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NOVA SCOTIA UTILITY AND REVIEW BOARD

IN THE MATTER OF THE INSURANCE ACT

IN THE MATTER OF AN APPLICATION by ECHELON INSURANCE for approval to 
modify its rates and risk-classification system for commercial vehicles

BEFORE: David J. Almon, LL.B., Member

APPLICANT: ECHELON INSURANCE

FINAL SUBMISSIONS: July 25, 2017

DECISION DATE: July 28, 2017

DECISION: Application as amended, is approved.
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I INTRODUCTION

[1] Echelon Insurance (“Echelon” 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 commercial vehicles (“CV”). 

The Application was filed electronically on June 27, 2017, and the original documents 

were received on June 28, 2017.

[2] Information Requests (“IRs”) were sent to the Company on July 4 and 19, 

2017, and responses were received on July 7 and 19, 2017, respectively.

[3] As a result of a review by Board staff, a staff report dated July 21, 2017, 

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

The Company responded on July 24, 2017, indicating that it had reviewed it and identified 

some corrections that were needed. Echelon also indicated its willingness to accept the 

recommendations in the Staff Report.

[4] On July 25, 2017, Echelon filed an amendment to the Application, in which, 

the Company adopted the Board Staff recommendations. Staff reviewed the 

amendments and created a revised version of the Staff Report, now dated July 25, 2017, 

that reflected the impacts of the amendments. Staff shared this version of the report with 

Echelon on July 25, 2017, who had no further comments to add.

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

Application.
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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.

Ill ANALYSIS

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

system for commercial vehicles. 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 had a July 1, 2017, mandatory 

filing date.

[8] The proposed effective dates were December 1, 2017, for new business 

and January 1,2018, for renewal business.

Rate Level Changes

[9] Echelon is a non-standard insurer offering a reasonable alternative to 

Facility Association (“FA”) for those risks that are not too extreme. To be appropriately 

priced, the premiums for Echelon need to fall between the lower premiums from the 

regular market and the higher premiums of FA.

[10] Echelon insures few commercial vehicles in Nova Scotia, and as such, an 

actuarial analysis of its experience would not provide meaningful data.

[11] Echelon originally proposed to realign its rates for all coverages to bring 

them to 85% of the FA rates for urban territories and 80% of the FA rates in the rural
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territories. The amendment changed the percentage to 75% in the rural territories for this 

coverage in line with all other coverages when compared to those of FA.

[12] The change for Direct Compensation Property Damage represents a large 

increase, because at the last Board approval, Echelon used a much lower percentage of 

FA rates for this coverage. The impact for this coverage is larger than the combined 

reductions for other coverages. The result is an overall, all coverages combined, increase 

of 4.2%.

[13] In reviewing the Application, the key issue that arises is the potential, under 

the proposal, for Echelon to earn a return on equity (“ROE") well above the Board’s 10

12% range of reasonability. Tempering this concern is the very small number of vehicles 

insured and the resultant potential volatility in loss cost, which may warrant a higher ROE.

Return on Equity

Determination of Potential Return on Equity

[14] In response to an IR, Echelon provided some loss ratios (i.e. claims as a 

percentage of premiums) for FA in urban and rural territories separately. Board staff also 

was able to obtain the same information from the General Insurance Statistical Agency 

(“GISA”), broken down by coverage. Echelon provided similar information in its previous 

two filings for these vehicles.

[15] Since Echelon originally proposed rates that were 85% and 80% of the FA 

rates for urban and rural areas, respectively, the loss cost information for FA, adjusted to 

reflect the proposed discount, provides some insight as to whether the discount level is 

reasonable.
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[16] In its previous filings, Echelon provided updated loss ratio information using 

FA data from 2005-2009 and 2008-2012. Board staff obtained similar information for 

2011-2015 from GISA. When the Echelon expense ratio, which is close to that of FA, 

was applied, the Echelon proposed rates would have produced combined ratios that imply 

the earning of some very large returns.

[17] These rough calculations show that, based on the FA data, the rates with 

the Echelon proposed discounts would produce very healthy profits in rural areas. It 

appears that either FA rates are too high, relative to the loss experience, or that larger 

discounts for Echelon are warranted for rural areas.

[18] Given the small number of vehicles and small number of claims, the data 

provided may not be fully relied upon to draw inferences. A rough estimate, by Board 

staff, of the credibility of the data is 15%.

[19] Using rough calculations, assuming the 15% creditability with the 

complement of credibility being applied to the current discounts, Board staff determined 

estimates of a level of discount that would reduce the ROE to 12% overall. The estimates 

suggest urban rates should be 83% of FA rates and rural rates should be 70% of FA 

rates.

[20] Board staff suggested that a move all the way to 30% discount may be too 

severe and recommend that the urban discount remain at the proposed 15% and the rural 

discount be set at 25%. This difference preserves the 10% variable in the current rates 

for Echelon.

[21] The Board staff recommendation, which Echelon adopted in its amended 

Application, would produce higher than a 12% ROE based on these rough calculations.
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[22] The Board, in its decision on the last two filings, allowed the prospect of a 

higher than 12% ROE. At those times, Echelon indicated that if FA filed for lower rates, 

as one would expect, given the above calculated results, the Company would apply to 

bring their rates into line with the then proposed discounts.

[23] Based on information provided by Echelon about the rates for its sister 

company, The Insurance Company of PEI, which offers rates to the standard market, the 

revised proposal will leave Echelon rates well positioned between the standard market 

and FA to attract the desired non-standard risks.

[24] The Board notes that FA recently filed an Application for a small overall 

decrease in rates. A decision has not been made on that Application, and therefore, it 

may not be appropriate to alter the Echelon proposal to reflect that Application. It is noted 

here, as support, that the experience for FA for commercial vehicles has been favorable.

[25] Board staff recommends, and the Board agrees, that the revised proposed 

changes in base rates that bring the Echelon rates to 85%/75% of the FA rates in 

urban/rural areas are appropriate. The Board approves the proposed rates, as revised in 

the amended Application.

Territorial Differentials

[26] Echelon did not prepare actuarial analysis, but provided information on loss 

ratios by urban and rural territories in support of its decision to use different rural and 

urban discount factors.

[27] The information provided shows a difference between urban and rural loss 

ratios suggesting that the premiums should be different in those territories. Given the
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limited data, the Board accepts the information provided as meeting the requirements. In 

that manner, the FA rates, as modified by the differences in the discounts, reasonably 

address the differences in the circumstances of this Application.

[28] The Board approves the territorial differentials (urban and rural) as stated 

in paragraph [25],

Rate Manual Review

[29] Board staff have reviewed the Rate Manual on the 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

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

as well as the Rate Filing Requirements.

[31] 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.

[32] The Board finds the proposed rates, as revised in the amended Application, 

are just and reasonable.

[33] The Board finds the Application qualifies to reset the new mandatory filing 

date for commercial vehicles for the Company to July 1, 2020.
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[34] The Board approves the effective dates of December 1, 2017, for new 

business and January 1, 2018, for renewal business.

[35] 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.

[36] An Order will issue accordingly.

DATED at Halifax, Nova Scotia, this 28th day of July, 2017.

VtJJvVO'-S '
David J. Almon
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