an adjusted R-squared of 0.863 

and p-value of 0.00 (Exhibit 23, page1004 of the Record).  

 

TPL-PD - Frequency  

 

[54] For the TPL-PD frequency trend rate, FA also based its regression analysis on a 20-year period 

of historical data, using a cut-off at 2005-H1. The Applicant selected past and future trend 

rates of -1% (Exhibit 1.C., pp. 359 of the Record). FA’s proposed model derived an adjusted R-

squared of 0.989 and a p-value of 0.0. The OAG did not dispute the Applicant’s selected 

frequency trend rate (Exhibit 23, page 1004 of the Record). 

 

TPL-PD - Loss Cost 

 

[55] When considering its frequency and severity models jointly for its final selection, the Applicant 

derived a loss cost model that resulting in past and future trend rates of +3.5%. The OAG 

presents a fitted loss cost model that results in past and future loss cost trend rates of -1%.  
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[56] During the Hearing, Mr. Doherty conceded the validity of the OAG model and stated as follows:  

 
Q. - So if we can turn to page 1,004 of the PPV record.  Figure 5 I believe is Oliver 

Wyman’s suggested model? 
        A.  Yes. 
 
Q. - And they measure a trend rate for PD severity at 5.1 percent? 
        A.  I believe they estimated it. 
 
Q. - Okay.  And that’s a reasonable estimation? 
        A.  Yes, the model looks fine. 
 
Q. - And they have a scalar at 2006, I believe, the second half of 2005 to account 

for a lift in the data? 
        A.  I believe so, yes. 
 
Q. - And you find that reasonable? 
        A.  Yes. 
 
Q. - And the same for the lift in 2014? 
        A.  Yes.  This is coincident with the -- I believe it is similar to the issue on 

the bodily injury and it could be related to claim counts because 
companies will be reporting bodily injury and tort property damage 
potentially claim count issues the same way so you might be seeing the 
same thing here, I don’t know.  Didn’t spend any time on it.  But, yes, 
this is a perfectly valid model.  It’s fine. 

 
Q. - So if we look at their trend line from 1998 to 2005, they are saying it is 5.1 

percent and you take no issue with that? 
        A.  No. 
 
Q. - But then they are saying it’s flat -- essentially flat from there on? 
        A.  Yes. 
 
Q. - And you find that -- 
        A.  Well it’s two different periods and an increase of I don’t know, what is 

that, 76 percent, is that correct?  What’s the increase between 2015 and 
-- there is some big jump.  There is a couple of big jumps in there.  But, 
yes, it’s -- you know, model it as a trend or model as steps, it’s fine.  Like 
I said, this is a perfectly valid model. 

 
[TRANSCRIPT of October 1, 2019, pp. 122-124] 
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[57] The Panel therefore accepts the loss cost model presented by the OAG and orders the 

Applicant to apply a past and future loss cost trend of -1% for the TPL-PD coverage. 

 
 

• Collision 

 

Collision - Frequency 

 

[58] For collision, the Applicant again used a 20-year period for its regression analysis, and used a 

four time-period segmentation, with cut-offs at 2001-H1, 2005-H1 and 2013-H2. The Applicant 

selected a past and future trend rate of 3.2% for the period beginning 2013-H2 to 2018-H1 

(Exhibit 1.C, page 423 of the Record), obtaining an adjusted R-squared of 0.895 and p-value 

under 5% for the full trended period. 

 

[59] In its Final Submission to the Board, the OAG submitted that the Applicant’s model presented 

some shortcomings. The OAG notably suggested that FA’s frequency model, exhibiting a high 

degree of variability over the past 15 years, was overly complex and fitted the noise in latest 5-

year period rather than capturing the signal. Furthermore, the OAG argued that too much 

weight was attributed to the recent development and that FA’s current model was inconsistent 

with the one it presented in the previous year’s filing. (Exhibit 23, pages 1005 and 1006 of the 

Record.)  

