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AUTOMOBILE INSURANCE DIVISION

GENERAL

The Automobile Insurance Act, Chapter A-22, of the Revised Statutes of Newfoundland, 1990,
chargesthe Board with specific statutory responsibilities concerning the regulation of automobileinsurance
rates in the Province of Newfoundland and Labrador.

Section 48 states:

"The Board has the genera supervison of the rates an insurer charges or proposes to

charge for automobile insurance.”

Sections 49 to 53 ddlineate specific filing requirements to be adhered to by insurers.

Sections 54 to 59 outline administrative procedures of the Board and alow for the applicability of
the Public Utilities Act for the purposes of this Act.

Section 60 authorizes the implementation of regulations.

During the year under review, the Board continued to discharge its regulatory responsihbilities to
ensurethat ratesarefair for consumers, commensurate with the risk represented and insured by companies

and adequate to cover future claims obligations and operating costs of automobile insurance companies.

A key dement of thiseffort isthe establishment of Benchmark Rate Rangeswhich are based upon a
study conducted by an independent actuaria consulting firm retained by the Board. This study takesinto
cond deration the automobileinsuranceindustry loss cost datafor Newfoundland and Labrador provided by
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the rating program of the Insurers Advisory Organization (IAQO) and the Automobile Insurance (Claims)
Experience Report of the Insurance Information Centre of Canada (11CC).

ThelAO and I1CC are industry organizations which gather statistica deta rdative to the industry
experience. The data are used to develop adequate and reasonable rates, sufficient for insurers to meet
potentid future claims obligations and to recover operating costs.

BENCHMARK SYSTEM

TheBoard utilizesthe Benchmark Rate Rangesin reviewing annud insurance ratefilings of individua
insurers. Rate filings which fal above or below the Benchmark Rate Ranges are gpproved only when
adequately supported with actuarid judtification by the Applicant and after thorough review by the Board,
its gtaff, and its actuaries, Milliman & Robertson, Inc.

The main purposes of the Benchmark system are:

1. To expeditethereview of ratefilings by providing astreamlined approva processwhereby
automatic gpprovd is given rate filings where the adjusted base rates and the differentials
fdl within the Benchmark Rate Ranges.

2. To foster knowledgeable competition among the companies by providing arange of base
rates which arethe result of an actuaria anaysis of the industry wide claims experiencein

the Province of Newfoundland and Labrador.

3. To ensure that rates charged policy holders are reflective of industry loss experience and

that insurers are recaiving premiums commensurate with the risks underwritten
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and which will meet thair future claims obligations and recover their operating expenses,
while remaining solvent.

RATING TERRITORIES

The Province of Newfoundland and Labrador is subdivided into three distinct territoriesfor rating
purposes. These territories are established and defined in the Automobile Insurance Statistica Plan
approved for use by the Superintendent of Insurance. The rating territory definitions for the Province of
Newfoundland and Labrador as revised by the Superintendent of Insurance on April 4, 1997 are:

1. Territory 1,
Avadon Didrrict, Statistical Plan Code 004
Conggting of the City of S. John's, including that part of the idand east of Highway 202,
being aline between the communities of Old Shop and Chape Arm in Trinity Bay to the
North, and Long Harbour and Ship Harbour in Placentia Bay to the South.

2. Territory 2,
Bonavista and Burin Didtrict, Satistical Plan Code 005
Conggting of that territory east of aline drawn from Port Blandford in Bonavista Bay to
English Harbour East in Fortune Bay, excluding the Avaon Didrict.

Remainder of the province, Statistical Plan Code 007
Conggting of those parts of the Province of Newfoundland and Labrador, excluding the
Avalon, Labrador, and the Bonavista and Burin Didtrict.

3. Territory 3, Labrador Digtrict, Statisticad Plan Code 006
The entire Didtrict of Labrador.
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RATES

During 1999-00, the Board continued its policy of requiring insurers to bring their automohile
insurance rates within the Benchmark Rate Ranges, unlessacompany could actuaridly justify, based onits
own experience in the Province, rates outsde the Benchmarks. This policy is designed to ensure that

insurers rates are reflective of current industry trendsin loss costs and 1oss experience.

