
DECISION 2019 NSUARB 50 
M09058

NOVA SCOTIA UTILITY AND REVIEW BOARD

IN THE MATTER OF THE INSURANCE ACT

- and -

IN THE MATTER OF AN APPLICATION by Co-operators General Insurance Company 
for approval to modify its rates and risk-classification system for private passenger 
vehicles

BEFORE: Stephen T. McGrath, LL.B., Member

APPLICANT: CO-OPERATORS GENERAL INSURANCE COMPANY

FINAL SUBMISSIONS: March 28, 2019

DECISION DATE: April 10, 2019

DECISION: Application is approved.
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I INTRODUCTION

[1 ] Co-operators General Insurance Company applied to the Nova Scotia Utility

and Review Board to change its rates and risk-classification system for private passenger 

vehicles. Co-operators plans to limit the impact of its proposed changes on its existing 

customers by capping the size of any increase or decrease in premiums that its customers 

will pay to renew their policies.

[2] In addition to changes to base rates, Co-operators proposed changes to the 

way that specific variables and discounts it offers affect rates. This includes a new rating 

variable for the number of years that a policyholder has owned the vehicle covered by the 

policy. Co-operators also wants to change an endorsement that it offers for legal liability 

for damage to vehicles that the policyholder does not own but are under the policyholder’s 

care and control when they are damaged.

[3] Since the filing of this application, Co-operators received and responded to 

Information Requests (IRs). Board staff also reviewed the application and prepared a 

report (Staff Report). The Staff Report was given to Co-operators. Co-operators told the 

Board that it had no comments on the Staff Report.

[4] The Board did not consider it necessary to hold an oral hearing. The Board 

finds that the proposed rates and risk-classification system are just and reasonable in the 

circumstances and approves the application.
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II ISSUE

[5] The issue in this application is whether the proposed rates and changes to

the risk-classification system are just and reasonable and comply with the Insurance Act 

(Act) and its regulations.

Ill ANALYSIS

[6] In its application under the Board’s Rate Filing Requirements for Automobile 

Insurance - Section 155G Prior Approval (Rate Filing Requirements), Co-operators 

proposed rate increases that varied by coverage but resulted in an overall increase of 

8%. The actuarial analysis that Co-operators filed with its application showed that its 

overall increase should be several percentage points higher. The company proposed 

that its new rates become effective June 12, 2019, for new business and July 12, 2019, 

for renewals.

[7] Board staff reviewed the application and suggest that the only aspects of 

the ratemaking procedure that need further review are the profits and expenses that Co

operators assumed in its actuarial analysis. Board staff consider that Co-operators 

satisfactorily addressed all other aspects of the ratemaking procedure in its application 

and IR responses. Board staff examined all aspects of the ratemaking procedure to reach 

this conclusion, including the following:

• Loss trends;
• Loss development;
• Premium (rate group drift) trends;
• Unallocated loss adjustment expense provisions;
• Credibility standards and procedure;
• Expense provisions;
• Experience period and weights;
• Premium to surplus leverage ratio; and
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• Target and proposed return on equity (ROE).

[8] In this Decision, the Board will consider Co-operators’

• assumptions about its profit and expenses and the reasonableness of its 
proposed rates;

• proposed cap on rate increases and decreases when policies are renewed;
• proposed changes to territorial and other variables used to set rates;
• proposed new rating variable for the number of years that a policyholder has 

owned the vehicle covered by the policy;
• proposed changes to its endorsement for coverage for damage to vehicles 

when they are under the policyholder’s care and control but are not owned by 
the policyholder;

• proposed changes to definitions for certain discounts; and
• proposed changes to wording in its Automobile Insurance Manual.

Profit

[9] Co-operators used a target for profit in its actuarial analysis that is at the 

high end of what the Board considers reasonable. The Board allowed Co-operators to 

use this target in its last application (2018 NSUARB 41). Co-operators supported its 

request to continue to use this target with information that satisfies the Board that it is not 

recovering excessive profits.

