July 19, 2010

Addendum to Report:
Actuarial Analysis for
Industry-Wide Rate
Adjustment

Effective November 1, 2010

Prepared for the
Alberta Automobile Insurance Rate Board

OLIVER WYMAN

MARSH MERCER KROLL
MMC  Guy CARPENTER  OLIVER WYMAN



Addendum to Report: Actuarial Analysis Alberta Automobile Insurance Rate Board
For Industry-Wide Rate Adjustment
Effective November 1, 2010

Contents

1. INTRODUCTION ...cootiiiieeiieieie ettt
2. BACKGROUND ......ooovuiiieecicee et teste st es sttt
3. INDICATED IWA — ADDITIONAL CONSIDERATIONS .......ccccovvvrierererernre e
B, FINDINGS......ooovceieeteeeeeeeeeee ettt ena et nen s

O, EXHIBITS Lo

Oliver, Wyman Limited



Addendum to Report: Actuarial Analysis Alberta Automobile Insurance Rate Board
For Industry-Wide Rate Adjustment
Effective November 1, 2010

1

INTRODUCTION

This is an Addendum to the June 1, 2010 report prepared by Oliver, Wyman Limited
(Oliver Wyman) for the Alberta Automobile Insurance Rate Board (the Board) titled,
“Actuarial Analysis for Industry-Wide Rate Adjustment, November 1, 2010” (the OW
IWA Report).

In this Addendum we provide our comments on certain of the information that was
presented and views that were expressed during the Public Meeting that was held in
Calgary on June 15, 2010, and we provide our final finding to the Board as respects the
Industry-Wide Rate Adjustment to become effective November 1, 2010.
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BACKGROUND

At the Public Meeting we presented, as a range, the indicated 2010 IWA that results from
the methodology, assumptions, factors, and provisions that we had initially selected and
applied for the Board’s consideration:

“Low Range”: -3.3%
“Mid Range”: -0.9%

“High Range”:  +1.6%

The range of estimates reflected differences in the underlying selected future claim
frequency trend rate for the Bodily Injury coverage. The “Low Range” estimate was
based on a selected future claim frequency trend rate of -6.4%; the “Mid Range” estimate
was based on a selected future claim frequency trend rate of -3.2%; and the “High Range”
estimate was based on a selected future claim frequency trend rate of 0.0%. The rationale
for this variation in selected trend rates was presented at the meeting and in the OW IWA

Report.
In the following sections we discuss the additional consideration we have given to certain

of the components of the range of indicated adjustments that we had initially presented to
the Board, and present our final 2010 IWA findings.
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INDICATED IWA - ADDITIONAL CONSIDERATIONS

Unlike prior Public Meetings, no party presented alternative IWA calculations to those
we presented. However, some parties did comment on certain aspects of our analysis.

Claim Costs

Development Factors

Dr. Miller, representing IBC, noted that the “development factors™ we selected were

generally somewhat lower than those presented in the “Green Book,”? and that all else
being equal had Oliver Wyman selected higher development factors the indicated IWA
would be higher. TD Insurance also commented that it believed certain of our selected
development factors to be low.

Following the Public Meeting we reviewed each of the development factors we had
selected and in doing so considered the comments expressed at the Public Meeting.
Based on our review we decided to change three claim amount development factors:

! “Development factors” are factors applied to the reported claim amounts and claim counts to estimate what the claim
amounts and claim counts that occurred in a particular year will be when all claims are reported and settled.
Development factors are selected for each coverage. Development factors are selected for six-month time intervals that
reflect the age of the year in which the claims occurred.

% The “Green Book” is the annual report issued by the General Insurance Statistical Agency that presents its estimates
of Industry private passenger premiums, claim costs, loss ratios, and other statistical information, by province, accident
year, and coverage.
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Coverage Time Interval Initial Factor Revised Factor
Bodily Injury 6-12 months 1.149 1.178
Bodily Injury 66-72 months 1.004 1.008
Property Damage 6-12 months 1.246 1.259

The 1.178 factor represents the average of the reported Industry 6-12 month development
factors for the July-December 2004, July-December 2005, and July-December 2006
semesters. These three semesters preceded the various court rulings concerning the
Minor Injury Regulation cap and resulting data issues that we commented on in the OW
IWA Report.

We accept Dr. Miller’s point on the impact of the Minor Injury Regulation cap on Bodily
Injury coverage development patterns and have adjusted our selected 66-72 month
development factor to 1.008.

The 1.259 factor represents the average of (a) the average of the reported Industry 6-12
month development factors for the July-December 2005, July-December 2006, July-
December 2007, and the July-December 2008 semesters, and (b) the reported Industry 6-
12 month development factor for the January-June 2009 semester, increased by 9.4% to
reflect seasonality.