During the previous reporting period, the Board received deven ratefilings by automobileinsurers
indicating rates for some coverages below the Benchmark minimums, to take effect during 1998/99. By
comparison, during the current reporting period, the Board received four gpplications from automobile
insurers seeking Board gpprova of certain rates below the Benchmark minimums. Each filing wasrequired
to be supported by an actuarid andlyss by the company of its own experience in the Province of
Newfoundland and Labrador. Each filing was submitted to the Board' s Actuarid Consultants, Milliman &
Robertson, Inc., for a review and a report to the Board as to the adequacy of the rates contemplated
therein. Asat the end of this reporting period, of thefour applicationsreceived, their disposition hasbeen
asfalows Two of the gpplications have been approved as presented or modified with rates for certain
coverages below the Benchmark minimums. The remaining two applications were reviewed, and the
proposed rates were found not to be supported by the actuarid analysis accompanying thefilings, that isto
say, based on the parameters sel ected by the company and onwhich thefiling was based, the resultant rates
would see the company recovering less in premiums than its anticipated clams and expenses. These

gpplications were denied by the Board.

LOSSRATIOS

Asindicated inits 1998/99 Report to the Miniter, the Board undertook a Benchmark analysis of
the reported industry loss experience in order to establish Benchmark Rate Ranges for use

with filings taking effect in 2000. Based on a thorough review of al avalable information, the Board
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determined that a 0% rate change would be appropriate during caendar year 1999.

Asaresault, the Board continued use of the 1998 Benchmark Rate Ranges for rate filings made by
insurersduring 1999. This decison hasled to some stability in automobile-insurance ratesin the Province

over the past year.

Theactuaria modd used by the Board in determining its 1998 Benchmark Rate Ranges established
areference point for losscodsin relation to premiums. Based upon the determination that commissonsand
adminigtrative expenses averaged 25.8% of each premium dollar written by the industry as awhole, and
alowing anegative underwriting profit margin of 4.3%, to take into account investment income earned on
premiums invested by the industry, the Board's Benchmark Base Rate for Third Party Liability provides
sufficient resources for the industry to sustain an average lossratio of 78.5%.

Asapoint of reference, for Public Liability and Property Damage, the annud lossratio was 104%
in 1987, however, during the period 1988 - 1992 loss costs were especialy severe, province wide, with
loss ratios of 120%, 133%, 140%, 127%, and 135%, respectively. The lossratio has declined in 1993
and subsequent years.  For thethird consecutive year, the prdiminary lossratio for ligbility in acurrent year
isbelow 100%. For 1998, the preiminary figureis82%. Recent lossratio figureswill, however, fluctuate
as the dlaims experience for each year matures with time. These

figures may ether improve or deteriorate, depending on how the industry’ s clams experience matures.

Thefigures shown in the following tables provide aclear indication asto how lossratiosfor agiven
year can fluctuate in subsequent years. For example, in Table 1 for accident year 1992, IBC estimated in
its 1992 report that the anticipated ultimate lossratio for the year would be 110%. However, in 1993, the
IBC revised its estimate for accident year 1992 to 127%, based on data which were one year matured.
The figure was further revised in 1994 and 1995, and for 1996 the figure stands at 135%. This

deterioration in lossratio resultsfrom maturity of theindustry's daimsexperience. Thisfiguremay continue
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to change as the data move to full maturity. More recently,
however, 1993 province-wideloss data appear to have stabilized and subsequent years development has
not shown deterioration. Indications are that this stability is evident in 1994 and subsequent years loss

experience by indudiry.

