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NOVA SCOTIA UTILITY AND REVIEW BOARD 
 
 

IN THE MATTER OF THE INSURANCE ACT 
 
 

- and - 
 
 

IN THE MATTER OF AN APPLICATION by IAO ACTUARIAL CONSULTING 
SERVICES AON CANADA INC. for approval to change its rates and risk-classification 
system for interurban trucks 
 
 
 
 
BEFORE:   David J. Almon, LL.B., Member 
 
 
 
APPLICANT:  IAO Actuarial Consulting Services Aon Canada Inc. 
 
 
 
FINAL SUBMISSIONS: May 14, 2021 
 
 
 
DECISION DATE:  May 27, 2021 
 
 
 
DECISION: Application is approved 
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I INTRODUCTION 

[1] IAO Actuarial Consulting Services Aon Canada Inc. applied to the Nova 

Scotia Utility and Review Board to change its rates and risk-classification system for 

interurban trucks.  The company proposed rate changes that vary by coverage and result 

in an overall rate level increase of 7.0%.  The proposal is based upon indications which 

suggest rates should increase by a slightly higher amount, i.e., 7.5%.  In addition to 

changes to rates, the company also asks the Board to approve: 

• the proposed changes to the classification, liability limits, driving record, and 
the deductible differentials or relativities; 

 
• the effective date of July 1, 2021, as proposed by IAO for its subscribers; and, 
 
• setting the next required filing date to February 1, 2022, for interurban trucks. 

 
[2] The Board must consider whether the proposed rates and risk-classification 

system are just and reasonable and in compliance with the Insurance Act (Act) and its 

Regulations.  The Board is satisfied that IAO’s application meets these requirements and 

approves the original proposed rate changes. 

 

II ANALYSIS 

[3] IAO applied under the Board’s Rate Filing Requirements for Automobile 

Insurance – Section 155G Prior Approval (Rate Filing Requirements).  Since the filing of 

this application, IAO received and responded to Information Requests (IRs) from Board 

staff.  Board staff prepared a report to the Board with recommendations on the application 

(Staff Report).  Before providing the Staff Report to the Board, Board staff shared it with 

IAO.  The company reviewed the report and informed Board staff that it had no further 

comments.  
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[4] IAO provides a series of recommended rates and differentials to its 

subscribers.  In June 2011, the Board extended an offer to IAO whereby the Board would 

review IAO applications for its recommended rates.  The Board would issue a formal 

decision and an order as if IAO were an insurance company.  Companies wishing to use 

the IAO rates would still have to apply and prove to the Board that the IAO rates were 

appropriate to be used by that company, but they would not have to re-file the actuarial 

basis for the rates.  IAO was required to file on a set schedule, annually for interurban 

trucks, by February 1.  

[5] The Board extended the deadline to February 15, 2021, at the request of 

IAO.  The application qualifies to advance the mandatory filing deadline.  Board Staff 

recommends the Board set the next required filing date for interurban trucks to be 

February 1, 2022.  Despite the request for an extension this year, IAO confirmed that a 

February 1st deadline should be met in the future and does not need to be changed from 

that timeline. 

[6] IAO proposed changes to its current base rates and to several of its 

differentials.  The proposed changes produce an overall rate level increase of 7.0%.  The 

proposal is based upon indications which suggest rates should increase by a slightly 

higher amount, i.e., 7.5%.  The changes by coverage follow the indications.  IAO proposed 

changes to its classification, driving record, liability limits (including SEF #44 premiums) 

and deductible differentials. 

Issues Regarding Indicated Rate Level Changes 

[7] Board staff reviewed the IAO rate level indications and examined all aspects 

of the ratemaking procedure, including: 



- 4 - 

Document: 283861 

• Loss trends and the effects of reform;  
• Loss development; 
• Credibility standards, procedure and complement of credibility; 
• Premium (rate group drift) trends; 
• Expense provisions, including Unallocated Loss Adjustment Expenses; 
• Experience period and weights; 
• Premium to surplus leverage ratio; and 
• Target and proposed Return on Equity (ROE). 

 
[8] Based on Board staff’s review of the application, the only issues that arose 

surrounding the IAO analysis of its rate level needs that warranted further discussion 

were: 

(a) investment return on cash flow and surplus assets; and 
(b)  health services levy. 
 

[9] These two issues were also raised in a recent private passenger vehicles 

application and a concurrent commercial vehicles application. 

[10] The IR responses successfully resolved any other issues raised. 

