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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 SONNET INSURANCE COMPANY for
approval to change its rates and risk-classification system for private passenger vehicles

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

APPLICANT: SONNET INSURANCE COMPANY

FINAL SUBMISSIONS: February 2, 2021

DECISION DATE: February 9, 2021

DECISION: Application is approved.
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I INTRODUCTION

[1] Sonnet Insurance Company applied to the Nova Scotia Utility and Review 

Board to change its rates and risk-classification system for private passenger vehicles. 

The company proposed rate changes that vary by coverage and result in an overall 

increase of 5%. In addition to changes to rates, the company also asked the Board to 

approve changes to the differentials for several rating variables, the introduction of credit 

information as a new rating variable, the introduction of new discounts, and the 

implementation of a premium dislocation capping program.

[2] The Board must consider whether the proposed rates and risk-classification 

system are just and reasonable and in compliance with the Insurance Act (Act) and its 

Regulations. The Board is satisfied that Sonnet’s application meets these requirements 

and approves the company’s proposed rates and risk-classification system. The Board 

also approves the proposed changes to rating variables, the new discounts, and the 

premium dislocation program.

II ANALYSIS

[3] Sonnet applied under the Board’s Rate Filing Requirements for Automobile 

Insurance - Section 155G Prior Approval (Rate Filing Requirements). Since the filing of 

this application, Sonnet received and responded to Information Requests (IRs) from 

Board staff. In response to some IRs, the company amended its application. Board staff 

prepared a report to the Board with recommendations on the amended application (Staff 

Report). Before providing the Staff Report to the Board, Board staff shared it with Sonnet.
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The company reviewed the report and informed Board staff that it had no further 

comments.

[4] Board staff examined all aspects of the ratemaking procedure to make the 

recommendations in the Staff Report and suggested that the Board further review certain 

issues. Board staff consider that Sonnet satisfactorily addressed all other aspects of the 

ratemaking procedure in its application and IR responses.

[5] The Board will examine the following issues in this decision:

• Profit Provision and Target Return on Equity;
• Comparison of Proposed Rates to Indicated Rates;
• Territorial Differentials;
• Rating Variable Changes;
• Use of Credit Information;
• Discounts;
• Rating Algorithm Factor Changes; and
• Premium Dislocation Capping.

Profit Provision and Target Return on Equity

[6] To produce its indications, Sonnet used a 12% target for return on equity 

(ROE) and a 2:1 premium to surplus ratio. The ROE is at the top of the range which the 

Board has generally accepted as reasonable in past decisions. The ROE would produce 

a profit level, using the company’s assumption on return on investment, which is also at 

the top of the range which the Board has adopted as reasonable.

[7] The Board became concerned that the level of profit observed in the 

industry, as shown in the 2012 and 2013 General Insurance Statistical Agency (GISA) 

Financial Industry Reports, was higher than what the Board had approved. As a result, 

the Board ordered some companies to reduce the target ROE to 10%. Flowever, the
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GISA reports for the period from 2014 to 2019 showed that industry was earning a 

negative ROE.

[8] The Board concluded that the negative ROE was not a result of its requiring 

companies to use a target ROE of 10%; rather, it was likely due to companies choosing 

not to seek their full indicated rate changes, combined with deteriorating experience. As 

a result, the Board has continued to require companies to use a 10% target ROE, unless 

a company can satisfy the Board that its experience differs from industry.

[9] In response to the Board’s query why Sonnet should not be required to use 

the 10% target, the company said that as part of a mutual insurance group, it is restricted 

in raising capital, compared to public companies. Therefore, Sonnet said it requires a 

higher return. Sonnet provided indications using a 10% ROE and the overall difference 

was less than 1%.

[10] The Board observes that, in the last application by Sonnet, the 12% ROE 

was permitted. The Board also permitted Economical Mutual Insurance Company, which 

is a related company, to use the same target ROE. The Board is satisfied that there is 

no evidence which would result in the Board changing its position on this point, and 

therefore Sonnet is entitled to use an ROE of 12% when developing its indications. As a 

result, Board staff report that the Sonnet indications should be considered as staff 

indications when the proposed changes in this application are assessed.

