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Oliver Wyman (OW) suggests that FA use the PUB’s Guideline commercial vehicle
(CV) loss trend rates (per Directive A.1, 2013-02) instead of the CV rates selected

by FA shown below. Please file a copy of the detailed analysis underlying Directive
A.1.2013-02,

Facility Association selections

Frequency Severity Loss Cost
Bodily Injury -2.3% +6.9% +4.4%
Property Damage +0.3% +2.1% +2.4%
Accident Benefits -0.8% +8.5% +7.6%

Oliver Wyman selections

Loss Cost
Bodily Injury -1.5%
Property Damage 0.0%
Accident Benefits +1.0%

Please see the attached report Newfoundland & Labrador Commercial Vehicles
Oliver Wyman Selected Loss Trend Rates Based on Industry Data Through
December 31, 2012 prepared by the Board’s actuarial consultants, Oliver Wyman.
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Newfoundland & Labrador
Commercial Vehicles

Oliver Wyman Selected Loss Trend Rates

Based on Industry Data Through December 31, 2012

Loss Trend Rates

Loss trend rates are factors that are used to determine rate level indications. They are applied to
the experience period incurred losses to adjust for the cost levels that are anticipated during the
policy period covered under the proposed rate program.,

The selection and application of trend rates is, essentially, a two-step process. The data in the
experience period under consideration must be adjusted to reflect changes in cost conditions that
have taken place (i.e., “past trend”}, and then the data must be further adjusted to reflect changes
in cost conditions that are expected to take place between the present time and the time during
which the new premiums will be in effect (i.e., “future trend”).

Therefore, past trend rates should reflect the underlying trend patterns that occurred during the
experience period, which we have assumed to be the five years ending December 31, 2012,
Future trend rates should reflect those same patterns that occurred during the experience period,
as well as the likelihood that those patterns may change.

The identification of the underlying trend patterns over the experience period, which is a matter of
actuarial judgment, is challenging because factors such as statistical fluctuation in the data points,
changes in the underlying exposures, or abnormal weather conditions, etc., can make the
underlying trend patterns difficult to discern. In addition, the data points analyzed are estimates
that change over time as the claim experience matures. For this reason, we model the data several
different ways in an attempt to identify the underlying trends during the experience period: with
and without certain data points that are considered to be statistical outliers, and over time periods
that are longer than the experience period as a means of increasing the stability/reliability of the
data being analyzed.



We select trend rates based on Industry Newfoundland & Labrador data — as published by the
General Insurance Statistical Agency (GISA) - to determine appropriate loss trends for use in
deriving the rate level indications. We derive annual loss trend rates based on a regression model
using Industry historical accident year loss and loss adjustment expense data that we project to
ultimate cost level (when all claims are reported and settled) using the Industry loss development
factors we select,

We generally consider the Industry Newfoundland & Labrador data for the ten year period
spanning 2003-1 through 2012-2 for purposes of selecting trend rates.

Estimation of Industry Ultimate Claim Counts and Loss Amounts

The Industry Newfoundland & Labrador experience upon which the loss trend rates are based
must be adjusted to an ultimate ¢laim count and loss amount level. We do so through the
application of what are referred to as development factors to the reported claim counts and claim
amounts as of December 31, 2012, We select development factors based on a review of the
Industry Newfoundland & Labrador loss development patterns; we do this by coverage'. Our
selected development factors are generally based on: (a) the volume weighted average of the last
four observed development factors for the half-years ending June (for development period 6
months to 12 months); and (b) the volume weighted average of the last six observed development
factors (for the development periods beyond 12 months), However, due to the limited
commercial automobile data for Newfoundland & Labrador, we select a longer-term average
based on the latest 12 accident half-year development factors for all development periods as our
general selection apptoach. The exceptions are as follows.