TABLE 1
IBC LOSSRATIOS, THIRD PARTY LIABILITY
Private Passenger Automobile
Province of Newfoundland and L abrador
All Rating Territories

Accident 1992 1993 1994 1995 1996 1997 1998

Year IBC Report | IBC Report | IBC Report | 1BC Report IBC [Ccc* Icc
Report Report Report

1988 120% - - - - - -
1989 124 133% - - - - -
1990 126 137 140% - - - -
1991 111 120 123 127% - - -
1992 110 127 130 133 135% - -
1993 - 113 116 114 112 113% -
1994 - - 104 111 102 99 99%
1995 - - - 100 97 83 85
1996 - - - - 80 75 75
1997 - - - - - 82 75
1998 - - - - - - 82

*

In 1998, the Insurance Bureau of Canada and the Vehicle Information Centre of Canadamerged to form the
Insurance Information Centre of Canada.

Thereason thelossratios changeisdue, in part, to thelong tail effect evident in Third Party clams.
That is, thetimeinterva between the making of aclam and itsultimate settlement. Small daimsfor property
damage are usudly settled quickly, however, where there is a matter in disoute, or there is bodily injury,
clamsmay take yearsto settle, most probably through court action. Asaresult, aclam madein 1998 may
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not be settled until 2002 or later and may cost theinsurer moreto settle than origindly anticipated when the
1998 loss reserves were established and the loss ratio calculated. The more recent trends, 1994 and
onward, may beinterpreted to show that claims are now settling at or near the amounts originaly reserved.
The reasons for this are not clear but may result from better clam-reserving practices of insurers, less

litigious clamants, a combination of both, or other reasons not yet identified.

TABLE 2
IBC LOSSRATIOS, THIRD PARTY LIABILITY
Private Passenger Automobile
Province of Newfoundland and L abrador
Rating Territory 1

Accident 1992 1993 1994 1995 1996 1997 1998

Year IBC Report | IBC Report | IBC Report | IBC Report IBC [nce [Hcc
Report Report Report
1988 126% - - - - - -
1989 130 146% - - - - -
1990 143 160 164% - - - -
1991 124 138 143 149% - - -
1992 121 147 155 160 164% - -
1993 - 135 137 137 135 134% -
1994 - - 115 121 114 112 115%
1995 - - - 106 107 92 96
1996 - - - - 81 78 80
1997 - - - - - 85 77
1998 - - - - - - 82
* In 1998, the Insurance Bureeu of Canada and the Vehicle Information Centre of Canadamerged to form the Insurance
Information Centre of Canada.
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For Territory 1, the rating territory having the highest vehicle population in the Province, loss
experience has been especially severe for the period 1988 to 1993. Table 2, contains the loss ratio, by
year, for Public Liability and Property Damage for rating Territory 1 only.

For comparative purposes, Table 3 containsthelossratio for Public Liability and Property Damage

for rating Territory 2 only.
TABLE 3
IBC LOSSRATIOS, THIRD PARTY LIABILITY
Private Passenger Automobile
Province of Newfoundland and L abrador
Rating Territory 2

Accident 1992 1993 1994 1995 1996 1997 1998

Year IBC Report | IBC Report | IBCReport | IBC Report IBC [cc [ccC
Report Report Report

1988 106% - - - - - -
1989 108 106% - - - - -
1990 94 97 100% - - - -
1991 89 90 89 90% - - -
1992 94 98 94 94 92% - -
1993 - 79 82 78 75 80% -
1994 - - 89 101 87 81 75%
1995 - - - 91 e 67 64
1996 - - - - 77 69 66
1997 - - - - - 76 72
1998 - - - - - - 78

*
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Information Centre of Canada.

As can be seen from Table 1, with the exception of the three most-recent years, theinitid overdl
loss-ratio estimate for the Province in total has consstently exceeded 100%. Thisisadirect result of the
excessvelossesexperiencedin Territory 1, asindicated in Table 2. Lower lossratiosfor Territory 2, Table
3, and Territory 3 (not shown) serve to reduce the effects of the Territory 1 losses, yielding the province-
wide loss ratios contained in Table 1. Rates for each Territory, however, are based on the territorid
experience and not onthe overal provincid experience. Hence, it can beeasily seen from theresultsshown
in Table 2 why lighbility rates in the Territory 1 region increased, dramaticaly, during the period 1993 -
1996. Preliminary resultsin Territory 1 for 1998 indicate that |0sses gppear to have stabilized at the 80%
level for the past three years. 1t would appear that atrend toward lower loss ratios has developed. Itis
difficult to say, however, if this trend will continue over the long term.