Medical Expense Claim Cost

In the OW IWA Report we noted that the total incurred claim amount reported by the
Industry for the December 2009 semester was high relative to the amounts reported for
the June 2009 and December 2008 semesters, and that most of the increase was from one
unidentified company group. This matter was discussed with Intact and TD Insurance at
the Public Meeting. Intact stated that it had observed a “most significant and alarming”
nearly 30% increase in Accident Benefits coverage claim costs, which it attributed to a
number of factors including “the increase in the cost of diagnostic treatment protocols
introduced in 2009.” TD Insurance also reported an increase in medical expense costs,
but also noted a change it made to its claim reserving practices, which caused some
distortion (higher than actual) in the numbers reported to GISA.

Based on this input, we changed the way we selected our ultimate claim amount estimate
for accident year 2009. We now select the average of the results produced by applying
the incurred development factors and paid development factors we had selected and
presented in our IWA Report to the reported industry incurred/paid claim amounts.

% Martin Beaulieu, Intact Financial Corporation, Public Meeting Transcript, pages 141 and 142
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Essentially, this is equivalent to our selecting a new development factor for the 2009
accident year.

Economy

As we had explained, we did not explicitly consider the Alberta economic conditions in
projecting claim costs in preparing our IWA Report. At the Public Meeting Dr. Miller
referred to the analysis he prepared for the 2009 IWA in which he had forecasted that as
the Alberta economy recovered, claim costs would increase by more than what we had
projected. And he noted, “To some degree, the data we have at hand, subject to all the
uncertainty in it, supports that that’s what’s happening...” Allstate expressed a similar
position as it had at the 2009 Public Meeting. Intact, however, stated — as it had at the
2009 Public Meeting — that it had conducted “...an exhaustive study to determine the
impact of economic conditions on the underwriting results of the industry...” and did not
find any significant correlations, nor did it find any correlation between levels of
employment and automobile claim costs.

Our position on this issue remains unchanged from that which we expressed —at some
length - in our 2009 IWA Addendum. We make no further adjustments.

Comment

The changes we have made to our selected development factors (including medical

expense) causes our selected past and future trend rates to change as follows.

Selected Past Claim Cost Trend Rates

Initial Selection Revised Selection
Bodily Injury — Low Range | -5.8% -5.7%
Bodily Injury — Mid Range | -5.8% -5.7%
Bodily Injury — High Range | -5.8% -5.7%
Property Damage +5.4% +5.5%
Medical Expense +0.8% +1.1%

4 Dr. Miller, Insurance Bureau of Canada, Public Meeting, Transcript, page 71
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Selected Future Claim Cost Trend Rates

Initial Selection Revised Selection
Bodily Injury — Low Range | -5.8% -5.7%
Bodily Injury — Mid Range | -2.6% -2.4%
Bodily Injury — High Range | +0.7% +0.8%
Property Damage +5.4% +5.5%
Medical Expense +0.8% +1.1%

Investment Rate

In deriving the range of indications that we presented to the Board, we selected an
investment rate of 2% based on an average of the 3-Year Government of Canada Bond
rate of 2.24% and the 2-Year Government of Canada Bond rate of 1.87% as of May 17,
2010. This was in keeping with the manner in which we selected an investment rate of
1.34% for the 2009 IWA.

Since May 17, 2010, interest rates have fallen. As of July 16, 2010 the 3-Year
Government of Canada Bond rate was 1.80% and the 2-Year Government of Canada
Bond rate was 1.59%. Based on these rates we have changed our selected investment
rate from 2.0% to 1.75%.

This change, only, causes the Indicated IWA to increase by approximately 0.5 percentage

points (leaving all other of our assumptions and calculations as they were originally
presented in the OW IWA Report).
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FINDINGS

Based on the aforementioned changes to the Bodily Injury, Property Damage, and
Medical Expense development factors, and to the Investment Rate (from 2.0% to 1.75%),
—and leaving all other assumptions and calculations the same as they are presented in the
OW IWA Report — we estimate the Indicated IWA to be within the following range:

“Low Range”: -2.1%

“Mid Range”: +0.5%

“High Range”:  +3.0%

Based on this range of indications, we recommend no IWA for the policy period
beginning November 1, 2010.
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Addendum