! Our review of Third Party Liability is split between Bodily Injury and Property Damage,



Coverage Count/Amount Interval (in months) Selected Factor

Bodily Injury Claim Count 78-ultimate 1.00
Bodily Injury Claim Amount | 102-yltimate 1.00
Property Damage | Claim Count 54-ultimate 1.00
Property Damage | Claim Amount | 90-ultimate 1.00
Accident Benefits | Claim Count 1 14-ultimate 1.00
Including UA

Accident Benefits | Claim Amount | 84-ultimate 1.00
Including UA

Collision Claim Count 114-ultimate 1.00
Collision Claim Amount | 114-ultimate 1.00
Comprehensive Claim Count 114-yltimate 1.00
Comprehensive Claim Amount | 114-ultimate 1.00

Exhibit I, Page 1 and Exhibit 11, Page 2 attached present our selected cumulative claim count and
claim amount development factors, respectively. We note that as a result of these selected
development factors and the actual emerged data, our estimated ultimate claim amounts have
changed from our last study, and these changes contribute to the changes in our selected trend
rates,

Consideration of Severity, Frequency, and Loss Cost Trend Patterns

In selecting past and future trend rates by coverage, we typically examine the separate trend
patterns for claim severity and claim frequency, and then combine the selected severity and
frequency trend rates to arrive at a selected loss cost trend rate. However, our review of the
severity and frequency trend patterns over the recent past suggests to us that we may not fully
reflect the correlation that seemingly exists between severity and frequency if we separately select
severity and frequency trend rates over different time periods. For this reason we tend to select
past and future trend rates by directly examining the trend pattern for loss cost.



Selection of Past Trend Rates

The Time Period We Considered

In our judgment, a ten-year period is, generally, a reasonable time period for determining the
underlying trend rates for the Bodily Injury and Accident Benefits coverages, while the five-year
period is a reasonable time period for determining the underlying trend rates for the Property
Damage, Collision, and Comprehensive coverages.

However, we also consider the indicated loss cost trend over the five-year period ending
December 31, 2¢12 for the Bodily Injury and Accident Benefits coverages. And due to volatility
of the data, and the limited number of claims, in this review we also consider the indicated loss
cost trend over the ten-year period ending December 31, 2012 in selecting loss trend rates for the
Property Damage, Collision, and Comprehensive coverages. While the five-year period is
generally more responsive to changing patterns, due to the small number of claims and continuing
volatility, we do not find the five-year results sufficiently stable and, therefore give consideration
to the ten-year period.

The Data Points We Considered

We recognize that the indicated trends produced by the regression model (particularly those over
a five-year period) can be sensitive to one or two of the data points. And since the points
represent estimates of ultimate claim frequency rates, or in the case of severity, estimates of
ultimate average loss amounts per claim, errors in estimation could lead to over or under
estimation of the underlying trend rates. We also recognize that consideration must be given to
how closely the regression model fits the data points, and that adjustments may be necessary for
outlying data points. For these reasons in selecting what we believe to be appropriate past
severity and frequency trend rates we consider the indicated trends with the exclusion of various
data points.



Seasonality

In analyzing the trend patterns, we reflect the seasonality (difference between the frequency
and/or severity during the first half of the year versus the second half of the year) of the data
point. We find seasonality to be evident for the Comprehensive coverage. In the case of
Bodily Injury, we find that seasonality is sometimes evident, depending upon the time
period selected and the data points excluded, We take this into consideration in our review
of the Bodily Injury trend rate patterns. We refer to the first half of accident year XXXX, as
XXXX-1 and the second half as XXXX-2.

Our Selected Past Trend Rates

Bodily Infury

Based on data as of June 30, 2012, we selected a past loss cost trend rate of -2.5%.

The data through December 31, 2012 shows the percentage change in the loss cost for accident
half-year 2012-2 versus 2011-2 to be -29%, and the accident year ending December 2012 loss
cost to be 17% less than the accident year ending December 2011 loss cost. This decrease in
2012 is primarily due to an unusual increase in severity in 2011— seemingly the occurrence of one

or more very large claims in the second half of 2011- followed by a decline to more typical levels
in2012.

This coverage has exhibited a high degree of loss cost volatility as indicated from the year-to-year
loss cost changes:

2006 to 2007; +29%
2007 to 2008: -11%
2008 to 2009: -9%
2009 to 2010: -6%
2010to 2011: +34%
201110 2012: -17%

Our estimated past loss cost trends based on Industry data as of December 31, 2012 are as
follows;



Ten-year period ending December 12, excluding the two highest/lowest values®: -1.7%
Five-year period ending December 12, excluding the highest/lowest values: -0.4%

Ten-year period ending June 12, excluding the two highest/lowest values: -3.6%
Five-year period ending June 12, excluding the highest/lowest values: +1.9%

We select a past loss cost trend rate of -1.5% (the approximate average of (a) the average of
the above four trends and (b) our prior selection of -2.5%).

Property Damage
Based on data as of June 30, 2012, we selected a past loss cost trend rate of -1.0%.