As of December 31, 1999, the rates of al insurers were either brought within the Benchmarks
orlJin the case of exceptions Iwere justified to the satisfaction of the Board by the companies involved.

2000 BENCHMARKS

With respect to Benchmarks for filings made during 2000, the Board did not commission a study
during 1999/00. A number of factors influenced the Board's decision in this matter. In consdering the
issue, the Board was informed by staff that, of the companies operating in the Newfoundland automobile
insurance market, 9 of thelargest insurers, representing 48% of the Direct Premiums Written in automobile
in the Province in 1997, had filed independent rate filings proposing rates below the 1998 Benchmarks.
Thesefilings were subjected to independent actuarid review by the Board' s consulting actuaries, Milliman
& Robertson, and found to be reasonable and supported by thefiling information. Additionaly, the Board
wasadvised that of the remaining companies, 22 insurers, representing 49% of the Direct Premiums Written
in automobile in the Province in 1997, had filed rates which tended toward the lower end of the
Benchmarks. To put thisin perspective, the Benchmarks represent the deemed adequate average rate al
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insureds should pay for automobile insurance. To recognize differences between companies, the

Benchmarks alow a range of +/-10% on the mid point of the range. Companiesfiling within this range
receive automatic gpprova of rates. Companiesfiling outsdethisrange must provide actuarid judtification
of the proposed rates. In essence, then, the Board was faced with the fact that 97% of the industry had
established rateswhich were below the mid point of therange. Thisindicated to the Board that the mgority

of companies bdieved tha the mid- point of therange, while based on overall industry experience, was not
reflective of the companies’ experience and that establishment of ratesa the mid- point would bein excess

of their requirements.

The second mgjor consderation of the Board was with respect to the cost of the Benchmark
andyssin light of the red possibility of changes in the Board's regulatory role in the industry. Asthe
Minigter is aware, the Select Committee to Review the Property and Casudty Insurance Industry in the
Province of Newfoundland and Labrador has made specific recommendations respecting changes to the
current form of rate regulation for the automobileinsuranceindustry, which, if implemented will haveamajor
impact on the Board. 1t was anticipated that Government would have been in aposition to ded with these
recommendations during the current reporting period. The Board felt thet in view of what it understood
would beforthcoming changesit would not incur thefinancial obligation to undertake aBenchmark andyss.

FACILITY ASSOCIATION

Commencing in 1997 and continuing into 1998, the Board was made aware of the financid
performance of the unincorporated non-profit association of insurers known as Facility Association. This
association, established under the provisions of the Insurance Companies Act, is designated as non-profit,
and operates as “the market of last resort” to provide automobileinsuranceto individua s unableto obtain

coverage from voluntary market participants.

During 1997 and 1998, the Superintendent of Insurance, as well as the Chair of the Sdect
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Committee examining the property and casudty insurance ndustry expressed concerns to the Board
regarding the leve of apparent profits reported in Facility Association’s Financia Statements for the year
ended October 31, 1997. In conjunction with this, as reported in our 1998-99 annud report, Facility
Association, on December 17, 1997, submitted to the Board an application with an indicated average rate
increase of + 47.5% for private passenger insurance and + 16.1% for commercia insurance. Following a
comprehensvereview by the Board' sactuaria consulting firm, and areview of dl information rlaivetothe

filing, the Board, in December 1998, denied the rate gpplication.