 
[60] The OAG suggested a model using the same time-period as the Applicant for the collision 

frequency trend, but introduced a cut-off at 2004-H2. The annual trend rate obtained using this 

fitted frequency model is of +0.6% and the statistical values obtained from this proposed model 

are an adjusted R-squared of 0.884 and p-value of 0.00. (Exhibit 23, page 1007 of the Record.)  

 

Collision – Severity   
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[61] For the collision severity trend rate, FA also used the same trend period and introduced cut-

offs at 2001-H1 and 2005-H1. Pursuant to its model, the Applicant selected past and future 

severity trend rates of +2.0% (Exhibit 1.C., page 425 of the Record). FA’s proposed model 

derived an adjusted R-squared of 0.961 and a p-value of 0.0. The OAG had no issues with the 

Applicant’s selected collision severity model or its implied trend rate (Exhibit 23, page 1007 of 

the Record). 

 

    Collision - Loss Cost 

 

[62] Considering the frequency and severity jointly, the Applicant derived its loss cost model and 

selected a trend rate of +5.3%. Based on its loss cost model, the OAG selected past and future 

trend rates of +2.5%. 

 
[63] The Panel respectfully disagrees with the OAG’s argument that too much weight has been 

placed on the most recent data points by FA in its collision frequency model, given the short 

tail nature of the coverage.  

 
[64] Furthermore, given the correlation between the collision and the DCPD coverages, in its 

analysis, the Panel reviewed the Applicant’s trend selection for DCPD. The Panel notes that 

the Applicant measured and selected DCPD trends of +3.1% for severity, +1.9% for frequency, 

and +5.1% for loss cost (Exhibit 1.C, page 364 of the Record). In its Final Submission the OAG 

accepted FA’s trend model for DCPD (Exhibit 23, page 1004 of the Record) and did not dispute 

the Applicant’s trend selection for this coverage at the Hearing. The Panel finds that the loss 

cost trends obtained through the Applicants’ DCPD modeling aligns with the collision loss cost 

trends. The Panel therefore accepts the Applicant’s loss cost trend selection for the collision 

coverage.  

 
 

3. Complement of Credibility for TPL-BI 
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[65]  To the extent that the insurer’s own experience is not fully credible, the insurer must select a 

complement of credibility in order to be considered fully credible. FA, lacking data to reach the 

full credibility standard for TPL-BI, assigned the balance of credibility to the prior projected loss 

ratio that it determined to be reasonable in the prior filing, adjusted for the approved rate 

change and the net loss/premium trend since the effective date of its last rate change.  

 

[66] In its current Filing, the Applicant included two sets of indications based on two different 

complements of credibility for TPL-BI. The first set used its best estimate of loss ratios from the 

previous year’s filing, resulting in a complement of credibility of 55.1%. The second set used 

the loss ratios from the previous year’s filing after adjustments to incorporate the Board’s 

Hearing Decision of November 15, 2018, resulting in a complement of credibility of 47.7%. The 

Applicant indicated at the Hearing that while the Applicant’s indication was based on the first 

set, the Applicant’s selected proposed rate change is based on the second set consistent with 

the prior years’ Board Decision with respect to FA’s PPV Rate Application. 

 

[67] The OAG acknowledged that FA selected a proposed rate change of +22.3%, using as the 

complement of credibility a loss ratio consistent with the Board’s November 15, 2018 Decision, 

and therefore considered the rate level indication to be +22.3%, the same as the proposed rate 

change. The OAG also surmised that the complement of credibility should be adjusted for the 

approved rate change and the net loss/premium trend since the effective date of the previous 

rate changes (Exhibit 23, page 1008 of the Record).   

 
[68] The Panel finds the Applicant’s selection to be consistent with the Board’s Decision of 

November 15, 2018. The Panel also recognizes that ripple effects from trend decisions, when 

differing from the Applicant’s submission, would be reflected in the calculations of the 

complement of credibility and requires the Applicant to revise its complement of credibility 

accordingly.  