Comparison of Proposed Rates to Indicated Rates

[11] The changes proposed by Sonnet are significantly less than the company’s 

indications for Bodily Injury, Accident Benefits, Uninsured Automobile, Collision, 

Comprehensive and Specified Perils coverages. The company proposed to make no
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change to Direct Compensation Property Damage and SEF#44 (Family Protection 

Endorsement) coverages, even though changes were indicated. The company explained 

that it first reviews its indications, and then analyses the potential dislocations, and takes 

into account business considerations before it determines the proposed changes. The 

company anticipates further improvement in its profitability because of changes proposed 

in this application.

[12] The resulting smaller overall change means that the proposed rates would 

return less than the 12% ROE target. Sonnet provided a revised proposed ROE that is 

negative. The company continues to expect some improvement in its experience to 

achieve a higher ROE over time. Board staff recommend approval of the proposed rate 

changes in these circumstances. The Board accepts the recommendation.

Territorial Differentials

[13] In its last application, Sonnet set its differentials to those used by 

Economical; however, in this application, the company relied on the credibility of its own 

experience to set changes to its territorial differentials. Based on its analysis, Sonnet 

proposed changes for Territories 4A and 5. The changes were the result of an 

examination of loss ratios which were different in each of these territories, as well as a 

competitive analysis. The company off-balanced the impact of the changes, along with 

those from other changes, excluding its new rating variable discussed below, to reach its 

selected changes by coverage.

[14] Board staff recommend approval of the proposed changes to differentials 

for Territories 4A and 5 and the off-balancing, and the Board accepts the 

recommendation.
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Rating Variable Changes

[15] In its last application, Sonnet received approval for several rating variables 

that were based on the results of Economical’s analysis and on Sonnet’s competitive 

information. In this application, the proposed changes are based primarily on information 

which Sonnet gained from companies which it views as its major competitors.

[16] Sonnet proposed changes to the following rating variables:

• One Way Commute Distance;
• Vehicle Age;
• Years Licensed x Driver Gender;
• Driving Record;
• Minor Convictions; and
• At-Fault Accidents.

[17] The reasons for the changes include the need to address rate adequacy, to 

align better with industry, and to better position Sonnet within the competitive 

environment. Board staff conclude the proposed changes are reasonable and 

recommend approval of them. The Board agrees.

Use of Credit Information

[18] Sonnet proposed to introduce a new rating variable which relies on a client’s 

credit score to determine both eligibility for, and the level of, a discount. The company 

states this variable will allow it to offer rates which are more aligned with loss costs and 

will enhance its rating structure. The company is concerned that, since other companies 

have introduced the use of credit information in their rating algorithms, without such a 

rating variable, it will be adversely affected.

[19] The proposed discount will apply to all coverages, except SEF#44. The 

primary named insured would be required to consent to Sonnet obtaining a credit score
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from Sonnet’s selected information supplier. Sonnet will not rely on any consent which 

may have been provided in connection with other policies or for payment plans but instead 

will seek a fresh consent for rating purposes. The inquiry would be a “soft query” which 

would not affect the client’s credit score. It will not be necessary for a client to consent to 

obtain insurance coverage from Sonnet, however, those who consent may be eligible for 

a discount, if warranted.

[20] Sonnet stated it would follow the Insurance Bureau of Canada’s Code of 

Conduct for Insurer’s Use of Credit Information. The choice to follow this code is voluntary 

for companies. The company described how it will explain the impact of credit score on 

premiums to its clients.

[21] Sonnet chose not to off-balance the expected impact of the new rating 

variable (i.e., the company did not increase base rates to offset the impact of the potential 

discounts to make the change revenue-neutral).

[22] The Board observes that the Regulations do not prohibit the use of credit 

information as a risk-classification factor. The Board has permitted other insurance 

companies to use this rating variable in recent decisions. The Board agrees with Board 

staff that Sonnet should be allowed to use credit as a rating factor, and accepts the 

recommendation of Board staff to approve Sonnet’s application for this rating variable, 

including the proposed differentials and discount levels.

