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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 ROYAL & SUN ALLIANCE INSURANCE 
COMPANY OF CANADA for approval to modify its rates and risk-classification system 
for private passenger vehicles

BEFORE: Roberta J. Clarke, Q.C., Member

APPLICANT: ROYAL & SUN ALLIANCE INSURANCE COMPANY OF
CANADA

FINAL SUBMISSIONS: June 6, 2017

DECISION DATE: June 16, 2017

DECISION: Application is approved.
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I INTRODUCTION

[1] Royal & Sun Alliance Insurance Company of Canada (“RSA” or “Company”) 

filed supporting documents and materials (“Application”) with the Nova Scotia Utility and 

Review Board (“Board”) for approval to modify its rates and risk-classification system for 

private passenger vehicles (“PPV”). The Application, dated March 1, 2017, was filed 

electronically on that date, and the original documents were received on March 21,2017.

[2] Information Requests (“IRs”) were sent to the Company on March 27, 2017, 

and responses were received on April 21, 2017. Additional IRs were issued on May 17 

and May 18, 2017, to which the Company responded on May 30, 2017.

[3] During the IR process, the Company amended its Application by removing a 

proposal for alteration of its Years Licenced differentials, and changes to its New Vehicle 

Discount.

[4] As a result of a review by Board staff, a staff report dated June 5, 2017 (“Staff 

Report”) was prepared. The Staff Report was provided to the Company for review on 

June 5, 2017. The Company responded on June 6, 2017, indicating that it had reviewed 

the Staff Report and had no comments.

[5] The Board did not deem it necessary to hold an oral hearing on the Application.

II ISSUE

[6] The issue in this Application is whether the proposed rates and changes to the 

risk-classification system are just and reasonable and in compliance with the Insurance 

Act (“Act’) and its Regulations.
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III ANALYSIS

[7] The Company sought approval to change its rates and its risk-classification 

system for PPV. The Application was made in accordance with the Board’s Rate Filing 

Requirements for Automobile Insurance - Section 155G Prior Approval (“Rate Filing 

Requirements”). The Company’s mandatory filing date was March 1, 2017.

[8] The proposed effective dates are August 1, 2017, for new business and 

September 20, 2017, for renewal business.

[9] The Company proposed to change its base rates and differentials that vary by 

territory and coverage, as well as changes to its risk-classification system. The proposed 

change represents an overall rate level increase of 2.9%.

[10] The proposed changes are based on indications for an all-coverages combined 

rate increase which is much greater.

[11] The Company also proposed changes to its discounts, surcharges, 

endorsements, rating algorithm, and underwriting rules.

[12] In considering the Company’s Application, Board staff reviewed all aspects of 

the ratemaking procedure, including the following:

• Loss trends and the impacts of reform;
• Loss development;
• Premium (rate group drift) trends;
• Expense provisions, including Unallocated Loss Adjustment Expenses;
• Credibility standards and procedure and complement of credibility;
• Experience period and weights;
• Premium to surplus ratio; and
• Profit provision, including target and proposed return on equity (“ROE”).

[13] Board staff stated that based on the review of the Application, the only issue 

which arose where the Board might consider alternative selections to the RSA analysis 

is with respect to expenses, including the Health Services Levy.
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Expenses

[14] The RSA analysis included assumptions, as a percentage of premiums, for 

both variable and fixed expenses, excluding the Health Services Levy. Board staff 

determined that the total of fixed and variable expense assumptions exceeded the 

expense data reported for the Company in the 2015 General Insurance Statistical Agency 

(“GISA”) Information Report by nearly 2%. In an IR response, the Company explained 

that the GISA information resulted from a combination of results with a related company 

which does not participate in the Nova Scotia market but underwrites business in other 

parts of Canada. The Company submitted that it would not be appropriate, therefore, to 

use the GISA information as it could understate the expenses recovered through 

premiums.