 
 

4.  Standard of Credibility for TPL-BI and TPL-PD 
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[69] In its prior Rate Application, the Applicant utilized a credibility standard of 3,246 for the TPL-BI 

and TPL-PD coverages combined, but selected to decrease the credibility standard to 2,164 for 

the combined TPL-BI and TPL-PD coverage in the current Filing. In its answer to the Board’s 

consulting actuary’s questioning of this change, Mr. Doherty explained as follows (Exhibit 9, 

page 743 of the Record):  

 
With respect to the full credibility claim count for BI and PD where PD in this 
case does not include third party vehicular damage (due to a DCPD coverage), 
FA actuarial uses the same full credibility standard claim count of 2, 164 that 
we used for standalone BI, although I understand that with some prior decision 
by the NBIB was based on a cull credibility count standard of 3, 246 for BI and 
PD (we used 3,246 for a TPL cover which includes third party vehicular damage 
– we understand this to be common actuarial practice.  

 
[70] The OAG argued in its Final Submission that this change was unsupported by the Applicant 

(Exhibit 23, page 1008 of the Record). 

 

[71] At the Hearing, Mr. Doherty testified as follows:  

 
[…] in this case we split out the DCPD, the vehicular damage into a separate 
piece.  And we assign a full credibility number of 1,000 to that.  So with third 
party liability in total, we say 3,000 is sufficient for full credibility.  We separated 
one component of it, DCPD and we say that needs 1,000 claims for full 
credibility.  Does it make sense that what remains in third party liability should 
still have 3,000 claims, because if we do that, then we are saying just because 
we moved DCPD out of third party liability, now we need 4,000 FARM claims 
for full credibility as opposed to 3,000.  And all we have done is suggested it 
should be 2,000 for bodily injury and PD and 1,000 for DCPD.  So it is still 3,000 
claims in total for full credibility. 
 

[TRANSCRIPT of October 1, 2019, pp. 31-32] 
 
It’s more with -- consistency with third party liability and then splitting the 
component parts.  And again as I tried to explain this morning, you know, third 
party liability, when you have those three components together, if we say 3,000 
odd claims is sufficient for full credibility, then if you remove one component 
of that and say this needs 1,000, why does this still 3,000.  Why do you need 
now 4,000 claims for full credibility when all you have done is you have split the 
coverage?  That’s the whole argument.   
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[TRANSCRIPT of October 1, 2019, pp. 136-137] 
 

[…] we would view experience that settles quickly and has a narrow band of 
potential costs as being kind of low risk.  So if you think about a physical -- 
physical damage to your vehicle.  The vehicle typically has a value between -- 
you know, I have got -- my vehicles are worth about $1,000.  And I am sure 
there is people in the room that have vehicles worth $70,000.  But it is kind of 
a narrow range of what the actual severity can be.  And so if it is a fender 
bender, maybe it is 1,000 bucks or a couple thousand bucks.  And if it is a 
complete write off, maybe it’s $70,000.  You have got kind of a narrow scope 
on what the severity could be.  And the frequency you know about -- like the 
claims you know about very quickly.  So there is not a lot of uncertainty with 
respect to knowing whether or not you have had a claim.  It might be -- you 
know by 12 months of age or 24 months of age of an accident year, you have 
pretty much got all of the information.  And so we don’t need a lot of experience 
there for the uncertainty associated with it.  And so we are comfortable with it.  
If we have got a number of claims this could be a pretty good sample of what 
we would expect. 
 
  CHAIRPERSON:  So a longer tail severity distribution would mean a higher risk, 
is that correct? 
        A.  Yes.  And so typically we would say the physical damage ones are -- the 
one times accident benefits type thing which can go on for a while because you 
have got some medical expenses and stuff like that.  And there is a lot more 
variability in it.  We make that a 2.  And then bodily injury on its own, we would 
make that a 3.  But if you put bodily injury in with some of these property 
damage coverages, now you have got something that is more lumpy.  You have 
almost got bimodal.  You could have something down here in the physical 
damage and you have got something over here on the -- on the bodily injury.  
And so when we do third party coverage collectively we would say three times 
but separate out BI on its own, we would say 2 times.  And DCPD one time 
because it is a physical damage type cover. 
 