Exhibit 5
Province of Alberta
Alberta Automobile Insurance Rate Board
2010 Private Passenger Industry-Wide Review
Indicated Average Premium - Low Range
M (2) 3) (4) (5) (6) @
Present
Projected Value Indicated
Average Discount Premium Health Profit Average
Loss Cost Factor Delay Factor Expense Levy Provision Premium
TPL Bodily injury 153.44 0.930 1.0050 20.1% 6.320% 7.0% 215.28
Property Damage 180.40 0.981 1.0050 20.1% 6.320% 7.0% 267.20
TPL Total 482.48
AB Funeral 0.61 0.980 1.0050 20.1% 0.0% 7.0% 0.82
Death Benefit 1.17 0.979 1.0050 20.1% 0.0% 7.0% 1.58
Medical Rehab 25.64 0.978 1.0050 20.1% 0.0% 7.0% 34.55
Disability Income 9.56 0.974 1.0050 20.1% 0.0% 7.0% 12.84
Supplementary - 1.000 1.0050 20.1% 0.0% 7.0% -

Uninsured 0.34 0.930 1.0050 20.1% 0.0% 7.0% 0.43
AB Total 37.31 50.22
Fixed Expense 27.82 1.000 1.0050 20.1% 0.00% 7.0% 38.35
(8) Total $571
(9) Estimated Street Premium $583
-2.1%

(10) Indicated IWA

Notes:

(1) From Addendum Exhibits 1 & 4

(2) From Exhibit 4

(3) Assume 90 day delay in receipt of premium

(4) From Exhibit 3
(5) Judgment
(6) Provided by the Board

@ =Nx@xE@)/[1-(4)-(5)-6)]

Oliver, Wyman Limited



Addendum

Exhibit 6
Province of Alberta
Alberta Automobile Insurance Rate Board
2010 Private Passenger Industry-Wide Review
Indicated Average Premium - Mid Range
(1) (2) 3 4 (5 ) @)
Present

Projected Value Indicated
Average Discount Premium Health Profit Average
Loss Cost Factor Delay Factor Expense Levy Provision Premium
TPL Bodily Injury 164.99 0.930 1.0050 20.1% 6.130% 7.0% 230.82
Property Damage 180.40 0.981 1.0050 20.1% 6.130% 7.0% 266.44
TPL Total 497.26
AB Funeral 0.61 0.980 1.0050 20.1% 0.0% 7.0% 0.82
Death Benefit 117 0.979 1.0050 20.1% 0.0% 7.0% 1.58
Medical Rehab 25.64 0.978 1.0050 20.1% 0.0% 7.0% 34.55
Disability Income 9.56 0.974 1.0050 20.1% 0.0% 7.0% 12.84

Supplementary - 1.000 1.0050 20.1% 0.0% 7.0% -
Uninsured 0.34 0.930 1.0050 20.1% 0.0% 7.0% 0.43
AB Total 37.31 50.22
Fixed Expense 27.82 1.000 1.0050 20.1% 0.00% 7.0% 38.35
(8) Total $586
(9) Estimated Street Premium $583
0.5%

(10) Indicated IWA

Notes:

(1) From Addendum Exhibits 2 & 4

(2) From Exhibit 4

(3) Assume 90 day delay in receipt of premium

(4) From Exhibit 3
(5) Judgment
(6) Provided by the Board

M= x2)x(3)/[1-(4)-(5)-(6)]

Oliver, Wyman Limited



Addendum

Exhibit 7
Province of Alberta
Alberta Automobile Insurance Rate Board
2010 Private Passenger Industry-Wide Review
Indicated Average Premium - High Range
(1 (2) @) (4) (5) (6) @)
Present
Projected Value Indicated
Average Discount Premium Health Profit Average
Loss Cost Factor Delay Factor Expense Levy Provision Premium
TPL Bodily Injury 176.60 0.930 1.0050 20.1% 5.950% 7.0% 246.40
Property Damage 180.40 0.981 1.0050 20.1% 5.950% 7.0% 265.72
TPL Total 912.12
AB Funeral 0.61 0.980 1.0050 20.1% 0.0% 7.0% 0.82
Death Benefit 1.17 0.979 1.0050 20.1% 0.0% 7.0% 1.58
Medical Rehab 25.64 0.978 1.0050 20.1% 0.0% 7.0% 34.55
Disability Income 9.56 0.974 1.0050 20.1% 0.0% 7.0% 12.84
Supplementary - 1.000 1.0050 20.1% 0.0% 7.0% -
Uninsured 0.34 0.930 1.0050 20.1% 0.0% 7.0% 0.43
AB Total 37.31 50.22
Fixed Expense 27.82 1.000 1.0050 20.1% 0.00% 7.0% 38.35
(8) Total $601
(9) Estimated Street Premium $583
(10) Indicated IWA 3.0%

Notes:
(1) From Addendum Exhibits 3 & 4
(2) From Exhibit 4
(3) Assume 90 day delay in receipt of premium
(4) From Exhibit 3
(5) Judgment
(6) Provided by the Board
T =Mx@xE@)/[1-(4-(5)-(6)]

Oliver, Wyman Limited
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