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Presenter
Presentation Notes
Title slide has animated watermark loop that plays automatically for walk-in purposes. To continue hit “space bar” once to stop loop and then again to continue to next slide.

We would like to thank the Board for the opportunity to make this presentation and for being a partner in overseeing a stable and effective auto insurance product.
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Alberta IWA 2011

Presenter
Presentation Notes
Consistent with our position last year, we will not be recommending a specific
adjustment factor for the 2011 IWA process.

As we have indicated in the past, we believe that it is inappropriate to make a rate adjustment applicable to all insurers given the variety of  business models, cost structures and company strategies present in the Alberta market.

In previous years, we have put forward suggested adjustment factors largely in response to the massive risk to insurers and consumers associated with the potential strike down of the Minor Injury Regulation (MIR).  Happily, that threat is now in the past. 
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A Competitive Industry

Companies

Business Strategies
Cost Structures
Investment Strategies

Risk Management Programs

Presenter
Presentation Notes
In Alberta, 74 companies compete for $2.5 billion in auto insurance premiums.

By any measure, this is a competitive industry.

As a general principle, we believe that, assuming a stable product, the more open a jurisdiction’s laws are to letting competition regulate prices, the greater are the potential benefits to the public as exhibited in: 
 Lower premiums for good drivers;
 Stronger incentives for safe driving; and 
 Increased product innovation and consumer choice.
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Regulatory Change Replaced its central rate-setting process in 2008 with
a competition-based rate-approval process.

Consumer Benefits

13 new insurers have entered the market.

13% drop in the uninsured driver rate.

20% drop in the number of drivers in the residual
market.

$270 million in consumer savings in the year
following the change.

Massive premium reductions for consumers with
clean driving records.

Current Result The most affordable state for auto insurance.

Benefits of Price Competition 

The Massachusetts Experience

Source: Massachusetts Division of Insurance (Consumer Benefits) and InsWeb’s 2011 Affordable Car 
Insurance Index (Current Result).

Presenter
Presentation Notes
Evidence continues to mount that greater use of the forces of competition to determine prices is in the best interest of consumers.

Note: InsWeb uses a proprietary system that tracks the rate of insurance carriers in each state and ranks affordability by dividing each state’s median household auto insurance rate by its median household income.
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Source: IBC with data from Groupement des assureurs automobiles (GAA).

Competition as a Regulator of Prices – Optional 
Coverages 
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Comprehensive

Earned Premium per Vehicle Claims Cost per Earned Vehicle

Represents 52.9% of optional earned premiums.
Earned premium per vehicle decreased by 6.3% from 2005 to 2009.

Represents 39.0% of optional earned premiums.
Earned premium per vehicle decreased by 10.0% from 2005 to 2009.

Presenter
Presentation Notes
Experience in Alberta and Quebec is that premiums for optional coverages, which in both cases are not subject to regulatory oversight, have closely followed claims cost developments.

The Quebec experience – as depicted above – also shows that the freely competitive market can smooth out the effects on premiums of volatility in the claims environment.

IBC hopes that we can return to more competitive conditions in the future.
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Cost Analysis and Future 
Projections

Presenter
Presentation Notes
Before we provide our observations on factors likely to influence the cost of the mandatory product, we want to fulfill a promise we made to the industry to share with you its frustration with the late arrival of the GISA data on private passenger vehicle loss experience.

Last year the Alberta Actual Loss Ratio Exhibit was released on May 10th. This year it was released on May 24th.

Some companies indicated to us that the late arrival of the data either made it extremely difficult to put forward a representation to the Board or prevented them from making a representation altogether.
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Factor Cost Implications

BI Claims Frequency Long downward trend appears to have stopped
and turned upwards starting in 2009-2.

AB Claims Costs Steady increase that started in 2007 has continued
strongly through 2010.

Economic Indicators Strong economic rebound is likely to increase
industry’s exposure to more claims.

GISA Data and Economic Analysis

Presenter
Presentation Notes
Factors Expected to Increase Cost Pressures
BI Claims Frequency: This will be discussed on the next slide.
AB Claims Severity: The steady increase has continued strongly through 2010. In projecting future loss cost rates for AB-Medical Rehabilitation, OW stated the following: 
We again note the higher level of uncertainty surrounding the 2010-2 estimated frequency, severity, and loss cost.
On this point, the information we have from insurers in Alberta is that treatment extensions for claimants treated in the DTPR have become much more common. They also inform us that there has been a substantial expansion into Alberta of assessment companies from Ontario –  given what assessments costs have done to the Ontario product, this is quite concerning and, on the ground, looks like a trend.

