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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 PEMBRIDGE INSURANCE COMPANY for
approval to modify its rates and risk-classification system for private passenger vehicles

BEFORE: Murray E. Doehler, CPA, CA, P.Eng., Member

APPLICANT: PEMBRIDGE INSURANCE COMPANY

FINAL SUBMISSIONS: April 19, 2017

DECISION DATE: May 25, 2017

DECISION: Application is approved
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I INTRODUCTION

[1] Pembridge Insurance Company (“Pembridge” 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 on 

March 2, 2017.

[2] Information Requests (“IRs”) were sent to the Company on March 16, 2017, 

and April 10, 2017, and responses were received on April 5 and 11,2017.

[3] As a result of a review by Board staff, a staff report dated April 18, 2017, 

(“Staff Report”), was prepared and provided to the Company for review on the same day. 

The Company responded on April 19, 2017, indicating that it had reviewed the Staff 

Report and had no comments other than to change the effective dates.

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

Application.

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 in compliance with the 

Insurance Act (“Act’) and its Regulations.

III ANALYSIS

[6] 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
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Requirements for Automobile Insurance - Section 155G Prior Approval (“Rate Filing 

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

[7] The revised proposed effective dates are July 1, 2017, for new business 

and September 1,2017, for renewal business.

Rate Level Changes

[8] Pembridge proposes to make changes to base rates and differentials that 

vary by territory and coverage that result in an overall all-coverages combined increase 

of 5.0%. These changes are based upon an indication for an all-coverages combined 

rate increase that was much larger.

[9] Pembridge received approval to split its current Third Party Liability (“TPL”) 

into Bodily Injury, Property Damage-Tort and Direct Compensation Property Damage 

(“DCPD”) effective April 1,2013. While TPL is shown as a single element, the Application 

proposes to apply those changes to the split rates approved by the Board. Due to lack of 

data, the indications were shown for TPL combined. They were developed, however, by 

breaking down TPL experience into Bodily Injury and Property Damage (i.e. Property 

Damage-Tort and DCPD combined). Until the General Insurance Statistical Agency 

publishes DCPD experience, this is an acceptable approach.

[10] Pembridge also proposes to make changes to its rating rules, specifically to 

the reasons for declining to issue/renew a policy or coverage.

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

of the ratemaking procedure, including the following:

• Loss trends (uses Oliver Wyman (“OW”) selections from December 2015
based report);
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• Effects of Reform (Minor injury cap in 2010 and AB reform in 2012);
• Loss development;
• Premium (rate group drift) trends;
• Expense provisions, including Unallocated Loss Adjustment Expenses;
• Experience period and weights;
• Credibility standards, procedures, and the complement of credibility; and
• Profit provision including target and proposed Return on Equity (“ROE").

[12] Based on the Board staff review of the filing, the only issue that arose 

surrounding the Pembridge analysis of its rate level needs where the Board might 

consider alternate assumptions was the profit provision. Any other issues raised were 

successfully resolved in the information request process.

Return on Equity

[13] Pembridge uses a target ROE of 12% in its indications. Based upon its 

selection of a premium-to-surplus ratio of 1.7:1 (consistent with the prior application 

although the ratio by coverage has changed slightly) and the investment return on surplus 

assets, the 12% ROE results in a profit provision of 9.8%. Using a more common 2:1 

ratio, and the Board range of 10%-12%, along with the Pembridge investment income on 

surplus asset assumptions, the Board range for reasonable profit provision would be in 

the 6.8%-8.3% range. Using the high end of the ROE range, along with a lower premium- 

to-surplus ratio, Pembridge has a profit provision outside this range.

[14] The Board in recent decisions has expressed its concern, echoed in both 

the 2012 and 2013 GISA Financial Information Reports, that the industry appears to be 

earning profits in Nova Scotia that exceed the level the Board has been approving. To 

address this concern, the Board has forced other companies to use a 10% ROE.
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[15] The 2014 and 2015 versions of these reports show negative ROEs for the 

industry for private passenger vehicles. Board staff believe this is likely more a result of 

many companies, in the past, not taking the full indicated rate changes coupled with some 

deteriorating experience associated, in part, with inclement weather at the start of 2015. 

It is not all attributable to the Board forcing companies to the lower end of an acceptable 

profit range. As such, the Board has continued to require the 10% ROE for companies 

unless they can demonstrate they are different from the industry.

[16] As seen in section 12 of the Application, the Pembridge loss ratios for Nova 

Scotia automobile have been good, relative to the rest of Canada, for the Company. The 

latest year shows Nova Scotia results closer to those for the rest of Canada.

