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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 13, 2018

DECISION DATE: May 22, 2018

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. The Application, dated March 6, 2018, was filed electronically on 

March 7, 2018.

[2] Information Requests were sent to the Company on March 28, 2018, and 

responses were received on April 9, 2018.

[3] As a result of a review by Board staff, a staff report, dated April 12, 2018 

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

The Company responded on the same day, indicating that it had reviewed the Staff Report 

and requested changes to the effective dates for the usage based insurance program.

[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 private passenger vehicles. The Application was made in accordance with the

Document: 262193



-3-

Board’s Rate Filing Requirements for Automobile Insurance - Section 155G Prior 

Approval (Rate Filing Requirements). The Company’s mandatory filing date was March 

1,2019. As this Application included full actuarial indications, it meets the requirements 

of a mandatory filing resulting in a reset of the mandatory filing date to March 1, 2020.

[7] The proposed effective dates are September 1,2018, for new business and 

November 1,2018, for renewal business for the usage based insurance program and the 

revised dates are July 1, 2018 for new business and September 1, 2018, for renewal 

business for all other changes.

Rate Level Changes

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

The proposed change represents an overall rate level increase of 9.9%, although the 

indicated overall rate level change is much higher.

[9] Due to lack of data for the individual components (e.g., Bodily Injury, 

Property Damage-Tort and Direct Compensation Property Damage (DCPD)), Pembridge 

determined indications for Third Party Liability combined, and applied that change to all 

three coverages. Until the General Insurance Statistical Agency publishes DCPD 

experience, the Board finds this to be an acceptable approach.

[10] In addition, Pembridge proposed changes to several of its differentials (e.g., 

territory, rate class, driving record) as well as to its rating rules.

[11] The Company also proposed the introduction of a Group Discount.
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[12] Finally, Pembridge proposed changes to its usage based insurance 

program, to allow for the use of a Smartphone, for monitoring purposes, in place of its 

current dongle-based program.

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

of the ratemaking procedure, including the following:

• Loss trends (uses Oliver Wyman selections from its December 2016 based 
report);

• 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.

[14] Based on the 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.

Profit Provision including Target Return on Equity

[15] Pembridge uses a target return on equity 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% return on equity results in a profit provision of 9.6%. Using a 

more common 2:1 ratio and the Board range of 10%-12%, along with the Pembridge 

investment income of surplus asset assumptions, the Board range for reasonable profit
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provision would be 6.7%-8.1%. By using a high end of the return on equity range, along 

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

[16] The Board, in recent decisions, expressed its concern, echoed in both the 

2012 and 2013 General Insurance Statistical Agency 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 required other companies to 

use a 10% return on equity.

[17] The 2014, 2015 and 2016 version of the GISA reports show negative ROEs 

for the industry for private passenger vehicles. This result is likely more a result of many 

companies not taking full indicated rate changes coupled with some deteriorating 

experience, including that related to inclement weather at the start of 2015, as opposed 

to the result of the Board directing companies to the lower end of its profit range. As such, 

the Board continues to require the use of a 10% return on equity for companies unless 

they can demonstrate they are different from the industry.

[18] The financial information in section 12 of the Application shows the 

Pembridge loss ratios for Nova Scotia automobiles were good, relative to the rest of 

Canada for the Company up until 2016 when the relationship changed. Over the five 

years combined, the Nova Scotia loss ratio of 63.1% compares favourably to the all 

Canada result of 71.8%.

[19] Because Pembridge uses industry loss costs, adjusted to reflect its own mix 

of business, one can see that the Company experience has been better than that of the 

industry. Pembridge noted:
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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.

[IR-1, Question 13]

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

companies it has ordered to use the 10% return on equity level, the Company explained:

Please note based on Non-Confidential Section 6 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.

[IR-1, Question 2]

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

are examined, when the focus is placed on Nova Scotia only, it appears that Pembridge 

is enjoying higher profits. As such, Board staff recommend the use of a 10% return on 

equity.

[22] As to the issue regarding the size of the Company, the use of the lower 

premium-to-surplus ratio (i.e., 1.7:1 instead of a more common 2:1 ratio), should help 

allay the concern about volatility.

[23] Pembridge selects an investment return on surplus assets that is much 

lower than the responses to question CONF-7b in the Application seems to suggest would 

be earned. Pembridge indicates that it based its selection, in part, upon new money rates 

(i.e., rates that they could achieve investing in risk-free assets today) using logic 

consistent with prior filings.
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[24] In past Pembridge applications, the Board accepted the additional 

information provided by the Company that justified the logic used to select the investment 

on surplus assets. Board staff recommends the Board continue to allow the use of this 

logic.