Return on Investment  

[11] In developing the indicated rate level change, IAO incorporated two 

investment return assumptions.  The first is the investment yield on cash flow or, as IAO 

calls it, investment return on policyholder funds.  The value for this investment return is 

used to discount the cash flows that arise in order to determine the indications. 

[12] IAO based its selection for this value on the approximate yield for a 

Government of Canada (GOC) bond with a three-year maturity.  This approach is 

consistent with the process used to determine the selection in the prior application.  IAO 

selected an investment return on policyholder funds (or cash flow) that was much lower 

than the value included in the previous application. 
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[13] The second investment return is the investment return on surplus assets (or 

return on invested surplus using IAO’s terminology).  IAO based this value on a spread 

over the benchmark three-year bond yield. IAO derived its selected spread from 

information provided by MSA Research.   

[14] The lower investment returns, which resulted from the very low yield on the 

GOC three-year bond when IAO made its selection, tends to increase the rate level 

indications.  The lower the investment return on cash flow, the higher the discount loss 

cost.  As well, the lower the investment yield on surplus assets, the higher the profit 

provision included in the indications. 

[15] Board staff provided a graph showing the yields for GOC benchmark bonds 

for a three-year maturity prepared by the Bank of Canada.   

[16] The graph showed the dramatic drop in the yields that appears around the 

outset of the COVID-19 pandemic in Canada.  Since that time and until very recently, the 

yields remained close to the level IAO used.  Recently, the yields have risen to 0.5% level 

but whether that will be a sustained increase is unknown. 

[17] As the province and the country move through the pandemic with 

vaccinations expected for all (at least one shot) by the end of the summer, one could 

expect the investment yields to rise.  When asked why the Board should not require the 

use of a higher rate, IAO explained: 

The projected period is from July 1, 2021 to June 30, 2022.  We assume that for at least a 
portion of that period, Covid-19 will still impact the economy.  The economy may not fully 
recover in the short term and it is uncertain whether the bond-yield rates will increase back 
to normal level immediately in the post vaccination world.  
 
We do not have access to the investment plans for insures aside from the financial 
statement from MSA Benchmarks Reports.  It is unknown whether the majority of insurers  
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will be successful in seeking higher returns from other types of investment with similar risk 
level as bonds, or if the insurers will be able to adjust the composition of their original 
investment profile. 

       [Response to Question 4 of IR-1] 

[18] Board staff recommended the Board require IAO to use a yield of 0.5% 

when determining its investment return on policy holder funds and its investment return 

on surplus assets.  The Board agrees.  

Health Services Levy 

[19] IAO examined the health services levy reported in the General Insurance 

Statistical Agency (GISA) exhibits.  The exhibit selected showed values for 2015 to 2019.  

IAO examined the year over year change to determine a growth rate of about 5% and 

applied that to the 2019 level to determine a $47.20 value for the period the premiums 

will be in effect. 

[20] In 2017, an actuarial review resulted in a significant increase in the levy to 

reflect revised costs.  This was the first time in fifteen years that the costs were examined 

closely.  The IAO selection of a 5% trend may have been unduly influenced by this 

increase.  When the 2020 level is included, the last three years witnessed an annual 

increase of about 3.7%.  Applying this growth in place of the 5% assumption results in a 

$45.73 selection for the levy. 

[21] In discussion with IAO, it became clear that the levy selection did not include 

the $0.50 volunteer firefighter levy, which is also assessed on the same basis as the 

health services levy.  Adding the levy to the $45.73 level brings the total to $46.23.  Board 

staff recommended the Board require IAO to use the $46.23 value in the private 

passenger vehicles application.  The Board agrees. 



- 7 - 

Document: 283861 

[22] IAO provided indications using the Health Services Levy instead of the 

original value.  Because the levy only impacts Bodily Injury, only the indications for this 

coverage and overall, change.  The indicated decrease for Bodily Injury drops from 4.44% 

to 4.43%, and the overall indicated increase drops from 7.51% to 7.50%. 

[23] Despite the impact being negligible, Board staff recommended the Board 

require IAO to use the revised health services levy and the volunteer firefighter levy (i.e., 

$46.23) when preparing its indications.  The Board agrees. 

Staff Indications 

[24] Based on the recommendations above, the staff indications would be those 

calculated using all of the IAO assumptions except a 0.5% yield on 3-year Government 

of Canada bonds and the lower Health Service Levy (including the volunteer firefighter 

levy) of $46.23.  These staff indications are the target Board staff recommend the Board 

use to assess the reasonableness of the IAO assumptions.  The Board agrees. 