The data through December 31, 2012 shows the loss cost for accident half-year 2012-2 to have
decreased, by approximately 5% compared to 2011-2. The accident year ending December 2012
loss cost is 12% less than the accident year ending December 2011 loss cost.

Our estimated past loss cost trends based on Industry data as of December 31, 2012 are as
follows:

Ten-year period ending December 12, excluding the two highest/lowest values:  +0.7%
Five-year period ending December]2, excluding the highest/lowest values: +1.5%

Ten-year period ending June 12, excluding the two highest/lowest values: +0.8%

Five-year period ending June 12, excluding the highest/lowest values: +1.7%

We select a past trend rate of +0.0%, which is the approximate average of (a) these four
trend rates and (b) our previous past trend rate selection.

? In this report, for Bodily Injury and the other coverages that we review, the excluded points are those
exhibiting the highest/lowest percentage change from the corresponding ptior year semester,



Accident Benefits

Based on data as of June 30, 2012, we selected a past loss cost trend rate of +1.5%.

The data through December 31, 2012 shows the loss cost for accident half-year 2012-2 to have
decreased, by approximately 24% compared to 2011-2, with decreases in both frequency and
severity, The accident year ending December 2012 loss cost is 7% less than the accident year
ending December 2011 loss cost.

Like Bodily Injury, this coverage has exhibited a high degree of loss cost volatility as indicated
from the year-to-year loss cost changes:

2006 to 2007: +41%
2007 to 2008: -17%
2008 to 2009: -16%
2009 to 2010: +27%
2010 to 2011: +56%
2011 to 2012: -7%

Our estimated past loss cost trends based on Industry data as of December 31, 2012 are as
follows:

Ten-year period ending December 12, excluding the two highest/lowest values:  -4.0%

Five-year period ending December 12, excluding the highest/lowest values: +14.5%
Ten-year period ending June 12, excluding the two highest/lowest values: -9.2%
Five-year period ending June 12, excluding the highest/lowest values: +2.1%

We select a past trend rate of +1.0%, which is the approximate average of (a) these four

trend rates and (b) our previous past trend rate selection.

Collision

Based on data as of June 30, 2012, we selected a past loss cost trend rate of -2.0%.



The data through December 31, 2012 shows the loss cost for accident half-year 2012-2 to have
decreased, by approximately 4% compared to 2011-2. The accident year ending December 2012

loss cost is essentially unchanged from the accident year ending December 2011 loss cost,

With the exception of the last three years, the Collision loss cost has been quite volatile and has
exhibited a high degree of loss cost volatility as indicated from the year-to-year loss cost changes:

2006 to 2007: +35%
2007 to 2008: +49%
2008 to 2009: -41%
2009 t0 2010: +0%
201010 2011: -3%
201110 2012: +0%

Given this volatility, we consider longer-term trends excluding outlying data points.

Our estimated past loss cost trends based on Industry data as of December 31, 2012 are as

follows:

Ten-year period ending December 12, excluding the two highest/lowest values:  +1.8%

Five-year period ending December 12, excluding the highest/lowest values: -9.7%
Ten-year period ending June 12, excluding the two highest/lowest values: +0.8%
Five-year period ending June 12, excluding the highest/lowest values: -12.7%

The approximate average of (a) these four trend rates and (b) our previous past trend rate
selection is -3.5%. However, given the relative stability of the loss costs over the past three

years, we select a loss cost trend of 0.0%.

Comprehensive
Based on data as of June 30, 2012, we selected a past loss cost trend rate of +1.0%.



The data through December 31, 2012 shows the loss cost for accident half-year 2012-2 to have
decreased by approximately 10% compared to 2011-2. The accident year ending December 2012
loss cost is approximately 26% less than the accident year ending December 2011 loss cost.

Like the other coverages, the Comprehensive loss cost has been quite volatile and has exhibited a
high degree of loss cost volatility as indicated from the year-to-year loss cost changes:

2006 to 2007: +13%
2007 to 2008: +25%
2008 to 2009: -30%
2009 to 2010; +30%
2010 to 2011: +14%
2011 t0 2012 -26%

Given this volatility, we consider longer-term trends excluding outlying data points.