CHAIRPERSON:  Okay.  So by removing DCPD from third party liability, would 
that reduce the tail of the severity and distribution? 
        A.  It separates them out.  So again it’s kind of -- the severity becomes kind 
of bimodal when you put them together.  There is a lump down here at a low 
severity because of the physical damage stuff there may be some minor bodily 
injury.  And you have got another thing over here for the large liability claims.  
If you remove these ones, then it -- then it shifts over to here.  And so we need 
more claims to reflect that.  But we are comfortable with twice as many as we 
have for physical damage. 

 
[TRANSCRIPT of October 1, 2019, pp. 182-184] 
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[72] On the same issue, Mr. Sahasrabuddhe explained as follows at the Hearing: 

 
A.  Yes.  So in this Filing, the applicant has changed the full credibility standard 
from -- again using round numbers -- from 3,000 claims to 2,000 claims to 
achieve full credibility.  There wasn’t really discussion in the original Filing as to 
why that change was incorporated in the approach.  There was a discussion 
yesterday that it -- offered in direct testimony that it was due to the split of 
DCPD from the third party liability coverage.  And I guess following up on that 
logic, I have several concerns.  One, DCPD was split up in 2005.  You know, we 
don’t understand why the change would be made in 2019.  To us that’s -- you 
know, we don’t view that as sufficient rationale.  There was also a discussion 
that in the future FA will split out its third party liability coverage into property 
damage and bodily injury.  And presumably when that happens, they would 
require presumably 2,000 claims for the bodily injury and 1,000 for the property 
damage, so you would be back at the 3,000.  So it just seems odd to us that this 
change would be made.  There is really no support for that change and it really 
only serves to increase the rate.  And you know, the type of support that I think 
we would want to understand is clearly missing.  I think there was a discussion 
offered in direct testimony yesterday about how there were 3,000 claims 
needed in the past and there is 3,000 claims needed now, which is split 
differently, but I am not -- I don’t think that’s really -- that’s a fairly simplistic 
analysis and probably doesn’t illustrate the issues exactly.  When you make the 
split -- so the idea of the full credibility standard is to measure how many 
observations you would need to have an accurate estimate of what the mean 
cost is.  So the more variability there is, the more observations you would need, 
because you could potentially get outliers or a high and low indications within 
the range and they wouldn’t cancel themselves out until you had a sufficient 
number of claim observations.   And there was a discussion yesterday about 
how essentially you have removed the less variable, or you have split the more 
variable and the less variable components.  The more variable component 
being the BI, and the less variable component being the DCPD coverage.  So all 
you are left with is the more variable component, right.  And so to fall on that 
logic, I just -- when you are left with a coverage that has more variability in it, 
you need a higher credibility standard, not a lower one.  You need more claims 
to understand what the mean is.  And I think we would have to study this issue 
a little bit more to understand the level of variability between the two, but it’s 
not entirely intuitive to me that you can just split apart the 3,000 into 2,000 and 
1,000.  And in fact under certain conditions, I could certainly see where the 
splitting apart requires, because remember now you are calculating two 
separate indications, so you may need more claims in total to calculate two 
separate indications than you would for one.  So I don’t think the logic and the 
intuition offered yesterday really is consistent with my view of credibility.  And 
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again that is how many claims do you need to have a reliable estimator of the 
mean?  And what happens when you split apart a group of claims into a more 
variable and a less variable component, can you just split the credibility 
components?  Now, I don’t think it works that way, but that’s the way the FA 
has incorporated it.  And again that change, in and of itself without any support, 
right, other than this intuitive idea that they are splitting apart for a change that 
occurred in 2005, it results in an increase in the rate level indication of 1 
percent.  So to us it’s just an unsupported change that results in a higher rate 
level indication, which is what we view as a theme in this Filing.   
 