[15] RSA included a provision for the Health Services Levy at 3% of total premium 

or 10% of the Bodily Injury premium, and treated this as a variable expense. The Board 

observes, however, that the Health Services Levy is based on exposures, i.e., a per 

vehicle basis, and does not vary with the premium. Therefore, it is a fixed expense, and 

should be treated as such.

[16] RSA also used an amount of $24.38 for the levy. The Board understands that, 

as a result of a recent actuarial assessment, the Health Services Levy was increased to 

$33.09.

[17] Board staff requested RSA provide indications treating the amended levy 

amount as a fixed expense, and while this did not result in a material impact on the 

indications, Board staff recommended that the Company be required to use this approach
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when developing indications which the Board would then use to determine whether the 

proposed changes in rates are just and reasonable.

Rate Level Changes

[18] The rate changes proposed by RSA result in changes that are lower than the 

indications, except for Property Damage-Tort. While the proposed changes generally 

follow the direction of the indications, for certain coverages, e.g. Direct Compensation 

Property Damage (“DCPD”), Accident Benefits, and Uninsured Automobile, the 

differences are significant.

[19] The proposed rates result in a negative ROE (-1.1 %). The low end of the range 

which the Board has generally considered acceptable for ROE is 10% which is 

considerably higher than the proposed rates will achieve. Board staff raised this with the 

Company in an IR. The Company advised that it is undertaking a major review of its 

current rating algorithm and chose to take a small increase in the interim.

[20] When asked about the decision to take significantly smaller increases for some 

coverages, RSA said it is attempting to improve its competitive position. It said it would 

be monitoring its results.

[21] The Board understands that currently the Nova Scotia portion of RSA’s PPV 

business is relatively small, and thus it is unlikely that its decision to have a negative ROE 

will cause financial difficulty for the Company.

[22] Board staff have recommended that the proposed rates be approved. While 

the Board accepts this recommendation, it notes a concern about the decision to take 

lower than indicated rates for what are, in essence, business reasons. The Company
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should be aware that the Board will look carefully at any future application for large 

increases which may be the result of this choice on the Company’s part.

Territorial Differentials

[23] RSA determined indicated differential changes by territory. In proposing 

changes, it took its competitiveness, and in some cases, a desire for rate stability, in 

certain areas into account, and chose to retain certain territorial differentials “as is".

[24] The Board is satisfied that the Company has justified its proposed territorial 

differential changes and approves them.

CLEAR Table Adoption

[25] The Company proposed to adopt the 2017 Canadian Loss Experience 

Automobile Rating (“CLEAR”) Canada (AB Alberta & Atlantic) table to assign rating 

groups for Collision, Comprehensive, DCPD, and Accident Benefits coverages. It is 

currently using the 2015 version of the table. The impact of this change has been off- 

balanced through base rates.

[26] The Company included all the requirements for adoption of the table, which 

Board staff has recommended be approved. The Board accepts that recommendation.

Discount Changes

[27] The Company proposed to change several of its discounts and to introduce two 

new discounts.
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Multi-Line Discount

[28] Currently the Company offers a 10% discount where the insured has PPV 

coverage and either a homeowner’s, tenant’s or condominium insurance policy through 

RSA. It proposed to increase the discount to 15%, and suggested that this would make 

it competitive with other companies who offer a similar discount at or above this level.

[29] In response to an IR, the Company provided an analysis which did not support 

the full amount of the increase, although it submitted that the experience of drivers eligible 

for the discount is improving. It said that using the most recent experience, and giving it 

equal weighting, the increase is justified. RSA also noted that it intends to monitor the 

experience with this discount to see if the continued level is justified.

[30] The Company off-balanced the impact of the change through base rates to 

make it revenue neutral.

[31] Board staff recommended that the changes to the discount be approved, and 

the Board accepts the recommendation.

Winter Tire Discount

[32] Currently, RSA offers a winter tire discount in Ontario, as do other companies. 