Discounts

[23] In addition to the potential discount resulting from credit information, Sonnet 

proposed to introduce three new discounts: Multi-line Discount; Business Partner 

Discount; and Non-Endorsed Marketing Discount.
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[24] The Multi-line Discount will apply when an automobile policy holder also has 

a house or condominium insurance policy with Sonnet. The company hopes this discount 

will allow it to grow its multi-line business by encouraging bundling of products leading to 

increased retention of clients. The proposed discount will apply to all coverages except 

SEF#44. The company has conservatively introduced this discount at a lower level than 

offered by Economical. Sonnet intends to monitor the experience and may revise the 

level if its experience warrants a change.

[25] Currently, Sonnet offers a Group Discount for groups where it expects to 

save on marketing expenses and to benefit from lower loss ratios. These groups meet 

the definition of an eligible group in the Matters Considered in Automobile Insurance 

Rates and Risk-Classification Systems Regulations. The Business Partner Discount and 

the Non-Endorsed Marketing Discount which Sonnet proposes to introduce are “group

like.” The discounts are lower than the approved Group Discount because they may 

include broader ranges of profiles and have more volatile loss ratios. However, there may 

be some savings of marketing expenses.

[26] The Business Partner Discount would apply to a customer who identifies as 

a customer of one or more of Sonnet’s business partners. The Non-Endorsed Marketing 

Discount is intended to be available to customers who share common affinities but do not 

belong to groups who earn the Group Discount. In the case of both discounts, while they 

are not specifically identified as eligible in the definitions under the Regulations, Board 

staff have confirmed with the Superintendent of Insurance’s office that they would not be 

viewed as violations of the Regulations and would be allowed.
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[27] As with the Multi-line Discount, Sonnet intends to monitor its experience 

under these two proposed discounts and adjust the levels if warranted. Board staff have 

recommended that the Board should approve all three discounts as proposed. The Board 

is satisfied that they are reasonable and approves their introduction.

Rating Algorithm Factor Changes

[28] Sonnet uses a unique formula to determine the premiums it will charge. The 

company uses several variables in its rating algorithm. In this application, Sonnet 

updated its rating algorithm to reflect the proposed changes and the underlying indication 

assumptions, where necessary, to determine new premiums. Board staff recommend the 

approval of the changes to the factors in the rating algorithm, and the Board accepts the 

recommendation.

Premium Dislocation Capping

[29] Sonnet proposed the introduction of a premium dislocation capping 

program which would apply at the vehicle level. The company originally proposed caps 

on increases and decreases which violated the Board’s requirements for negative 

capping. As a result, Sonnet revised the cap to comply, by ensuring that the premium 

foregone from the cap on increases exceeds any extra revenue collected from the cap on 

decreases.

[30] The revised cap on increases is set at 39% and on decreases at 10% at 

renewals. Sonnet anticipates that most policies will arrive at the “true” premium within 

two years.
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[31] Board staff recommend the approval of the revised premium dislocation cap 

program as proposed. The Board is satisfied that the revised program is reasonable and 

approves it.

Ill SUMMARY

[32] The Board finds that the application follows the Act and Regulations, as well 

as the Rate Filing Requirements.

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

revised its originally proposed effective dates due to delays in the IR process. The Board 

approves the changes effective March 26, 2021, for new business and May 10, 2021, for 

renewal business.

[34] The financial information supplied by Sonnet satisfies the Board, under 

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

solvency of the company.

[35] The application qualifies to set a new mandatory filing date under the 

Mandatory Filing of Automobile Insurance Rates Regulations. The new mandatory filing 

date for Sonnet for private passenger vehicles is October 1, 2022.

[36] Board staff reviewed Sonnet’s Automobile Insurance Manual filed with the 

Board and did not find any instances where the Manual contravened the Act and 

Regulations. The company must file an electronic version of its Manual, updated for the 

changes approved in this decision, within 30 days of the issuance of the order in this 

matter.
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[37] An order will issue accordingly.

DATED at Halifax, Nova Scotia, this 9th day of February, 2021.
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