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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 UNIFUND ASSURANCE COMPANY for
approval to modify its rates and risk-classification system for private passenger vehicles

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

APPLICANT: UNIFUND ASSURANCE COMPANY

FINAL SUBMISSIONS: October 2, 2017

DECISION DATE: October 17, 2017

DECISION: Application is approved.
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I INTRODUCTION

[1] Unifund Assurance Company (Unifund 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 August 3,2017, was filed electronically 

on that date, and the original documents were received on August 4, 2017.

[2] Information Requests (IRs) were sent to the Company on September 7, 

2017, and responses were received on September 21,2017. Additional IRs were issued 

on September 25, 2017, to which the Company responded on September 28, 2017.

[3] As a result of a review by Board staff, a staff report dated September 28, 

2017 (Staff Report) was prepared. The Staff Report was provided to the Company for 

review on that date. The Company responded on October 2, 2017, indicating that it had 

reviewed the Staff Report and requested several corrections. Board staff revised the Staff 

Report to incorporate the corrections, and provided the amended Report to the Board.

[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.
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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 

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

Requirements). The Company’s mandatory filing date of July 1, 2017, was extended by 

the Board to August 4, 2017.

[7] The proposed effective dates are November 1,2017, for new business and 

February 1,2018, for renewal business.

Rate Level Changes

[8] The Company proposed to change its base rates and risk-classification 

system. The proposed changes represent an overall rate level increase of 7%, which is 

less than the indicated increase.

[9] The proposed changes follow the direction of the indications, except for 

Collision coverage, where an increase is proposed despite a very nominal indicated 

decrease. Some of the proposed changes represent about one-half of the indicated 

change, while others are about one-quarter of the indicated change.

[10] The Company also proposed changes to its discounts, endorsements, 

treatment of convictions, and premium capping. It further proposed to adopt a new 

version of the Canadian Loss Automobile Experience Rating (CLEAR) rate group table.

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

of the ratemaking procedure, including the following:

• Loss trends, and the effects of reform;
• Loss development;
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• Credibility standards, procedure and complement of credibility;
• Expense provisions including unallocated loss adjustment expenses;
• Experience period and weights;
• Premium (rate group drift) trends;
• Premium to surplus leverage ratio; and
• Target and proposed return on equity (ROE).

[12] Board staff reported that the only issue which arose where the Board might 

consider alternate assumptions to the Unifund analysis was the target ROE. Any other 

questions or concerns were resolved satisfactorily through the IR process.

Return on Equity

[13] The assumptions used by the Company to develop its indications for rate 

level changes were a 12% ROE, a tax rate of 31 %, and a premium to surplus ratio of 2:1. 

When combined with Unifund’s selection for investment income on surplus assets, these 

assumptions would produce a profit of 7.7% of premium.

[14] The Board has, in most recent applications, ordered companies to reduce 

the target ROE to 10%, which is the low end of the range it had determined reasonable 

for ROE. The impetus for doing so has been the concern of the Board, as evidenced by 

the initial General Insurance Statistical Agency (GISA) Financial Information Reports, that 

companies have been earning a higher ROE than that approved by the Board. The Board 

attributes declines in industry ROE in more recent GISA reports to the decisions of 

companies to apply for approval of lower than indicated rates, rather than the Board’s use 

of the 10% ROE.
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[15] When asked in an IR why the Board should not treat the Company similarly, 

Unifund said it used the 12% ROE in prior filings in other Atlantic Provinces and did not 

intend to be treated differently from other companies in Nova Scotia.

[16] Board staff reviewed the financial information included in the Application 

and determined that the Unifund experience in Nova Scotia had not improved greatly over 

the past two years.

[17] The Company was asked to provide indications using a 10% ROE, with all 

other assumptions unchanged, and this resulted in a difference of about -2% for overall 

coverages from the indications used in the Application.

[18] The Board notes that in the last Unifund application, it required the 

Company to use a 10% ROE. It also directed its sister company, Royal & Sun Alliance 

Insurance Company (RSA) to use a 10% ROE. Therefore, even though the loss ratios 

for the Company have deteriorated, Board staff recommended that the Company be 

required to use a 10% ROE assumption.

[19] The Board accepts the recommendation and has used the indications 

based on the 10% ROE, with all other assumptions made by Unifund remaining 

unchanged, as the indications by which it assesses whether the proposed changes will 

result in just and reasonable rates.

[20] For all coverages where Unifund proposed changes, except for Collision 

coverage, the proposed changes are directionally the same as the indications, although 

the changes are not as great.

[21] The proposed rates would result in an ROE which is significantly lower than 

the range which the Board considers reasonable. The Company stated in response to
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IR-1 (Q.7), that it proposed the rates in an effort to “...balance competitiveness and 

retention while moving towards its targets”.

[22] In the circumstances of this Application, the Board finds that the proposed 

changes will result in just and reasonable rates, and approves them.

Territorial Differentials

[23] Unifund developed indicated changes to its territorial base rates and 

provided its analysis in the Application. The changes it proposed are in the same direction 

as the indications, although they generally are lower. The base rate changes also vary 

by coverage.

[24] The changes proposed for Bodily Injury coverage were larger than 

indicated. The Company said in response to IR-1 (Q. 14) that this was because it believed 

the low credibility of the data was unduly slowing the progress towards the relativities 

suggested by its own experience.

[25] Board staff recommended approval of the proposed territorial differentials. 

The Board accepts this recommendation.