It proposed to introduce a 3% discount in Nova Scotia, which is the same level of discount 

offered in Ontario. It would apply to premiums for Bodily Injury, Property Damage, DCPD, 

Accident Benefits, Uninsured Automobile, Collision, and the Collision portion of All Perils 

coverages, where four winter tires are installed on the vehicles between November 1 and 

April 30.
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[33] Board staff recommend that the introduction of this discount be approved, and 

the Board agrees.

Post-Secondary Education Discount

[34] RSA proposed to introduce a 7% discount for premiums for Bodily Injury, 

Property Damage, DCPD, Accident Benefits, Uninsured Automobile, Collision, and the 

Collision portion of All Perils coverages where three conditions are met:

1. The vehicle is insured for Bodily Injury, Property Damage, Accident Benefits, 
and Uninsured Automobile coverages;

2. The driver has been licensed for fewer than nine years; and
3. The driver is enrolled as a full-time student in, or graduated from, a 

recognized college or university in Canada.

[35] The discount cannot be combined with the current Student Discount, which 

applies when an occasional operator who rates as Class 05 or 06 driving record is 

temporarily away from home attending school and the vehicle remains garaged at home. 

It will not apply to any Class 05 or 06 drivers or to recreational vehicles.

[36] Through the IR process, RSA explained that this discount will mitigate the 

impact of a rate increase where a family member who is a student becomes a principal 

operator of a vehicle.

[37] Further, the Company likened the Canadian school requirement to its approach 

to international driving experience, where it does not accept the years licensed under a 

foreign licence for assignment of a driving record. It explained that it considers it is more 

able to assess what type of school is considered a college or university in Canada.
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[38] The Company has stated that two of its competitors offer a similar discount at 

the 10% level, and it has chosen the 7% level as prudent to accumulate experience under 

this discount.

[39] Board staff have recommended the approval of the introduction of this discount. 

The Board accepts the recommendation.

Student Discount

[40] The Company has proposed changes to the eligibility criteria of the Student 

Discount. The first is to confirm that it cannot be offered in conjunction with the Post

Secondary Education Discount. The second is that it cannot be offered if there is more 

than one driver licensed for fewer than nine years unless all such drivers otherwise qualify 

for the discount.

[41 ] The Board accepts the Board staff recommendation to approve these changes.

Endorsement Changes

NSEF# 6A - Permission to Carry Passengers for Compensation

[42] This endorsement gives an insured permission to use the vehicle to carry 

others for some form of compensation. With this permission, the passenger hazard risk 

is covered under Third Party Liability coverage. Coverage is automatically provided 

where the insured charges a modest fee to share the cost of driving neighbours, co

workers and the like to and from work once a day. Where the insured is operating for 

profit-making purposes, there is a premium of 10% of the Third Party Liability premium 

for this endorsement.
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[43] Under the proposed revisions, the actual use of the vehicle must be stated in 

the endorsement. A premium of 15% of the Third Party Liability premium is applied to 

certain uses: car pools for travel to work or school; home daycare exposures; and 

employees transporting clients. Car pools with more than four passengers, not including 

the driver, and home daycare operations with more than five passengers, including 

children of the insured, are not permitted under this endorsement.

[44] The increase in premium is being made to harmonize with the premium for the 

endorsement in Ontario and New Brunswick, which was based on a competitive review 

in Ontario.

[45] No premium applies for volunteer activities, such as driving a person to or from 

a medical appointment, and therefore, no requirement for the endorsement.

[46] References to taxis in the current endorsement are now to be excluded, and 

vehicles operating as or on behalf of a transportation network, such as Uber, or other 

passenger transportation services are also excluded.

[47] Board staff report the impact of this change is minimal and recommend its 

approval. The Board agrees.

NSEF #13C - Comprehensive Cover - Deletion of Glass

[48] This endorsement removes all risk glass coverage under Comprehensive 

coverage, so that no glass claims can be made from flying stones or falling objects if it is 

in place. The coverage, which lowers the premium, is currently available if the deductible 

is below $250, the vehicle does not have All Perils coverage, and it is not a recreational 

vehicle.
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[49] The change proposed is to remove the deductible requirement. This is due to 

a new rule which requires a client with three or more glass claims to take the 

endorsement. Additionally, it will allow the Company’s clients to remove glass coverage 

if they choose.