[TRANSCRIPT of October 2, 2019, pp. 229-232] 
 
 

[73]   The Panel finds that the Applicant failed to provide the support necessary to convince the 

Panel of its reasonableness. Conversely, the Panel found Mr. Sahasrabuddhe’s reasoning as to 

why separation of the credibility component is unsupported to be convincing. In light of this, 

the Panel orders the Applicant to adopt the same credibility standard as it did in its previous 

year’s Filing.  

 

5.  Premium Financing Fee Revenues 

 

[74] Premium financing fees constitute a fee charged by servicing carriers allowing FA’s policyholders 

to choose to pay their premium on a monthly basis, as opposed to paying the full premium on an 

annual basis. The fees generally charged by FA’s servicing carriers vary between 0% and 6%. The 

evidence shows that Co-operators, its smaller servicing carrier, does not charge a premium 

financing fee to FA policyholders. Two of its largest servicing carriers, RSA and Intact (including 

Nordic Atlantic), charge a premium financing fee of 6%. FA estimates that this 6%, as a percentage 

of premiums, is equivalent to an effective interest charge of 16.8% for new business (Exhibit 14, 

pp. 830-831 and Exhibit 23, page 1009 of the Record). 

 

[75] In this Filing, FA did not include any consideration in its rate indication with regard to expenses 

or revenues related to premium financing fees. The rationale for this approach is that the 

financing activities do not form part of the Applicant’s operations.  FA explains that the premium 

financing option is provided by the servicing carriers, who provide the capital to support this 
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service directly, bear all the costs, and keep any profits generated. Consequently, the Applicant 

does not consider in its indication the supporting capital and return, premium cash flows, 

administrative costs and expected credit losses related to premium financing.   The Applicant also 

submitted as follows (Exhibit 22, page 974 of the Record): 

We believe it is reasonable to assume that the current premium financing fees 
charged by the Servicing Carriers (collectively) appropriately reflect all of the 
above, such that the fees that are paid approximately cover administrative 
costs, expected long-term credit losses, and returns on the capital required to 
support the service of financing premium. Policyholders have other options for 
financing their annual premium, including but not limited to credit cards (i.e. 
paying the annual premium using their credit card, and paying the balance over 
the course of the year), accessing secured or unsecured lines of credit, or 
directly from a premium financing company. Some of these options, we believe, 
would ultimately be more costly (particularly the credit card option).  

As a result, we do NOT believe that the premium financing fee revenue 
collected by Servicing Carriers should be used to reduce the variable expense 
provision.  

 

[76] Mr. Doherty, on behalf of the Applicant, also testified to the following during its direct 

examination:  

 
Premium financing is offered by the servicing carriers.  And our view as a 
financial service to those that wish to make their insurance premium payments 
monthly as opposed to as a single annual lump sum, and in doing so, the 
servicing carriers are effectively providing the policyholder with a loan that that 
policyholder pays back over the course of the policy term based on the service 
agreement with the servicing carrier. 
 
We believe it is reasonable to assume that the servicing carrier finance fees 
charged for this financial service overall are revenue neutral and that they 
appropriately reflect the cost, cash flows and return on supporting capital 
associated with what is effectively a loan arrangement between the servicing 
carrier and the policyholder. 

[TRANSCRIPT of October 1, 2019, pp. 32-33] 
 

[77] The OAG disagreed with the Applicant’s approach on this issue and argues that premium 

financing fee revenues should be considered in rates since they are revenues collected by 
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insurers in premiums paid monthly. The OAG indicated that despite the fact that premium 

financing fees are collected by servicing carriers, FA’s policyholders are still required to pay these 

fees, irrespective of who collects (or retains) them. The OAG submitted as follows (Exhibit 23, 

page 1009 of the Record): 

It would be in the interest of fairness and consistency that all insureds, including 
those of FA, receive the benefit of offsetting revenues associated with premium 
financing plans in setting rates. The Board is not party to the internal accounting 
arrangements of FA, and therefore its approval of just and reasonable rates 
should not be restricted by internal accounting policies of FA.  