In order to addressthe concerns expressed regarding the profitability of the Facility Association, as
well asto provide the Board with further ingght into Facility, it was decided to commission areview of the
causes of the operating surpluses showing in the Financid Statements of the Facility Association for the
years 1997 and 1998. Thisreview was completed by the Board’ sActuarial Consultants on September 29,
1999.

Following review of thereport, acommittee of two of the Board’ smembers recommended that the
matter be subjected to apublic hearing. The matter was reviewed at aregular meeting of the Board, held
December 14, 1999, and it was decided that ahearing would be held. The hearing opened on the March
27, 2000 with evidence being heard on the 27" and 28". The hearing adjourned on the 28", with the
Board to set a date for resumption. The outcome of the hearing will be reported in the Board' s annual
report for 2000-2001.

SELECT COMMITTEE REPORT

As mentioned in the section entitled Benchmarks, in March 1998, the Report of the Sdect
Committee to Review the Property and Casudty Insurance industry in Newfoundland and L abrador was
presented to the House of Assembly by the Committeg's Chairman, the Honourable Rick
Woodford, MHA. That report recommended certain changes to the manner in which the automobile-
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insurance indudtry is regulated in the Province of Newfoundland and Labrador, and recommended
that Government adopt asystem of file and usefor purposes of regulating the automobile-insuranceratesin

the Province, versus the prior-gpprova system currently in place.

Subsequent to the filing of the report, the Board has had discussions with the Office of the
Superintendent of Insurance, and understands that action by Government has not yet been taken with
respect to many of the recommendations of the Select Committee.

COMPLIANCE AUDIT PROGRAM

In April 1994, in order to discharge its regulatory responshilities more effectively under the
Automobile Insurance Act, the Board decided that it would be beneficid to implement acompliance audit
program of the rates and rating practices of the insurance companies which it regulates.

Theaudit program was deve oped in consultation with the accounting firm, Erngt & 'Y oung, and was
designed to:

- Verify tha the automobileinsurance premiums charged policy holderswerein accordance

with the base rates and differentiass filed with and approved by the Board.

- Verify that the rates were not discounted or surcharged, other than in accordance with

those discounts or surcharges filed with and approved by the Board.

- Review individua company underwriting guiddines for risk selection.

- Determine if the company's underwriting definitions for the various risk selection factors

conformed with, or varied from, those contained in the company's
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underwriting manua or the Automobile Insurance Statistical Plan approved for use by the
Superintendent of Insurance.

The purposes of the compliance audit, from the Board's perspective, are:

- To obtain a better understanding of the methods under which the industry and individua
companies operate o that Commissioners and staff of the Board will be wel informed

when dedling with consumer enquiries and complaints.

- To identify the areas where the individud company rates, underwriting guiddines and
definitions vary from those gpproved by the Board or contained in the Automobile
I nsurance Statistica Plan.

- To provide audited companies with areview of the audit findings and, where appropriate,
to make recommendations for the corrective actions necessary to ensure that companies

comply with therr filed rates, underwriting guidelines and definitions.

During the period April 1, 1999 to March 31, 2000, the Board completed nine compliance audits
of automobile insurers operating in the Province. The compliance audits completed during 1999-00

involved five nationd insurers, and four provincidly-based insurers.
Of the nine audits completed, dl indicated no areas of concern that the Board felt required further

action. In dl audits, there were minor areas of concern identified, resulting in recommendetions for

corrective action to be taken by theinsurer.
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Given the findings of the audits, there appears to be compliance by insurers, with the legidation.
The mgjority of errors uncovered by the Board's audits appear clerica in nature. The incidence of overt

actions by insurersto circumvent the legidation asit relates to rates is not an issue a thistime.

The Board intends to continue the compliance audit program and feds that it is beneficid to dl
participantsin the automobileinsurance industry. Insurance companies have ahel ghtened awareness of the
Board'sregulatory roles, reponshilitiesand functions. Policy holderswill benefit from uniform treetment in
rates and rating practices of companiesfor risksexhibiting smilar characteristics. Commissonersand staff
of the Board will gain vauable knowledge of industry practices which can be used to enhance ther
effectiveness and which will be of benefit when deding with consumer enquiries and complaints. The
Superintendent of Insurance is made aware of ongoing audits and is advised immediatdy of any metter of
concern coming to the attention of the Board's compliance auditor which comes within the regulatory

mandate of that office.