[10] In its actuarial analysis, Co-operators used a target ROE of 12% and a 

premium-to-surplus ratio of 2.05:1. The ROE assumption is consistent with Co-operators’ 

last application, but the premium-to-surplus ratio is changed from 1.95:1. Board staff 

have determined that these assumptions, coupled with the company’s assumption about 

the return it will receive on the investment of its surplus, result in an assumed profit for 

Co-operators of 6.93% of the premiums it will charge.

[11] Co-operators’ profit assumptions put it at the top of the Board’s range of 

reasonable ROEs and at the high end for profit as a percentage of premiums. The Rate 

Filing Requirements note that, in general, the Board finds ROEs between 10% and 12%
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to be reasonable, assuming a premium-to-surplus ratio around 2:1. The Board also 

allows for the use of a return on premium approach to reflect profit, and generally views 

a range of 5.5%-7% as reasonable.

[12] In recent decisions approving rates for automobile insurance, the Board 

directed applicants to lower their target ROE to 10%. The Board took this action because 

of a concern that the industry was earning ROEs exceeding the 12% the Board believed 

it was approving. This concern was based in part on information in financial reports 

released by the General Insurance Statistical Agency (GISA) in 2012 and 2013. The 

2014 to 2017 GISA reports show negative ROEs. The Board does not regard this as the 

result of it forcing companies to the lower end of their profit range. The negative ROEs 

are more likely because many companies are not increasing rates as much as their 

actuarial studies suggest they should, coupled with some deteriorating experience 

possibly related to inclement weather at the start of 2015. As such, the Board continues 

to require a 10% ROE for most companies.

[13] Co-operators supplied the Board with the results of an actuarial analysis the 

company conducted using a target ROE of 10% instead of 12%. All other assumptions 

in its application were the same in this analysis. The analysis supported an average rate 

increase that was 1.8 percentage points lower than the results using a 12% ROE. The 

required rate increase was also still higher than the average rate increase that Co

operators proposed in its application.

[14] In response to an IR, Co-operators submitted that it should not be required 

to use a lower target ROE. The company said that in the last five years it failed to achieve 

its target ROE in three years and failed to meet its national underwriting profit provision
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in all five years. Further, Co-operators said that it has not experienced excessive 

profitability, especially in Nova Scotia. The company gave the Board information that it 

had compiled showing how much it paid in the last five years in claims and expenses 

compared to the revenue it received from premiums.

[15] The information provided by Co-operators supports the conclusion that it 

has not been overearning. Board staff recommended that the Board allow Co-operators 

to use a target ROE of 12% in the development of its required rates rather than 10%. The 

Board accepts this recommendation.

Expenses

[16] The amount of expenses that Co-operators projects and its inclusion of 

expenses for financing premiums need more explicit consideration in this Decision. Co

operators used an expense ratio in its actuarial analysis that is much higher than the 

industry average. It is much closer to the industry average with the removal of claim 

processing expenses not associated with a specific claim from its calculations. Co

operators also includes expenses relating to financing premiums for its customers and 

explained why and how this was done.

[17] In its analysis, Co-operators uses an expense ratio of 41.1 %. This is much 

higher than the industry average expense ratio of about 29% shown in the GISA reports, 

but includes an amount for claim processing expenses not associated with a specific 

claim. This practice is different from other companies who gross up their losses to reflect 

these unallocated expenses. After removing these unallocated expenses, Co-operators’ 

expense ratio is 32.6%, which is much closer to the industry average.
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[18] Co-operators also includes costs associated with allowing its clients to pay 

premiums in instalments rather than in a lump sum. Co-operators loses investment 

income when a client pays in instalments. The company must wait to receive the 

premiums and cannot instantly invest the money it receives as it would if the premiums 

were paid in a lump sum at the start of the terms of the insurance. Co-operators used an 

estimate of its lost investment income in its expenses. It supplied details about how the 

charge is determined and the company’s rationale for including the charge in its expense 

provision. The company does not charge a premium financing fee for payment plans. As 

such, there is no revenue available to offset this cost or any other administrative costs of 

the premium financing.