Economic Indicators (BMO Provincial Economic Outlook, June 3rd, 2011): Private forecasts are showing better outcomes for the AB economy than the projections in Alberta’s 2011 Budget (released February 24th), for example:
 Employment growth of 2.6% in 2011 (Budget projection was 2.0%).
 Overall GDP growth of 3.6% in 2011 (Budget projection was 3.2%).
You will recall from past hearings the evidence suggesting a positive correlation between economic growth, higher employment and an increased incidence of auto insurance claims. The strong rebound the Alberta economy is experiencing is likely to increase the industry’s exposure to more auto insurance claims. 
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Oliver Wyman Analysis

Our analysis is for the insurance industry as a whole…, and may not be appropriate for 
an individual company whose portfolio of risks, rates, expenses, and operating 

characteristics may differ from the insurance industry averages that underlie our 
findings.

Oliver Wyman, Actuarial Analysis for the Industry-Wide Adjustment, 2011

Low BI Estimate Mid BI Estimate High BI Estimate

Oliver Wyman sees a range of reasonable actuarially justified cost estimates.

+ 5.6% + 8.3% + 11.1%

Presenter
Presentation Notes
It is notable that, again this year, OW is putting forward a range of possible adjustments.
Note: OW estimated adjustments were derived by IBC’s consulting actuary and may be off by ~0.5 percentage points based on past cycles.

The presence of a range, but not a specific factor, provides further support that the current process is incapable of determining an appropriate adjustment that is suitable for all the companies operating in Alberta.

As you know, last year OW put forward two loss cost trend rate options (-5.7% and 0.8%) of which you chose to use the low option for making the rate adjustment. It turned out however, that the actual BI loss cost increased by 6.4%.

What does it mean if you get the adjustment wrong? Here is OW’s answer:
 We note that the estimate of the required average premium is quite sensitive to the trend rates that are selected (i.e., relatively small changes in the trends rates could result in a rather significant change in the estimated required average premium).
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Regulation Impact on Claims Environment

Fair Practices Amendment Act

Requires an insurer that receives a notice of retainer
from a claimant’s legal representative to disclose the
existence of a motor vehicle policy issued by the
defendant’s insurer and the policy limits.

Automobile Accident Insurance 
Benefits Regulation

Raises benefits from $50,000 to $200,000 for
claimants with catastrophic injuries.

Introduces new types of med/rehab benefits payable
by auto insurance policies.

Makes auto insurers first payors, after the provincial
health system, for catastrophic injury claims.

Diagnostic and Treatment
Protocols Regulation

Expands the role of Injury Management Consultants.

Removes and transfers the list of minor injury-type
symptoms from the regulation to the Interpretive
Guideline.

Forthcoming Proposed Regulatory 
Amendments

Presenter
Presentation Notes
The government has underway several changes to the regulatory environment.

We have little doubt that these changes will introduce additional cost pressures however, their total impact on the claims environment remains unknown.
 Regulations are not final; and 
 There is an inherent uncertainty in predicting the cost impact of product changes. This was confirmed to us in a discussion with government actuaries on one of the proposals.

We understand now that these three regulatory packages are likely pursuing different timelines. 

When they do take effect they will impact the cost of the mandatory product.

There will need to be a mechanism in place to allow the industry to accommodate these cost increases with price adjustments.
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Conclusion
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Conclusion

The impact on the claims environment from
the forthcoming regulatory changes is
unknown.

Put forward an adjustment range but could
not determine an all-industry factor.

GISA Data 
Analysis

BI claims frequency has stopped declining
and turned upwards while AB claims costs
continue to rise.

Positive correlation between economic
growth, higher employment, and increased
incidence of auto insurance claims.

Regulatory 
Amendments

OW Analysis

Economic 
Analysis

Presenter
Presentation Notes
Alberta’s auto insurance industry is competitive, the product and market are relatively stable, and it is free of major imminent risks.

Cost Pressures: Cost pressures are coming from:
 BI claims frequency, which is no longer declining and, in fact, is rising;
 AB claims costs, which continue to rise;
 The strong economic rebound, which could lead to increased exposures; and
 The proposed regulatory amendments, which are likely to increase costs although the exact impact and timing is unknown at this time.

2011 IWA: This year we understand that OW is recommending a positive adjustment, albeit in a range. Our own conversations with insurers support this view.

Earlier, Doug cited remarks by Canada’s solvency regulator for financial institutions. I’ll end these comments with another short quote from Ms. Dickson:
 Insurers have to be focused on improving underwriting results…because it is your core business.

THANK YOU 


	Slide Number 1
	Agenda
	Slide Number 3
	A Competitive Industry
	Benefits of Price Competition 
	Slide Number 6
	Slide Number 7
	Slide Number 8
	Slide Number 9
	Slide Number 10
	Slide Number 11
	Slide Number 12