[17] Pembridge uses industry loss costs, adjusted to reflect its own mix of

business, but has had better experience than that of the industry. Pembridge noted:

Loss experience in general has been favourable due in part to the pricing and underwriting 
initiatives to focus on obtaining and retaining lower cost business. The industry loss ratio 
is adjusted for Pembridge’s mix of business. The adjustment is lowering the industry loss 
ratio, which is a testament to Pembridge’s better mix of business.

[Response to Question 16 of IR-1]

[18] When asked why the Board should treat Pembridge differently than those

companies it has ordered to use the 10% ROE level, the Company explained:

Please note based on Appendix A - 8.b that Pembridge has not shared in this industry 
experience over the past 5 years. Aside from 2012, ROE for Pembridge was well below 
the reasonable range viewed by the Board. Therefore, because Pembridge Insurance 
Company has not produced high ROE’s from the automobile business over the past 5 
years, it is believed that enforcement of a 10% ROE would not be consistent with the 
board’s reason for imposing said restriction.

Pembridge has very little weight in the industry as it is a very small company. Along with 
being a small company, Pembridge experiences very volatile results from year to year as 
a single loss could effectively make the results a very good year or a very bad year. Given 
that a small number of large companies drive the industry results, it is critical to look at the 
merits of each company to assess the overall performance of the market.

[Response to Question 2 of IR-1]
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[19] Pembridge appears to acknowledge, in the quote in para. [17], that its Nova 

Scotia experience has been good relative to the industry. However, the Company seems 

to argue the opposite point in the first paragraph of the quote in para. [18].

[20] While the Company may not be like the industry when all Canada results 

are examined, when the focus is placed on Nova Scotia only, Pembridge appears to be 

more like the industry, enjoying higher profits. As such, Board staff conclude that the use 

of a 10% ROE is appropriate.

[21] The use of the lower premium-to-surplus ratio (i.e. 1.7:1 instead of a more 

common 2:1 ratio), should offset the concerns of the Company about size and volatility.

[22] Pembridge assumes an investment return on surplus assets, which is lower 

than the response to an IR would suggest. Pembridge indicates that the amount used is 

based upon the latest money returns (i.e. a rate that they could achieve investing in risk

free assets today). While the Company suggests it could invest in riskier assets, it 

believes the benefits of doing so should flow to the Company rather than the policyholder 

as the Company assumes the risk associated with those assets.

[23] In past applications, the Board has accepted additional information provided 

by Pembridge that justified its methodology that produces the lower investment return in 

this Application. Despite the result being so low, the methodology has been accepted in 

the past and Board staff support its use in this Application.

[24] Using a 10% ROE along with Pembridge’s selected premium-to-surplus 

ratio, which by itself is providing some additional provision to address the Company’s 

concerns regarding size and volatile results, the profit provision becomes 8.0%. This level 

falls within the Board range, albeit closer to the higher end.
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[25] Pembridge provided indications with all the original assumptions except for 

the use of a 10% ROE. The change resulted in a drop of about 3% in the indicated overall 

rate level increase.

[26] Board staff suggest Pembridge use a 10% target ROE when developing the 

indicated rate changes instead of the Company selection of 12%. This recommendation 

is consistent with the staff recommendations made in the previous Pembridge 

applications regarding the level of ROE to be allowed in the indications.

[27] The Board agrees with this suggestion.

Comparison of Proposed Rates to Indications

[28] A comparison of Pembridge’s proposed changes shows that they are all in 

the direction of the indicated changes using the lower ROE. With the exception of 

Accident Benefits and SEF#44, the proposed rate changes are lower than indicated.

[29] For SEF#44, the Company proposes to leave the current rate unchanged 

despite a very large indicated decrease. Applying the indicated change would see the 

current $17 average premium drop significantly. The indication for SEF#44 is driven 

primarily by the lack of claims. However, this level of reduction could put the company at 

risk of a single claim driving the need for a much higher premium next time, creating 

significant volatility in this coverage. Given the industry average premium for this 

coverage is about $20, and given that the current Pembridge premium is close to, but 

below this level, Board staff believe leaving the rate unchanged is appropriate and 

prudent in the circumstances.
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[30] Accident Benefits and TPL are mandatory coverages. The proposed rate 

change for Accident Benefits exceeds the revised indications, whereas the increase 

proposed for TPL is less than indicated. The combination of premiums for the combined 

coverages is well below the indicated level. As such, Board staff do not see this as a 

reason for the Board to address this issue at this time.

[31] Because the proposal is for a smaller overall, all coverages combined 

increase than Staff indications suggest, the proposed rates produce an ROE of 4.28%. 

This result is well below both the bottom of the Board’s range and Pembridge’s original 

target. The Company acknowledges this and explains that a 12% ROE is not achievable 

in a single rate change and Pembridge plans to gradually implement changes to achieve 

its goals. Pembridge may approach the Board before its next mandatory filing deadline 

to keep the process moving.

[32] Board staff support Pembridge’s proposed rate change.