[19] Board staff commented that Co-operators supports its expense provision 

and the Board allows its use in determining just and reasonable rates, as filed.

Reasonableness of the Proposed Rates

[20] Board staff proposed no changes to the assumptions or actuarial analysis 

Co-operators used in its application. Board staff recommended that the Board use the 

results of Co-operators’ analysis to assess the reasonableness of the company’s 

proposed rates. The Board accepts this recommendation and finds that the proposed 

rates are just and reasonable.

[21] Co-operators proposed changes to its base rates and differentials that vary 

by territory and coverage. These changes would produce an overall all-coverages 

combined increase of 8.0%. This increase is lower than the rates suggested in Co

operators’ actuarial analysis in its application.
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[22] For all coverages except Uninsured Automobile, All Perils and SEF #44, 

Co-operators proposed increases that are smaller than the increases suggested in its 

actuarial analysis. For coverages for Uninsured Automobile and All Perils, Co-operators 

wants to keep its existing rates despite suggested increases. Co-operators proposed to 

keep its existing rate for SEF #44 despite a suggested reduction; however, this reduction 

would only lower average premiums by less than a couple of dollars.

[23] Because Co-operators proposes an overall rate increase that is less than 

the rate increases suggested in its actuarial analysis, its ROE is well below its target ROE 

and the 10-12% range that the Board generally finds reasonable. Co-operators explained 

that it chose not to take the full amount of increases or decreases determined in its 

actuarial analysis because its goal is to move smoothly to adequate rates. Co-operators 

also suggested that changes approved in its recent applications may result in an improved 

mix of business. It said this could lead to better experience in the future and reduce the 

need for the suggested increases in its current analysis.

[24] Co-operators applied to increase its overall rates for private passenger 

vehicles in 2015, 2016, and 2017. In each application the company proposed increases 

to its overall rates that were less than the rate increases suggested in its actuarial 

analysis. Co-operators said that it favours a smoother approach to increases. Its plan is 

to limit the impact on clients while moving in the direction of the increases suggested in 

the results of the company’s actuarial analysis. Co-operators also noted that the 

difference between indicated and proposed increases is lower in this application than in 

its earlier applications.
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[25] Board staff noted that Co-operators is before the Board well before its 

mandatory filing deadline of November 1,2019. The company applied to the Board before 

its mandatory filing date the last time it applied to increase rates for private passenger 

vehicles as well. This pattern of early filing shows that Co-operators does watch and 

respond to circumstances needing changes to its rates. Board staff advised that Co

operators’ incremental approach to increases was prudent and that Co-operators had 

supported its proposed rate changes. Board staff recommended that the Board approve 

Co-operators’ proposed rates, as filed. The Board accepts this recommendation. 

Territorial Differences

[26] Co-operators reviewed its claims experience in each of its rating areas 

within the Province to determine if the rates accurately reflect any differences that exist. 

The company’s analysis suggested that it needed to update the different rates that it 

charges in these areas. For the most part, Co-operators proposed changes that followed 

the direction of the changes identified in its actuarial analysis, but the impact was capped 

at +/- 10%. Co-operators deviated from the changes suggested in its actuarial analysis 

when it wanted to address growth opportunities or concerns in an area. Co-operators 

made balancing adjustments to address the impact of changing its territorial differentials 

to ensure that the company’s overall level of required premiums remained unchanged.

[27] Board staff recommend that the Board approve Co-operators’ proposed 

territorial differentials, as filed. The Board so approves.

Other Existing Differences in Rates

[28] Co-operators uses many characteristics of the vehicle and driver, which are 

known in the industry as rating variables, when determining the premium to charge a
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client. The company analyzed its claims experience for many of these rating variables to 

ensure that its premiums accurately reflect the impact of these rating variables. The 

company’s analysis suggested that it needed to update the different rates that it applies 

for these variables.