[50] Board staff report that there is no impact on premium from this change and 

recommend it be approved. The Board agrees.

NSEF# 19A - Valued Automobile(s)

[51] This endorsement provides an insured with coverage up to an agreed value 

rather than the actual cash value of a vehicle. It is generally used for antique or classic 

vehicles. Currently, RSA offers this endorsement without a premium for a PPV which 

does not depreciate in value, where the client provides evidence of the value and 

photographs.

[52] RSA is now seeking to expand the eligibility criteria for the endorsement to 

separate PPVs from antique and classic vehicles. PPVs, which will be rated on the higher 

of the CLEAR rate group or vehicle value, must:

1. Have a value of $80,000 or more;
2. Have the value substantiated by a Bill of Sale (if the insured is the original 

purchaser/lessee of a new automobile) or qualified appraisal (if the vehicle 
was purchased with more than 500 km on the odometer); and

3. Be appraised by a qualified appraiser every three years, and the appraisal 
must show that the value is holding or appreciating.

[53] There are proposed restrictions on antique and classic vehicles:

1. Annual mileage limited to 10,000 km;
2. No winter or poor weather driving;
3. Cannot be used as regular transportation; and
4. Must be in storage for the winter in a secure location.
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[54] Additionally, the same appraisal requirements for PPVs apply to antique and 

classic vehicles.

[55] The premium for the endorsement for PPVs is $85, while there is no premium 

charged for antique and classic vehicles.

[56] The $85 premium is based on a competitive review undertaken in Ontario and 

has been approved for the Company in that province and in New Brunswick. Board staff 

note that very few vehicles insured by the Company carry this endorsement.

[57] Board staff report that the impact on premium from this change is insignificant 

and recommend it be approved. The Board agrees.

NSEF#43R/43R(L) - Limited Waiver of Depreciation

[58] Under this endorsement, depreciation on a PPV is waived in the first 24 months 

from its original delivery date. The premium is based on the collision rate group assigned 

to the vehicle. The higher the rate group, the higher the premium.

[59] RSA proposed to cease this version of the endorsement on the effective dates 

of the changes proposed in this Application, and replace it with a version covering a 48- 

month period instead. This coverage is extended to new vehicles and “demo” vehicles 

with less than 10,000 km when purchased.

[60] The eligibility criteria will generally be the same; however, there can be no lapse 

or gap in having this coverage and the vehicle cannot have sustained any previous 

collision damage.

[61] RSA proposed to provide this coverage to new clients if they meet all the 

eligibility requirements including previous coverage under the endorsement.
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[62] The premium charged is proposed to vary based on the collision rate group 

and year of coverage.

[63] Board staff are satisfied that the Company has sufficiently supported the 

proposed change, and recommends it be approved. The Board agrees.

Rate Manual Review

[64] Board staff have reviewed the Rate Manual on file and found no instances 

where the Company is in violation of the Regulations. The Company proposed no 

changes to its Rate Manual other than those necessary to effect the changes noted in 

this Decision.

IV FINDINGS

[65] The Board finds that the Application complies with the Act and Regulations, as 

well as the Rate Filing Requirements.

[66] The financial information submitted by the Company satisfies the Board, 

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

the solvency of the Company.

[67] The Board finds the proposed rates are just and reasonable. The Board 

approves the new discounts, the changes to existing discounts and endorsements, and 

the adoption of the 2017 CLEAR table as proposed.

[68] The Application included full actuarial indications and the required territorial 

analysis; therefore, it qualifies to set the new mandatory filing date for PPV for the 

Company to March 1,2019.
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[69] The Board approves the effective dates of August 1, 2017, for new business 

and September 20, 2017, for renewal business.

[70] The Company is required to file an electronic version of its updated Rate 

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

[71] An Order will issue accordingly.

DATED at Halifax, Nova Scotia, this 16th day of June, 2017.
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