 

[78] During the Hearing, Mr. Sahasrabuddhe agreed on cross-examination that the premium financing 

fees were not received by the Applicant and that it was up to the servicing carrier to decide as to 

whether and how it charges a premium financing fee (Transcript of October 2, 2019, pp. 290-

291). In Direct, Mr. Sahasrabuddhe explained how, to their knowledge, other companies consider 

this fee it their filings: 

 
A.  Yes, the other companies for which we reviewed rate filings, both in New 
Brunswick and other provinces, do consider finance fees as sources of revenue 
in their development of rates, and as part of that process, they will incorporate 
the delay in receiving premiums in addition to the benefits, which are obviously 
the finance fees. 

 
[TRANSCRIPT of October 2, 2019, page 235] 

 

[79] In its Final Submission (Exhibit 23, page 1009 of the Record), the OAG argued that Section 

121.3(2) of the Insurance Act provides the Board with the authority to approve rates that are just 

and reasonable and that if not satisfied that the rates proposed are just and reasonable, the 

Board may, by order, fix such other rates as it finds to be just and reasonable.  

 

[80] In regards to this argument, Mr. Hynes, counsel for the Applicant argued as follows during the 

Hearing: 
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I would refer the Board on -- and in particular on the finance fees to section 
121.3(1).  And it is the Facility Association shall -- this is what the statute allows.  
The facility Association shall file with the Board the rates that it proposes to 
charge for automobile insurance placed through the Facility Association. 
 
In reading the plain language of that statute and knowing that the finance fees 
are not part of our rate application, although they are part of the Oliver Wyman 
response to it, they are not in the rate application.  And the jurisdiction of this 
Board does not extend on this Hearing as a technical matter to the finance fees.   
 
I am not saying that as a regulator of insurance in New Brunswick you do not 
have the ability to bring in service carriers trying -- charging fees into the Board 
to look at the reasonableness of those.  They are not here.  If the OAG or any 
person in the province of New Brunswick thinks that they are being charged a 
penny too much for insurance, there is a process under the Act that allows the 
Board to look at those issues.  The Board on its own can look at those issues.  
But in terms of this rate application as a technical matter, with all due respect 
to the jurisdiction of the Board, on this application it is without jurisdiction to 
consider the premium finance fee.  
 

[TRANSCRIPT of October 2, 2019, pp. 325-326] 
 

[81] The Panel agrees with the Applicant that the premium financing fees do not flow through FA and 

are directly handled by the servicing carriers. The Panel therefore finds that FA is not required to 

include premium financing fees to reduce its variable expense provisions to account for those 

fees. 

 

[82] The Panel nevertheless has reservations with respect to the fairness issue stemming from the 

variability in fees charged by different servicing carriers, resulting in differential treatment to 

various FA policyholders. 

 
[83] Therefore, though not applicable to the current Applicant, the Panel notes that the Board intends 

on releasing updated Rate Filing Guidelines in the new year in order to address treatment of 

premium financing fees charged by insurers (including with respect to those applicable to FA 

policyholders charged by the servicing carriers) in Rate Applications.  

 

6. Servicing Carrier Fees for Handling and Processing 
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[84] Brokers and servicing carriers are commissioned by the Applicant to perform specific tasks on 

behalf of the FA Residual Market. In exchange for these services, the brokers and servicing 

carriers are compensated pursuant to a methodology and rates that are comprised in its Plan of 

Operation, approved by the Financial and Consumer Services Commission of New Brunswick 

(FCNB) (Exhibit 22, page 975 of the Record). According to the approved Plan of Operation, the 

compensation constitutes a known fixed proportion of premium, currently set at 10% (9% 

operating cost and 1% servicing carrier fee), regardless of the explicit consideration of such levels 

in the rate approval process (Exhibit 14, pp. 835-837 of the Record). 