Other Changes

Winter Tire Discount

[26] The Company proposed to introduce a discount of 3% when the insured 

vehicle has four winter tires installed for the period between November 1 and April 30. 

The discount would apply to Third Party Liability, Accident Benefits, Uninsured 

Automobile, Direct Compensation Property Damage, Collision, and the Collision portion
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of All Perils coverages. The Company does not require a client to provide proof that the 

tires are installed to obtain the discount. Unifund’s sister company, RSA, offers a similar 

discount in Nova Scotia.

[27] The Company noted that in Ontario, a winter tire discount has been 

mandatory since January 1, 2016. Further, based on media reports suggesting that the 

use of winter tires in eastern and northern areas of the Province is 85% or more, it 

estimated that about 80% of Nova Scotia drivers would take up the discount. Based on 

this estimate, the off-balance of the impact of the discount is +1.9%.

[28] The Board approves the discount and the associated off-balancing through 

base rates, as sought by the Company.

Conviction Free Discount

[29] The Company proposed some changes to the eligibility criteria for the 

Conviction Free Discount. First, it proposed that only moving violation convictions would 

be used to determine eligibility, rather than non-moving violations such as parking tickets.

[30] The Company also proposed to give a separate, independent, rating and 

evaluation for the discount to Occasional Operators rated as Class 05, and to apply the 

discount to all driving records.

[31 ] Currently, the discount applies to all coverages; however, Unifund proposed

to apply it only to Third Party Liability, Accident Benefits, Direct Compensation Property 

Damage, Collision, Comprehensive, Specified Perils and All Perils coverages.

[32] The Company stated that the changes are for clarification of the Conviction

Free Discount, and therefore, there is no impact, and no off-balancing required.
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[33] The Board approves the changes as proposed.

Distracted Driving

[34] The Company proposed to change the categorization of a conviction for 

Distracted Driving from a minor to a major conviction. It explained in response to IR- 

1(Q.17) that this change had already been approved in other jurisdictions, and noted that 

distracted driving is receiving greater penalties in recent years. It also noted evidence of 

the serious risk associated with this driving behaviour.

[35] Board staff advise that many other insurers are now treating a conviction 

for distracted driving as major. The Company proposed to apply the major conviction 

categorization to “new” distracted driving convictions only, which effectively means that 

existing distracted driving convictions remain as minor convictions. As a result, there is 

no immediate impact of this change.

[36] The Board considers the change appropriate and approves it.

Endorsement Changes

NSEF 6A - Permission to Carry Passengers for Compensation

[37] The current premium for this endorsement is 10% of the Liability premium, 

except where a volunteer is paid mileage and expenses when the vehicle is used for 

volunteer purposes. The Company proposed to increase the premium to 15%, based on 

a competitive review it undertook in Ontario. It considered that its current charge was 

insufficient, given the risk.
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[38] The Board accepts the recommendation of Board staff to approve the 

proposed change.

NSEF 16 - Agreement for Suspension of Coverage and NSEF 17- Reinstatement

of Coverage

[39] Unifund proposed to introduce these two endorsements using the standard 

wording approved by the Superintendent of Insurance. They will allow for suspension of 

coverage when the vehicle will not be used, and for re-instatement of the original 

coverage when it will be used again. If the suspension is for 60 days or more, the client 

will receive a pro-rated refund of premium for the coverages suspended, and pay a pro

rated premium for the remainder of the policy term on re-instatement.

[40] The Board accepts the recommendation of Board staff to approve the 

introduction of these endorsements.

Adoption of 2017 CLEAR Table

[41] Currently, Unifund is using the 2015 CLEAR (AB and Atlantic) rate group 

table to assign rate groups to determine the premium for physical damages coverages. It 

proposed to use the 2017 version of the table. The Company did not apply in the interim 

to use the 2016 version of the table; however, the Board does not consider this an issue. 

The Company off-balanced the impact of the change in the table through the physical 

damages coverages base rates.

[42] Board staff state that its review of the rating profiles confirmed that Unifund 

is using the correct rate groups.
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[43] The Board accepts the recommendation of Board staff to approve the 

adoption of the 2017 CLEAR table as proposed by Unifund.

Removal of Premium Dislocation Cap

[44] In its last application, Unifund received approval for a 10% premium 

dislocation cap. In this Application, the Company proposed to remove the cap. It said 

that the cap has been in place for several years and removing it would both promote 

fairness in rates and improve the financial soundness of its overall portfolio.

[45] Currently, less than 5% of the vehicles insured by the Company are subject 

to a cap. While the average capped premium is just over 8% lower than its “true” 

premium, the largest difference is just under 70%.

[46] Unifund said that a significant majority of its capped vehicles would see the 

removal of the cap at their next renewal, with the clear majority having the cap removed 

at the second renewal. As a result, the removal of the cap would not have a dramatic 

impact for those vehicles.

[47] The Board considers that, to avoid prolonging the use of artificially lower 

rates, and the potential for large future rate shocks, it is appropriate for a premium 

dislocation cap to be removed efficiently. The Board finds that Unifund’s proposal moves 

its capped risks to the correct just and reasonable rates, and approves the removal of the 

cap.
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Rate Manual Review

[48] 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

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

as well as the Rate Filing Requirements.

[50] 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.

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

[52] 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 August 1,2019.

[53] The Board approves the effective dates of November 1, 2017, for new 

business and February 1,2018, for renewal business.

[54] 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.
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[55] An Order will issue accordingly.

DATED at Halifax, Nova Scotia, this 17th day of October, 2017.
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