[29] The actuarial analysis Co-operators used to assess these variables was 

different from its last application for rates for private passenger vehicles. In this 

application, Co-operators included information from all Atlantic provinces rather than 

relying solely on Nova Scotia data. The company did this to add credibility to its analysis. 

Co-operators addressed concerns about provincial differences by including a “Province” 

control variable in its analysis. Co-operators also made a business decision to keep 

discounts the same and restricted its analytical model from making changes to these 

discounts. Co-operators said it is comfortable that its modelling would compensate for 

these restrictions to ensure that the company’s insureds pay adequate premiums for the 

risks they pose.

[30] Co-operators applied actuarial judgment to adjust its analysis. Some 

variables were only considered for some coverages. The company also took measures 

to temper the impact of random large claims, and for most variables limited the impact of 

changes to +/- 10%. Co-operators also adjusted some variables to produce smooth 

progressions in the variable being considered. The company made other changes for 

competitive purposes and to improve growth. Co-operators made balancing adjustments 

to address the impact of changing the rates applied to these variables to ensure that the 

company’s overall level of required premiums remained unchanged.
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[31] Board staff recommended that the Board approve the changes to the rates 

for these variables, as filed. The Board agrees.

New Rating Variable for the Number of Years an Insured has Owned the Vehicle

[32] Co-operators wants to introduce a new rating variable for the number of 

years that the insured has owned the vehicle. This variable would reflect any differences 

in rates required when the vehicle has been owned by the insured for different lengths of 

time from one year to eight or more years. Co-operators assessed this new variable using 

the same analysis it used for its existing variables.

[33] Co-operators modelled the variable for all coverages, but its model 

suggested that the variable was only significant for Bodily Injury & Property Damage-Tort 

and Accident Benefits. Co-operators proposed the variable for these coverages. Co

operators manually selected lower differentials to limit rate impacts and to ensure a 

smooth progression through each year of ownership. Co-operators made balancing 

adjustments to address the impact of this new variable to ensure that the company’s 

overall level of required premiums remained unchanged.

[34] Although the company’s actuarial analysis showed that this variable was 

statistically related to the losses it experienced, Co-operators explained why the proposed 

new variable affected the chances of experiencing a loss in an IR response. The 

company said that people with new vehicles are less comfortable with the vehicle. This 

lack of comfort increases the risk of an unfortunate event. When a vehicle is owned by 

an insured for a longer period, the owner becomes more comfortable with the vehicle, 

lowering the risk.
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[35] Board staff recommended that the Board approve the introduction of this 

variable, and its proposed differentials, as filed. The Board accepts this recommendation.

Changes to Discount Definitions

[36] Co-operators proposed changes to two discounts that it offers. These 

changes would harmonize these discounts in Nova Scotia with discounts Co-operators 

offers in other provinces.

[37] Co-operators proposed to change a discount that it offers if certain 

conditions are met and there are more vehicles covered by the insurance policy than 

drivers. Co-operators wants to change the discount so that it will no longer apply to all 

vehicles on the policy with the same principal driver. As proposed, the discount would no 

longer apply to the vehicle that is charged the highest premium. Payment of the full 

premium would be required for this vehicle. All other vehicles on the policy would receive 

the discount.

[38] Co-operators also proposed to change a discount that it offers on private 

passenger vehicles if certain conditions are met and the household has more than one 

private passenger vehicle, motor home, motorcycle, or light farm or commercial vehicle 

insured with the company. Co-operators proposed to change the name of the discount 

to “Multi Vehicle Discount” and to extend the existing 15% discount off coverages for Third 

Party Liability, Direct Compensation Property Damage, Collision (or the Collision 

component of All Perils) to Accident Benefits as well.