[25] Using a 10% return on equity along with the Pembridge selected premium- 

to-surplus ratio, which provides some additional provision to address the Company 

concerns regarding size and potential volatility in results, the profit provision becomes 

7.8%. This level falls into the Board range, albeit closer to the higher end.

[26] Pembridge provided indications with all its original assumptions except for 

the use of a 10% return on equity. The result was an indicated increase that was 4% 

lower than the original indicated increase.

Comparison of Proposed Rates to Indications

[27] The Indications with a 10% return on equity are used as the target against 

which the Pembridge proposal is assessed for reasonableness.

[28] The Pembridge proposal compared to these indications shows that the 

proposed changes are in the direction of the indicated changes, only the magnitude is 

much smaller.

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

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

current $17 average premium drop to about $6. 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
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significant volatility in this coverage. Given the industry average premium for this 

coverage is about $20, and the current Pembridge premium is close to this level, leaving 

the rate unchanged is seen by Board staff as appropriate and prudent in the 

circumstances.

[30] Because the proposal is for an overall all-coverages combined increase that 

is much lower than the indicated change, the proposed rates produce a return on equity 

well below the 10% included in the comparable indications. In this case, the return on 

equity is negative (-2.78%). The Company acknowledges this and explains that a 12% 

return on equity, or even the Board’s 10%, is not achievable in a single rate change. 

Pembridge plans to gradually implement changes to achieve its goals.

[31] In the last application, Pembridge made a similar argument, and also 

indicated it may approach the Board before its next mandatory filing deadline to keep the 

process moving. This Application is a year in advance of the mandatory filing deadline 

established with that application, confirming the Pembridge commitment to gradually 

move towards the indications. This approach, in part, alleviates concerns that the Board 

had with Pembridge not taking full indicated changes.

[32] Board staff state that Pembridge provided sufficient support for its proposed 

rate change.
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[33] As part of its indications, Pembridge undertook an analysis of indicated rate 

changes for each of its territories. Pembridge addressed those territories where the 

indications suggest the relativities should increase, leaving the remaining territories 

unchanged. Pembridge explains:

The indicated change table shows what the changes are on a relative basis. Increasing the 
differentials in territories 5 and 6 makes the other territories less expensive on a relative 
basis. Since we are targeting an overall increase of 9.9%, had we taken decreases on 
territories 1,2,3 and 7, we would have taken a larger base rate increase for the off-balance. 
Pembridge’s goal for this filing is to avoid larger dislocation for its customers.

[IR-1, question 14]

[34] The indicated decreases, where Pembridge made no changes, are 

relatively small.

[35] The Company did not off-balance, explicitly, the impact of the small change, 

but rather considered this impact when selecting its overall proposed change.

[36] Board staff stated that Pembridge has supported its territorial differential 

changes.

Class Differentials

[37] Pembridge also undertook an analysis of its Class differentials to determine 

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

(either increases, or decreases), Pembridge chose to only address the Classes 01, 02, 

03 and 07. The proposed changes are in the direction of the indications, but the 

magnitude is smaller.
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[38] Pembridge asserted that it chose to address those Classes where large 

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

insurance contracts. In some cases, despite indicated changes, Pembridge chose to 

leave the differentials unchanged to address market concerns or to grow the market for 

these Classes. In such cases, the Company relied upon input from its sales team.

[39] As with the territorial differentials, the Company again did not off-balance 

explicitly the small impact of the differential changes, but rather considered the impact as 

part of its overall change.

[40] Board staff stated that Pembridge has supported its proposed changes to 

its Class differentials.

Driving Record Differentials

[41] Pembridge also analyzed its Driving Record differentials. Based on these 

indicated changes, Pembridge proposed a small increase for Driving Record 06. The 

proposed increase is close to the indicated change. Despite indications that other Driving 

Record differentials should change, Pembridge proposed to leave them unaltered. The 

Company explained:

Each of Driving Record segments 1 through 5 represents a small portion of Pembridge’s 
book of business. Driving Record 3, being the largest segment of these, accounts for 1.8% 
of the book in terms of exposures.

Due to lack of credibility and inherent volatility associated with such small segments, we 
opted to keep the differentials for Driving Record 1 to 5 unchanged at this time.

Keeping its competitive position in mind, we decided to keep Driving Record 10 unchanged 
at this time as it is the largest segment which accounts for more than 80% of the book.

[IR-1, question 16]

[42] The Company again did not off-balance explicitly the small impact of the 

differential changes, but rather considered the impact as part of its overall change.
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[43] Board staff stated that Pembridge has supported its proposed change.