Ten-year period ending December 12, excluding the two highest/lowest values:  +7.5%

Five-year period ending December 12, excluding the highest/lowest values: +3.8%
Ten-year period ending June 12, excluding the two highest/lowest values: +8.1%
Five-year period ending June 12, excluding the highest/lowest values: -10.6%

The approximate average of (a) the average of the above four trends and (b) our prior selection of
+1.0%) is +1.5%. However, even with the exclusion of the one or two highest and lowest values,
there is considerable volatility among the remaining data points. We observed this same issue in
our prior study, and as a way to further remove the inherent volatility we considered the
Comprehensive loss costs on an annual basis. On an annual basis, the ten-year trend ending
December 2012 excluding the two highest and lowest data points, is +2.9%.

We select a past trend rate of +2.0% (as it is the approximate average we calculate noted
above (1.5%) and our annual basis ten -year loss trend rate of +2,9%).



Specified Perils _
Due to insufficient data, we select the same past loss cost trend rate as we do for Comprehensive,
+2.0%

Selection of Future Trend Rates

In our view, it is not yet clear from the data that the economy is having an effect on the loss costs
in the province. Hence, for all coverages we select a future trend rate that is the same as our
selected past trend rate. However, we do acknowledge that the economic climate increases the

uncertainty in the future loss trend rates.

Selected Trend Rates - Summary

The following table presents our selected past and future loss cost trend rates based on industry
data through to December 31, 2012,

Past Future
Coverage Loss Cost | Loss Cost
Bodily Injury -1.5% -1.5%

Property Damage | +0.0% +0.0%
Accident Benefits | +1.0% +1.0%
Collision +0.0% +0.0%
Comprehensive | +2.0% +2.0%
Specified Perils | +2.0% +2.0%

The following table presents our selected past and future loss cost trend rates we selected in our
prior review based on industry data through to June 30, 2012,

Past Future
Coverage Loss Cost | Loss Cost
Bodily Injury -2.5% -2.5%
Property Damage | -1.0% -1.0%
Accident Benefits | +1.5% +1.5%
Collision -2.0% -2.0%
Comprehensive +1.0% +1.0%
Specified Perils | +1.0% +1.0%
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Reform Factor

For reasons of data credibility, we select a reform factor for Bodily Injury of 0.0% that is the

same as the reform factor selected for Newfoundland & Labrador private passenger vehicles.

Exhibits

In the Exhibit [ we present the historical data points for loss cost per vehicle, severity and
frequency for the last fifteen accident half —years, as well as in graph form.

In Exhibit Il we present our selected cumulative claim count and ¢laim amount
development factors.
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Third Party Liablfity . Bodlly Injury Exhibit 1
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Third Party Liabliity - Property Damage
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Accldent Benefits Esthibit |
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Collislon Exhibil |

Adjuated Likimale Page 4
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Compishensive

Exhibit |
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X 20041 i3 2292 122 118 1096 127 55 87 5.044 53.23
x 20042 i4 2,31 89 247 1.080 267 116,12 3.037 i
x  Z0EA 14 2241 115 17 1.966 123 85 83 1084 5132
x 20572 16 2,280 96 242 1.066 an 135 63 3,240 4192
x 20081 17 2231 118 1581 1072 162 .2 1375 5150
® 0§22 18 2,344 97 234 1.972 261 106.97 2.685 41.30
xR W07A 19 2,30 105 131 1022 162 70.39 1.543 4563
¥ 2072 20 2304 102 267 1.072 iy 130 13 3ms 4316
x 20081 2 2512 142 346 1075 3z 148 12 2,520 56 52
20082 22 2728 121 267 1075 287 105 13 2,370 44 36
k20091 23 2704 145 264 1.073 283 104.72 1.953 §3.83
® 20092 24 2849 128 169 1073 203 7148 1.584 4m
20101 25 2874 144 402 1056 424 147 48 25944 5011
K 20102 25 2402 137 232 1056 245 8203 1IN 45.7%
k20t 1 7 3.060 263 323 1.052 344 11276 1,697 5643
202 28 3219 164 H 1082 47 146.23 1064 4772
20124 29 3292 188 181 1.052 m 57.9¢ 1.162 50.26
20122 3 a4t 172 437 1082 460 132 22 257 2951
Loss Cost
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Asofl013-2

Ofiver Wyman Selscted Age-to-Uitimate Deveopment Factors
As of Decermber 21, 2012
Hewfoundland and Labrador

Commercial Automabiie [Excluding Farmers)