[33] The Board approves the proposed rates, as filed.

Other Proposed Changes

Territorial Differentials

[34] As part of its indications, Pembridge undertook an analysis of indicated rate 

changes for each of its territories.

[35] Pembridge is addressing those territories where the indications suggest the 

relativities should increase, but leaving the remaining territories unchanged. Pembridge 

explains:

The indicated change table shows what the changes are on a relative basis. Increasing 
territories 1, 6 and 7 makes the other territories less expensive on a relative basis. Since 
we are targeting an overall increase of 5%, had we taken decreases on territories 2 to 5,
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we would have taken a larger base rate increase for the off-balance. Using a base of 5%, 
the impact of our proposed rate changes are above 5% for territories 1, 6 and 7 while they 
are under 5% for territories 2 to 5.

[Response to Question 17 of IR-1]

[36] The Company does not propose to off-balance explicitly the impact of the 

change (which overall is a small rate increase). Pembridge considered this impact when 

selecting its overall proposed change.

[37] Board staff support Pembridge’s territorial differential changes and the 

Board approves them.

Class Differentials

[38] Pembridge undertook a one-way analysis of its Class differentials to 

determine indicated changes. While the indications for many of the coverages are for 

changes (both increases and decreases), Pembridge chose to only address the Class 02 

differentials by making a 2.5% increase to it for Class 02 for Bodily Injury, Property 

Damage-Tort, DCPD, and Collision.

[39] Pembridge asserted that it chose to address those Classes where large 

changes were indicated and where the Class represented a significant portion of its 

contracts. The Company chose to leave the differentials for the other Classes 

unchanged. Pembridge argued that if such changes were made, the impact of the 

differential changes (mostly reductions) would have to be off-balanced (i.e. base rates 

would increase). This would result in greater dislocation for its clients.

[40] The Company again did not off-balance explicitly the impact of the change 

in the Class 02 differential, which is estimated to have a small impact overall. This impact 

was considered as the Company selected its 5% overall change.
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[41] Board staff support Pembridge’s proposed changes and the Board 

approves them as filed.

Rating Rule Changes

[42] Pembridge proposes to expand its “Race or Speed Test” rule and to impose 

a restriction on the use of the automobile on a racetrack or in race-like situations. The 

last change had outlined that a “race or speed test” does not require another competitor 

or a timing device. The latest change was precipitated by recent claims involving a single 

vehicle on a racetrack. It also includes some additional scenarios where a vehicle is used 

on a closed course for advanced performance driving testing or is used in a contest. 

Pembridge will decline such risks.

[43] Pembridge will also not write vehicles equipped with an alcohol interlock 

device. These devices are required by court order for an operator who has a history of 

combining alcohol and vehicle use. Given the reasons why these devices are ordered, 

the Company believes the risk exposure is too high to write. Pafco Insurance Company, 

which is a sister company to Pembridge that operates in the sub-standard or higher risk 

market, recently had a similar rule approved by the Board.

[44] Pembridge will decline customers who have verbally or physically abused 

an employee of Pembridge or an employee within the Allstate Canada group, where that 

abuse was reported to security, human resources and/or police.

[45] Finally, Pembridge will no longer write a risk where evidence exists that a 

driver, excluded from a policy under a signed Nova Scotia Endorsement Form #28 

(“NSEF#28”), operated an insured vehicle. Pembridge indicates that it was not receiving
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a proper premium for the risk it was assuming where there was such evidence. That is, 

in this circumstance, the vehicle could be operated by an excluded driver, despite being 

listed in the endorsement. This potential increases the risk of an accident. Pembridge 

was questioned about how the presence of a signed NSEF#28 which excludes a driver 

would result in the Company being liable for claims if the excluded driver were to be 

involved in an accident:

We have had instances of an excluded operator clearly continuing to operate an insured 
vehicle. In these instances we are not obtaining the correct premium for the risk exposure 
and our ability to properly underwrite and rate the risk is restricted by the fact. The operator 
who drives with the SEF 28 is material to our risk exposure.

[Response to Question 23 of IR-1]

[46] Pembridge views someone who ignores the requirements of the NSEF#28 

and drives the vehicle from which they are excluded as a risk that is too great to insure. 

So, where evidence of such a behavior exists, they will now decline that risk.

[47] All of these changes are supported by Board staff, and do not violate the 

Insurance Act or its associated Regulations.

[48] The Board approves the changes, as filed.

Rate Manual Review

[49] 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.
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IV FINDINGS

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

as well as the Rate Filing Requirements.

[51] 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.

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

[53] 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.

[54] The Board approves the effective dates of July 1, 2017, for new business 

and September 1,2017, for renewal business.

[55] 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.

[56] An Order will issue accordingly.

DATED at Halifax, Nova Scotia, this 25th day of May, 2017.

Murray E. Doehler
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