[39] Board staff recommended that these changes be approved as filed, and the 

Board agrees.
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Changes to Legal Liability for Damage to Non-Owned Vehicle Endorsement

[40] Co-operators proposed to increase deductibles for its NSEF #27 

Endorsement for legal liability for a vehicle not owned by the insured but under their care 

and control. Co-operators is proposing to increase the deductible for claims under its 

Collision coverage in this endorsement from $250 to $500 and to increase its deductible 

for claims under its Comprehensive coverage from $100 to $250. Co-operators offers 

this endorsement across Canada and, with these changes, the company will harmonize 

its offerings in Nova Scotia and other provinces.

[41] Board staff supports the requested changes and the Board agrees.

Capping Increases and Decreases in Premiums at Renewal

[42] In its two most recent applications to the Board to increase its rates for 

insurance for private passenger vehicles, Co-operators sought changes to its rates that 

would have resulted in significant rate increases or decreases for some of its 

policyholders. To temper this, Co-operators proposed to cap rate increases at a vehicle 

level so that no vehicle would see an increase of more than 20%. To account for the cost 

of this cap, Co-operators also proposed to cap rate decreases so that no vehicle would 

see a reduction in premiums of more than 10%. The Board approved the cap in both 

applications.

[43] Co-operators proposed to continue this cap in this application. Cooperators 

noted that far fewer vehicles will experience a cap on decreases than on increases. The 

Company will forego nearly three times more revenue from premiums because of the cap 

on increases than it will gain from the cap on decreases at the first renewal. Co-operators 

also noted that most capped vehicles will be at their true premium at the second renewal.
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The relatively quick removal of the cap addresses concerns the Board has about such 

caps.

[44] Board staff recommend that the Board approve the continued use of the 

premium dislocation cap, as filed. The Board agrees.

Automobile Insurance Manual

[45] Co-operators proposed three changes to its Automobile Insurance Manual, 

in addition to those needed to make the changes noted earlier in this Decision. Co

operators proposes to rename its “New Business Discount” to “Welcome Discount”. The 

company also proposes to change its definition of “Driver Training Course” to remove any 

reference to Ontario, as well as a requirement to supply a certificate of completion for the 

course. Finally, Co-operators proposes to reword a section under the heading “Vehicle 

Usage Outside of the Province/Country” that applies a surcharge when vehicles are used 

or garaged in the United States for more than 30 days or used regularly in other provinces. 

The revised wording clarifies that this provision applies to only private passenger vehicles.

[46] Board staff recommend that the Board approve these changes, as filed, and 

the Board agrees. Board staff also reviewed the manual on file and found no areas where 

the Company appears to be in violation of the regulations.

IV FINDINGS

[47] The Board finds that the application follows the Act and its regulations, and 

the Rate Filing Requirements.

[48] The financial information supplied by the Company satisfies the Board,

under Section 1551(1 )(c) of the Act, that the proposed changes are unlikely to impair Co

operators’ solvency. ...
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[49] The Board finds the proposed rates are just and reasonable.

[50] The Board approves Co-operators’ proposed territorial differentials.

[51] The Board approves Co-operators’ proposed differentials for its existing 

rating variables.

[52] The Board approves Co-operators’ proposed changes to definitions in its 

More Vehicles Than Operators Discount and its Extra Vehicle (Family) Discount, including 

the renaming of the latter discount to “Multi Vehicle Discount”.

[53] The Board approves Co-operators proposed increases to deductibles for its 

NSEF #27 Endorsement, Legal Liability for Damage to Non-owned Vehicles.

[54] The Board approves Co-operators’ proposal to keep its existing rate 

capping on renewals, at 20% for increases and 10% for decreases.

[55] The application included full actuarial support for Co-operators’ proposed 

rates which allows a new mandatory filing date of February 1, 2021 to be set for 

Co-operators for private passenger vehicles.

[56] The Board approves the effective dates of June 12, 2019, for new business 

and July 12, 2019, for renewal business.

[57] The Company must file an electronic version of its updated Automobile 

Insurance Manual within 30 days of the issuance of the Order in this matter.

[58] An Order will issue accordingly.

DATED at Halifax, Nova Scotia, this 10th day of April, 2019.

Stephen'T. McGrath
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