Comparison of Proposed Rates to Indications 

[25] IAO tends to propose rates that match the indications.  In the original 

proposal, IAO did this for all coverages but Property Damage-Tort and SEF#44.  For 

Property Damage-Tort, IAO capped the proposed increase to 25%. 

[26] For SEF#44, IAO proposed a slightly higher increase than indicated.  If IAO 

applied the indicated increase, the new SEF#44 average premium would increase from 

$15.65 to $16.19.  The proposed average premium is $16.65, or exactly $1 higher.  The 

change to make the increase at least $1 seems reasonable. 
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[27] In the past, when the Board ordered changes to the indicated assumptions, 

IAO would propose changes that matched the staff indications with differences similar to 

those in the original proposal.   

[28] When IAO provided the staff indications, the company included proposed 

rate level changes that followed this principle.  Upon examination of the differences 

between the original proposed rates and the rates based on the staff indications, the 

changes in all cases were 50 cents or less.   

[29] Companies that use the IAO rates generally have a very small volume 

business, which presents a greater risk to the company due to the increased volatility of 

the experience.  The use of the higher 12%, instead of the 10% the Board has 

recommended larger companies to use, seems reasonable.  The proposal for the PD-

Tort would result in a slightly lower return on equity.  The proposed return on equity 

remains in the Board range of 10% to 12%. 

[30] Board staff would normally recommend the Board not approve the original 

IAO proposed rate changes but rather require IAO to select changes that match the Staff 

indications, except for PD-Tort where the 25% cap is applied and SEF#44, where the 

slightly higher increase would be used.  With the almost insignificant difference between 

the original proposed rates and the revised proposed rates that IAO would suggest based 

on the staff indications, Board staff recommends the Board accept the original proposed 

rates.  The Board agrees. 
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Issues Regarding Other Proposed Changes 

Differentials or Relativities 

[31] IAO proposed to change many of its differentials or relativities, namely, 

driving record, classification, deductible, and liability limits (Bodily Injury, Property 

Damage-Tort, and SEF#44).  No other changes were proposed.  IAO does not rate these 

vehicles by territory. 

[32] IAO provided the analysis of driving record, classification, liability limits 

(both Bodily Injury, PD-Tort and SEF#44) and deductible differentials or relativities.  

Based on this analysis, IAO selected changes for all the differentials that generally 

followed the indicated changes but, in some cases, the magnitude of the changes to the 

differentials was capped at ±10%.  IAO applied actuarial judgment in cases where the 

indicated differentials produced anomalous results. 

[33] The analysis and selected changes seem reasonable.  IAO adequately 

supported its proposed differentials or relativities.  Board staff recommended the Board 

approve the proposed differentials or relativities.  The Board approves. 

Other Observations 

Automobile Insurance Manual Review 

[34] The company proposed no changes to the recommended automobile 

insurance manual beyond those to implement the base rate and differential/relativity 

changes.  Board staff reviewed and found no areas of concern with the IAO manual on 

file. 

[35] The Board does not require IAO to provide an updated Manual for this 

application. 
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Other Sections 

[36] Board staff reviewed the remaining sections of the application and found 

that they comply with the Board’s Rate Filing Requirements. 

[37] Because IAO is not an insurer, IAO included no financial information in the 

application, nor does the Board require any.  The impact of these rates on any company 

adopting them will be assessed when that company applies to use the rates. 

Effective Dates 

[38] IAO proposed an effective date of July 1, 2021.  Because IAO does not 

issue policies, it has no new business and no renewals.  IAO, however, wants to 

recommend to its subscribers the proposed rates as being effective on that date. 

 

III SUMMARY 

[39] The Board finds that the application follows the Act and Regulations, as well 

as the Rate Filing Requirements.  The Board approves the original proposed rate 

changes. 

[40] The Board approves the proposed changes to the classification, driving 

record, liability limits (including SEF#44 premiums) and deductible differentials or 

relativities. 

[41] The Board approves the proposed effective date of July 1, 2021, as 

proposed by IAO for its subscribers. 

[42] The application qualifies to set a new mandatory filing date under the 

Mandatory Filing of Automobile Insurance Rates Regulations.  The new mandatory filing 

date for IAO for interurban trucks is February 1, 2022. 
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[43] An order will issue following the filing of the revised rates as provided for in 

this Decision. 

DATED at Halifax, Nova Scotia, this 27th day of May 2021. 
 
 
      ______________________________ 
      David J. Almon 
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