The Board continues to enjoy a cooperative working relaionship with the Office of the
Superintendent of Insurance and during the year continued to discuss with representatives of that office
matters of mutua ongoing concern. The Superintendent of Insuranceis provided with copies of dl Board
Orders issued in connection with automobile insurers, as well as copies of al audit reports. The

Superintendent is a participant in the Board's current review of the Facility Association.

MARKETPLACE CHANGES

At the beginning of 1999-00, there werefifty- nine automobileinsurers operating in the province of
Newfoundland and Labrador. The distribution of these companiesby sizeand market shareiscontainedin
Table 4 on the following page.
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TABLE 4
Distribution of Companies
by Sizeand Market Share
000s omitted
Direct Premiums Written Number of Companies Percent of Market Share Direct Premiums Written
$0- $500 34 1.63 2,914
501 - 1,000 4 1.56 2,776
1,000 - 5,000 13 20.18 36,000
Over 5,000 8 76.63 136,687
Totals 59 100.00 178,377

The volume of automobile insurance written in the province showed modest change during 1998.
Direct premiums written information for the current reporting period will not be availablein
an aggregated format until mid 2000. Information obtained from the Office of the Superintendent of
Insurance on the total automobile insurance market written in the province during 1998 is contained in the

following teble

TABLE 5
Market Volume

Automobilelnsurance
000s omitted

1998 1997 $change % change

DPW 178,377 175,007 3,370 1.9%

DCI 117,819 127,781 (9,962) -71.8%
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Table 6 contains a two-year compardive review of the automobile-insurance market bresking the
information down into direct premiumswritten (DPW) and direct claimsincurred (DCI) by thethree mgjor

premium classfications.

TABLE 6
Market Volume by Class
Automobile Insurance
000s omitted
1998 1997 $change % change

Third Party Liability DPW 122,971 120,208 2,763 2.30
Third Party Liability DCI 85,731 96,092 (10,361) -10.78
Personal Accident DPW 12,204 12,044 160 1.32
Persona Accident DClI 7,758 6,890 868 12.59
Other DPW 43,202 42,755 447 1.05
Other DCI 24,330 24,799 (469) -1.89

Thefollowing graph indicates the changesin province-wide Third-Party-Liahility direct premiumsand direct
clams, by year, for the last ten years. As can be seen, with the exception of the past four years for which

data are available, claims incurred have exceeded premiums written.
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COMPLAINTS

During theyear the Board received alimited number of complaintsand enquiries. These complaints

and enquiries were generdly in relaion to rating practices of insurers and/or agents.  All complaints and
enquiries were addressed by staff.

RATE APPLICATIONS

During 1999-00, the Board issued thirty-seven Orders under authority of the Automobile

Insurance Act. These Orders resulted from: -

0] Twenty-eight (28) applicationsto amend ratesfor Private Passenger, Commercid,
Miscdlaneous, Mator Cycle, Snow Vehicle, Traller, and Camper Coach classesof
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)

v)

ASSESSM ENT
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business.

Three (3) orders issued on the Board's own initiative setting the Class 05
differentids for Private Passenger rates of the insurer within the Benchmarks,

One (1) order approving or varying discounts applicable to Private-Passenger
rating programs.

Three (3) ordersissued varying previous ordersissued during the year torevisethe

implementation dates of the rates approved.

Two (2) ordersissued denying applicationsfor the establishment of ratesbelow the

Benchmarks.

The operating costs d the Board's Insurance Divison of the 1999-00 year were estimated at

$320,112.00. These cogtswere assessed againgt insurersat amil rate of 1.8 mils, with the approva of the

Minister, pursuant to Section 59 of the Automobile Insurance Act.
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