Group Discount

[44] The Company proposed the introduction of a Group Discount to be 

consistent with the Pembridge Ontario offering, which recently received approval. The 

discount will apply to all vehicles, not just private passenger vehicles. Board staff stated 

that all groups meet the definition of eligible group as presented in the Matters Considered 

in Automobile Insurance Rates and Risk-Classification Systems Regulations.

[45] The eligibility criteria will be similar to those used by Pembridge’s sister 

company, Allstate Insurance Company of Canada (Allstate). However, unlike Allstate, 

Pembridge proposes to cap the discount offered at 5%, while Allstate allows for up to a 

10% discount. The Company explained that since this is the first time the Group Discount 

will be offered in Nova Scotia by Pembridge, a higher discount may not be justifiable over 

the long term. A smaller (i.e., 5%) discount is a prudent first step that can be re-examined 

as the Company develops experience.

[46] Board staff state that Pembridge has provided sufficient support for the 

Group Discount and its selected levels.

Rating Rule Changes

[47] Pembridge proposed two changes to its rating rules.

[48] For Driving Record 05, Pembridge is making a change, consistent with a 

change made in New Brunswick, that addresses an anomaly. The Company points out 

that it currently requires, if there is a lapse of more than 24 months, to maintain a Driving
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Record 05, the client must be continuously insured for 24 months at some point in the 

past four years. It is not possible, however, to have a lapse greater than 24 months and 

be insured for 24 months continuously in the same four-year period. There must be more 

than 48 months to have both. Pembridge will change the four-year period to a five-year 

period to correct this problem.

[49] Pembridge will also clarify that its My_Bridge™ discount will not apply to six 

month policies. While the current automobile insurance manual implies this, Pembridge 

will add “12-month policies only” for clarity.

[50] Board staff support these rating rule changes, as filed.

Changes to Usage Based Insurance Program

[51] Pembridge has approval to offer a usage based discount based on an initial 

six month monitoring period. The Company uses a telematics device, or dongle, to gather 

the driving experience data over the monitoring period. Once the monitoring period is 

complete, the Company scores the driving experience and offers a discount between 0

30% based on this score.

[52] Pembridge proposed to replace the dongle-based version of the usage 

based discount program with one based upon the use of a Smartphone to gather the 

monitoring data. This new program will be branded under the same My_Bridge™ name 

but will use the Drivesight™ model from Arity.

[53] The Smartphone will measure the same risky driving behaviors currently 

monitored by the dongle. The new methodology, however, will map drivers to a more 

granular discount grouping. Drivers will receive a score ranging from 1-100 based upon
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their experience during the monitoring period. This score will be mapped to the discount 

that ranges from 0% to 30%.

[54] All other elements of the program (enrollment discount (10%), “Try Before 

You Buy Discount” (5%), additional monitoring criteria, etc.) will apply to the replacement 

program.

[55] The use of Smartphone technology will reduce the cost of the program. 

Pembridge estimates the savings to be about half of the current dongle costs. Pembridge 

also asserts that the dongles use a specific wireless network that will be disconnected in 

the future, rendering the dongles useless. The switch to Smartphone technology will 

allow the program to continue into the future. The Smartphone approach will also work 

for drivers of vehicles where the dongle cannot be used, granting such drivers access to 

the discount.

[56] Board staff commented that Pembridge has provided sufficient support for 

the change to the Smartphone based application and the revised, more granular, scoring 

system and the conversion factors to get to a usage based discount.

Automobile Insurance Manual

[57] Board staff have reviewed the Automobile Insurance Manual on file and 

found no instances where the Company is in violation of the Regulations. The Company 

proposed no changes to its Automobile Insurance Manual other than those necessary to 

effect the changes noted in this Decision.
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IV FINDINGS

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

as well as the Rate Filing Requirements.

[59] 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.

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

[61] The Board finds the proposed changes to the Territorial Differentials, the 

Class Differentials, the Driving Record Differentials, the Group Discount and Rating Rules 

to be just and reasonable.

[62] The Board finds the proposed replacement of the dongle based program 

with the Smartphone based program, for the usage based insurance program, to be just 

and reasonable.

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

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

vehicles for the Company to March 1,2020.

[64] The Board approves the effective dates of September 1, 2018, for new 

business and November 1, 2018, for renewal business for the usage based insurance 

program and July 1,2018 for new business and September 1,2018, for renewal business 

for all other changes.

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

Automobile Insurance Manual within 30 days of the issuance of the Order in this matter.
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[66] An Order will issue accordingly.

DATED at Halifax, Nova Scotia, this 22nd day of May, 2018.

L ''S ' "

Murray E. Doefiler
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