 

[85] Despite being currently set at 9% in the Plan of Operation, FA indicated in an answer to the OAG’s 

written interrogatory question that the nationwide information for servicing carriers actual costs 

were an average of 8.5% (actual costs reported: 15.1% reported by Co-operators; 7.6% by Intact; 

and 7.7% by RSA) (Exhibit 16, page 854 of the Record). The OAG questioned the accuracy of the 

“actual” cost reported by Co-operators stating it would seem unreasonable for Co-operators to 

perform an optional service at a loss.  

 

[86] In its submission to the Board, the OAG submitted the Applicant should use in its Filing an 

operating provision that more accurately reflects the actual operating costs incurred by the 

servicing carriers, as opposed to the level approved in the Plan of Operation.  

 
[87] On one hand, the Panel notes the lack of reliable and accurate information measuring the actual 

servicing carrier Fees for handling and processing. On the other hand, the Panel recognizes that 

the Applicant is required to pay the 10% fee to its servicing carriers as provided in the Plan of 

Operation and approved by FCNB. The Board concludes that it does not have the latitude to 

require FA to reduce the servicing carrier provision for the handling and processing of FA policies, 

as this issue falls outside its jurisdiction. 

 

7. Profit Provision 
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[88] For the calculation of its overall rate level change need, FA includes a profit provision targeting a 

return on equity (ROE) of 12%, a premium to surplus (“P/S”) ratio of 2 to 1, as well as a pre-tax 

return on investment (ROI) of 1.73% for surplus. 

 

•  Selection of pre-tax Return on Investment 

 

[89] The process of developing rates that are just and reasonable requires Applicants to account for 

the revenue received from sources other than directly from policyholders. One source of these 

funds is investment income that is received on surplus funds held by insurers. Generally, these 

surplus funds stem from two sources: short-term cash flow and accumulated equity (surplus) and 

are invested using different approaches, i.e. short-term and long-term respectively. Generally, 

the higher the overall investment return, the lower the overall rate indications. 

 

[90] The Applicant prepared its Filing by selecting a pre-tax return on investments (ROI) of 1.73% for 

cash flow and surplus.  This ROI is assumed by the Applicant on the basis of an estimated return 

on a risk-free portfolio of investments. FA argues that this rate matches the projected yield curve 

of the Government of Canada. In its submission, the Applicant agued (Exhibit 1.B, page 123 of 

the Record): 

 
To the extent that members hold riskier investments and are able to generate 
higher return, those members would be required to hold more capital to reflect 
the risk embedded in the value of the asset. Our capital level is assumed to be 
consistent with a risk free portfolio of assets. […] Any alternative assumption in 
relation to investment returns should be considered in conjunction with 
appropriate change in supporting capital requirements. 

 

[91] During the Hearing, Mr. Doherty testified that FA’s analysis includes insurance risk, operational 

risk and liquidation risk, excluding investment risk.  When asked whether it would also be 

reasonable to use a 2 to 1 premium to surplus ratio for all the above mentioned risks, including 

investment, Mr. Doherty testified (TRANSCRIPT of October 1, 2019, pp. 184-185): 

 
 A.  Yes.  It really comes down to what your performance guarantee is.  And so 
if the view is that that is reasonable for all of those risks, including investment 
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risk, then it’s just a different performance guarantee than what the assessment 
is that we have.  But you are absolutely correct that it is a decision made on 
what the likelihood is of going liquidation. 

 

[92] The OAG submits that the 1.73% ROI selection is low in comparison to the assumed ROI of other 

insurers within their rate filing and what was approved by the Board in the FA filing for PPV on 

November 15, 2018. The OAG suggests the Board should direct the Applicant to adopt the same 

methodology it required them to use in its previous filing, to select an ROI consistent with the 

insurance industry’s actual mix of bond yield rates based on the distribution of such investments 

as compiled by MSA Research (Exhibit 23, pp. 1013-1014 of the Record). 