Age-to-Lltimate Factors
Tacarred Clain Awount

180-Ult
174-Lit
168-Ult
162-Ult
156-Ul
150-Uk
144Ul
138-Ult
132Ul
126-Ult
120-Ult
114-LH
108-Ult
102-Uit
5Lt
G0-L K
84-LI
7a-Li
72Ut
BE-Ult
BO-LJR
a4t
48441
42-Ul
38Uk
30Uk
24-Uh
18-Ult
12-LiR
G-t

Sodily Infury Property Damage Accldent Bensfits

1.000
1.000
1.000
1.000
1.000
1.000
1.0:00
1.000
100
1.00C
1.000
1.000
1.000
1000
1.000
0.449
0998
.92
0.997
0.046
1.002
0.976
0.998
1019
1.048
1.064
1.048
1.180
1.2491)
1.806

1.000
1.000
1.000
1.000
1.000
1.000
1.000
1.000
1.080
1000
1.000
1.000
1.000
1.000
1.0¢0
1.000
1.081
1604
1.007
1.008
1.014
1.0
1.008
.01
1.024
1.024
1.026
1.028
1.083
1,186

1.008
1.008
1.000
1.000
1000
1.000
1.000
1.800
1.000
1.000
1.000
1.000
1.000
1,00}
1.000
1.000
1.Q130
1.000
0,994
0993
0986
(.948
0.962
0.907
0.934
0.883
(1.95%
G921
0.817
0.351

Caolligion
1.000
1.000
1000
1000
1.000
1.000
1.000
1.600
1080
1400
1.0
1.000
1.000
1.000
1.000
1.000
1000
1.600
1.300
1.000
1.000
1.000
1,000
0.999
0.997
0,593
0.993
0.981
0.952
0937

Exhibicll
Page 1

Comprehensive
1.000
1.000
1.000
1.060
1.000
1.000
1.000
1.000
1.000
1004
1.000
1.004
1.0600
1.000
1.000
1.000
1.000
1.000

1.000
1.000

1.000
1.000
1.000
1.000
1.000
1.000
1.904%
1.012
1015
1,186
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Ag of 20133

Diver Wyman Selected Ags-to-Ultimate Development Factors
As of December 21, 2012
Hewfoundland and Labrador

Commercial Automaobile [Exeluding Farmers)

Age-to-Ultimate Factors
Incurred Clainy Count

180-Ult
1¥4-Ult
168Ut
16:2-Ukt
156-Ut
150-Lik
144-Llit
138Uk
132-Uit
126-Ult
120-Ui
114-Ukk
108-Uk
1021
95-LIt
90-Ult
d4-L1t
78-Uk
72-Uk
66-Uk
G0-Lk
Sad-LIl
48-Uli
42-U%
36-LIIE
30Uk
24-UI
18-Ule
12-41
G-t

Bodily Injury Property Damage Accident Benefits

1.000
1.000
1000
1.000
1.000
1.000
1.0010
1.000
1.600
1.000
10400
1800
1.000
1.000
1.000
14300
1.000
1.000
0.388
2.8999
0.9%6
0.995
0885
0.97%
0.969
0 465
0956
0.960
0.962
1.061

1.000
1.000
1.000
1.004
1.000
1.000
1.000
1.000
1.000
1.040
1.000
1.000
1.000
1.000
1.000
1.000
1.000
1.000
1.000
10040
1.004
1.000
1.600
1.000
0.8997
0.997
0.997

0.954

1.0t
1.102

1.000
1.900
1.000
1.000
1.000
1000
1.008
1.000
1.000
1004
1.000
1.000
1.000
1.080
1.000
0.995
04995
0.99%
0.98%
0.983
0.981
0.4978
¢.978
0.959
0.8975
0.953
0.947
0.949
0.884
0.390

Collision
1.004
1.0{d)
1.0800
1.000
1.000
1.000
1.000
1.004
1.000
1 400
1000
1.000
1.000
1.000
1.004
1.000
1,304
1.004
1800
1.000
1,000
1.000
1.000
| 0
1000
0.997
1.0071
0996
0.978
0,955

Exchibit H
Page 2

Comprehensive
1.000
1.000
1.000
1.000
1,060
1.000
1.000
1.000
1.000
1.000
1.000
1.000
1.000
1.000
1.000
1.080
1.000
1.000
1.0400
1.000
1.000

1000

1.000
1.000
1.000
1.000
1.001
1.004
1021
1.295
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D OLIVER WYMAN

161 Bay Street

PO Box 501

Toronto, Ontaric M5J 2S5
1416 868 2700
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