 
[93] The Panel agrees with the OAG’s argument that FA’s assumed ROI is low and that the Applicant 

should assume a return on investment rate higher than the estimated return of a risk-free 

portfolio and use a 2:1 premium to surplus ratio. 

 
[94] On the issue of the assumed ROI, as per the Request made to FA on October 23, 2018, the Panel 

directs the Applicant to modify its ROI, maintaining a 2:1 premium to surplus ratio, such that its 

relies on:  

 
a. The proportion of government bonds versus corporate bonds as reported in 

MSA Researcher, B04 – Total Canadian Property Casualty Industry (Ex ICBC-
SAF, Ex Lloyd’s), page 40.22 as at 2018.4 (YTD); 

b. The Bank of Canada selected marketable bonds average yields for 1-3 year, 
3-5 year, 5-10 year and over 10 year as at December 30, 2018; 

c. The Bank of Canada selected treasury bill yields for 3 months as at December 
30, 2018; 

d. Corporate bonds nominal yield to maturity compounded semi-annually as at 
December 31, 2017 (as available in the CIA Report on Canadian Economic 
Statistics 1924-2017: Final Release – Tables or equivalent sources); and 

e. Investment expenses at 0.15%. 

 

[95]    Based on the above, the Panel orders the Applicant to use an assumed ROI of 2.47%. 
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4. Decision  

 

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

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

 
1) For the TPL-BI coverage: 

a. Maintain the past loss cost trend of 4.9% per annum; and 

b. Modify the future loss cost trend to 2.5% per annum. 

 

2) For the TPL-PD coverage: 

a. Maintain the past and future frequency trend of -1.0% per annum; and  

b. Modify the past and future severity trend to 0% per annum, reflecting the design 
matrix on page 933 of the combined record, which can be described as 

i. The exclusion of the data point 2005H1; 
ii. Scalar 1 from 2006H1 and onward; 

iii. Scalar 2 from 2014H2 and onward; 
iv. Time 1 from 1998H2 and onward; and 
v. Time 2 from 1998H2 to 2005H2 inclusively. 

 

3) For the TPL BI-PD coverage, modify the standard for full credibility to 3,246. 

 

4) While maintaining the premium-to-surplus ratio of 2:1, modify the ROI 2.47%, which 
relies on: 

a. The proportion of government bonds versus corporate bonds as reported in 
MSA Researcher, B04 – Total Canadian Property Casualty Industry (Ex ICBC-SAF, 
Ex Lloyd’s), page 40.22 as at 2018.4 (YTD); 

b. The Bank of Canada selected marketable bonds average yields for 1-3 year, 3-5 
year, 5-10 year and over 10 year as at December 30, 2018; 

c. The Bank of Canada selected treasury bill yields for 3 months as at December 
30, 2018; 

d. Corporate bonds nominal yield to maturity compounded semi-annually as at 
December 31, 2017 (as available in the CIA Report on Canadian Economic 
Statistics 1924-2017: Final Release – Tables or equivalent sources); and 

e. Investment expenses at 0.15%. 
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[97] The impact of these changes was calculated at the Panel’s request in Applicant’s Summary of 

Indicated Average Rate Level Changes Using Alternate Assumptions of October 4, 2019, 

decreasing  the rate indications from an average of 22.3% to an average increase of +14.4%.  

 
[98] The Applicant is ordered to incorporate changes to the Rate Application as set out in paragraph 

96 above and is approved to adopt the proposed average rate change of 14.4%. 

 
[99] The approved rates will be effective on January 1, 2020 for new business and January 1, 2020 

for renewal business.  

 

Dated at Saint John, New Brunswick, on November 22, 2019. 

                    
  
   
 ___________________________________ 
 Marie-Claude Doucet, Panel Chair 
 Chair, New Brunswick Insurance Board 
 

WE CONCUR: 

 
 
______________________________ 
Francine Kanhai, Board Member 

 
 
______________________________ 
Bernard Gautreau, Board Member 


