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Hello, and welcome to our second webcast on “Navigating the Rate Filing Process”.
My name is Tom Golfetto, and I am the Executive Director of the Auto Insurance Division at
the Financial Services Commission .
At FSCO we have an ongoing commitment to actively communicate, share knowledge and
engage our stakeholders – including the insurance industry.
Our first webcast on navigating the rate filing process was an overview of how the process
works, and what you need to include in your filing to FSCO.
At the end of the webcast, we invited feedback on the presentation.
Based on your suggestions, this webcast provides you with more in-depth details of what
you need to submit in private passenger automobile insurance filings.
The content comes from both FSCO’s Rates & Classification Unit and Actuarial Services
Unit. These two departments at FSCO work very closely in reviewing your filings, and
they’ve worked closely in preparing this webcast for you to make it a premium product.
Once again, at the end of the webcast, we will be inviting you to offer feedback by
completing a survey.
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As we’ve done before, in preparing for future web-based events, we will review all of your
suggestions. I therefore encourage you to complete the survey.
Our two webcast hosts will now deliver the presentation. I hope you find this webcast useful
and worthwhile and I thank you for your time.
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Thank you Tom.
My name is Faye Chong. I’m a senior rate analyst in the Rates & Classification Unit at
FSCO. Together with my co-host, Fabio Fantin – also a senior rate analyst, we’ll be
presenting this webcast.
This webcast will assist you with the planning and preparing of your rate filings. While the
information in this webcast can assist all of you who put together a rate filing; actuaries as
well as non-actuaries – this webcast will go into more actuarial detail than our first one.
As you view the webcast, you will be referred to other sources of information on our FSCO
website to help you to understand where to find answers when you need them.
In case you don’t know, our website has advanced search features – making it possible to
get information quickly and easily.
In addition to filing guidelines and technical notes, bulletins, newsletters and other updates - all of our FSCO webcasts are posted on our website to make them widely available and
easy to access. Webcasts can be viewed at any time and at your convenience
Now, let’s go over a few webcast instructions.
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Thanks Faye.
We want to remind you that this presentation is available in both English & French.
If you prefer to view this webcast in French, return to the FSCO website and simply click on
the word “français” in the top right hand corner of the webcast page.
This webcast will last about one hour and you can stop and start the webcast at any time.
If you have questions during the webcast, whether it’s technical difficulties or questions
about rate filings, please email us at the address shown on your screen: autoweb@fsco.ca.
We will do our best to respond to you within one business day.
Note that throughout this presentation, there are hotlinks that you can click on for additional
related information. When you want to return to the webcast, simply close the link, and you
can continue.
Now, for the agenda.
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As Faye has told you, this particular webcast focuses on details of what goes into private
passenger rate filings.
When we say rate filing, we mean a rate and risk classification system filing. It’s just
shorter and easier to say rate filing.
We’re going to start off the main part of this webcast with a short review of what we told you
in webcast one – giving you a quick refresher on “the 7 C’s” of rate filings and then
repeating our shared goals.
Since webcast one, we’ve introduced our service standards. We’re going to describe for
you what those service standards are, and what they mean for the rate filing review
process.
We then get into the key parts of the presentation starting with what we look for in all PPA
rate filings, followed by a review of the three different types of PPA rate filings.
We then spend time on specific considerable changes that companies often propose – and
what we look for depending on the type of change.
And then we wrap up – with some final thoughts and a survey that you’ll be asked to
complete so that we know what you’d like to see from us in the future.
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In webcast one we took you through the seven C’s of rate filing.
All of the seven 7 C’s are equally important: communication, clarity, compliance,
completeness, consistency, clock-consciousness and continuous improvement.
As we review FSCO’s service standards, the different filing types, and the list of
considerable filing changes, you will begin to see ways in which each of these seven C’s
factor into our review.
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Since business and government have different mandates it may sometimes seem that we
can’t possibly have common goals. But where there is a working relationship there are
always common interests or goals.
We’ve discussed before that among our common goals are – the right approval - in the right
amount of time.
As part of FSCO’s ongoing commitment to quality service, we’ve established performance
standards.
These standards detail the approach used in delivering on FSCO’s mandate and priorities
through linkages between performance measures and the attainment of long-term
outcomes.
What this means for you is that we are constantly measuring how long it takes us to review
filings, why it takes us the time it does, and ways to improve on review times. These
timelines are also impacted by the quality of the rate filings we receive.
Our published performance standards can be found on FSCO’s website – click on
“performance standards” on the slide and the website will come up in a separate window –
when you want to return to the webcast, simply close the FSCO website window and you’ll
be back here.
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Let’s go to the next slide and we can take you through the different filing complexity levels
that determine average review times.
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There are four complexity levels for private passenger filings. Category A filings are the
least complex and therefore are expected to take the least amount of time to review. In
contrast, category D filings are the most complex and are expected to take the longest
amount of time to review.
The number of days to review is a matter of what is being proposed - whether your
proposal is something that FSCO has seen many times before, versus something that is
new, like an innovative way of rating automobile insurance. This could include changes to
existing risk classification elements, definitions and differentials, new risk classification
elements, or new modeling techniques.
The number of days to review is also often affected by:

• the number of questions we have;
• the quality of the filing;
• modifications to the application from that originally submitted; and finally
• the number of applications that FSCO is dealing with at any given time.
The numbers of days outlined in the chart only include those days when FSCO has control
of the review time. For example, if we are waiting for a response to questions or if the filing
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has been returned to you to be amended, the clock stops.
We refer to those days as “timeouts” and our performance service standard clock stops until
we get your answers or the filing back. That does NOT mean we stop working on the filing.
As long as we have enough information to keep working on your filing we do – but you can
see how important it is that you respond to us quickly.
Getting a filing approved takes a lot of cooperation and good joint effort - Another reminder of
the importance behind the 7 C’s.
Let’s now move on to what we look for in all PPA filings but, before we do that, here’s a quick
quiz for you.
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True or False?
All insurers writing ANY type of auto insurance in Ontario - must have their rates and risk
classification systems approved or authorized by FSCO.
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The answer is: False.
All insurers writing non-fleet Automobile insurance on Ontario Automobile Policy (OAP1) or
OAP2 must have their rates and risk Classification systems approved or authorized by
FSCO.
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When preparing a filing – of any kind – you should start by going to FSCO’s public website.
Just like this webcast, it’s available in both English and French.
You will find the documents that will guide you in how to prepare a filing on the website
address noted on this slide.
Legislation states that an application for approval – or as we call them here “Rate filings” shall be filed in a form approved by the Superintendent – together with such information,
material and evidence as the Superintendent specifies.

FSCO’s filing guidelines set out the form which outline
• the way you should organize your application; as well as
• What MUST be included.
Even if you have prepared a rate filing before, please go to our website first because it
contains the most current and up-to-date filing guidelines.
The guidelines begin by explaining the types of approval processes that we have here in
Ontario – prior approval, and file and use. They go on and contain a detailed definition
section, and then a detailed step by step description of what you need to submit.
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It’s important to know that a second document called the ‘technical notes’ forms part of the
filing guidelines. These technical notes must also be read and followed when submitting a
filing.
Our industry is constantly changing. In order to be effective in overseeing the business of
auto insurance, we also need to be constantly changing. This means that we regularly
update the guidelines.
When a new guideline is released, all previous guidelines and technical notes are
superseded – that is, replaced – by the new ones. That’s why we stress that whenever you
are going to file, check the FSCO website for any changes we’ve made to our rules.
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The guidelines, technical notes and the rating profile templates are all listed in the same
section of our website.
As you can see from the slide, there are two main categories of rate filings – private
passenger auto, or PPA, and other than PPA.
As you go down the list, you come to the technical notes which expand on the requirements
set out in the guidelines. Although there are several filing guidelines, there is only one set
of technical notes for all rate filings.
We suggest that you use the guidelines and technical notes as a checklist. In fact, Exhibit 4
of the technical notes is a checklist that we created for you to help with your preparation of
major filings.
By carefully using the checklist prior to submitting a filing, you ensure that the filing is
complete and the documents required in the filing are included.
Listed next are rating profiles – referred to in the guidelines as rating examples. There are
twelve PPA rating examples and 3 optional accident benefit rating examples. You must
include these in all PPA rate filings regardless of the type of filing and regardless of whether
the proposed changes in your filing have an impact on the rating examples. The links that
are found on the website will take you to Excel templates that you must use when
submitting a filing.
Before we move on to the next slide, we should mention that this page of the website also
includes filing guidelines for underwriting rules, endorsements, insurance forms, and rate
manuals.
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It’s important to stay current with the auto bulletins that FSCO releases from time to time.
The bulletins are also found on our website.
The bulletins apply to all insurance companies licensed to transact automobile insurance in
Ontario, and contain important information about our rules, procedures, and guidelines.
The bulletins may focus on recent changes but they can also be used to clarify existing
guidelines and procedures.
For example, when we released the 2012 revised auto insurance guidelines, we issued a
bulletin that highlighted what had changed and what was new. This included some
background on the benchmark loss cost trends and auto reform mapping factors, a
clarification about the use of simplified rate filings, a mention of FSCO’s service standards,
as well as a mention of webcasts like this one.
Bulletins are very important communication tools for FSCO. While you should always start
with the most recent, you should know that some bulletins are several years old, but remain
in effect. In fact, we will touch on two of those older bulletins later on in this webcast when
we discuss Territorial definition changes.
If you aren’t sure where to find something, or whether there is a guideline or bulletin on a
particular topic, try the advanced search feature on our website. If you’re still not sure,
please contact the Rates & Classification Unit and we will be pleased to help you with your
questions.
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As we mentioned, the technical notes form an important part of the filing guidelines. When
preparing a filing, begin with the specific guideline for your filing type and then move on to
the technical notes.
Page one of the technical notes lists five rate filing types, however, the focus of this
webcast is limited to PPA rate filings only.
There are three PPA filing types: Major, Simplified, and CLEAR Simplified.
Over the next few slides we briefly discuss each of these filing types.

We begin with major private passenger rate filings and a quiz.
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When are you required to submit a Major filing?

15

As stated in our filing guidelines, a major filing is to be used when a company is initially
entering the market, or is changing existing automobile insurance rates BUT the changes
do not meet the criteria for a simplified filing.
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What do we require in a major filing? In a word, “Lots”! We cannot over emphasize the
importance of following the filing guidelines and technical notes when submitting a major
filing. Both of these documents have been recently updated and include a detailed
explanation of FSCO’s requirements. In webcast one, we went over what you need to
include and some tips under the “Goals” section. Remember, you can always refer back
and view that webcast at any time.
What if the filing is straightforward, can you skip some sections? The answer is usually
“no”. If you feel you cannot include all sections, call us in advance of filing to discuss why
you want an exception. Remember that you will need to provide us with support and
rationale for any assumptions where there is a published benchmark.

As always, a separate memo or cover letter with a brief description of all the changes
proposed in the filing, as well as the overall premium impact for each change, is always
helpful and appreciated.
The actuarial support required for your major filing will vary depending on what is being
proposed. The last section of this webcast will deal with some of the more considerable
changes and we will touch on the specific actuarial requirements that should be included in
your filing.
Remember that a separate filing must be submitted for each category of insurance subject
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to approval under legislation, unless the categories are dependent.
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What are dependent categories?
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They are any category with rates, rating rules, discounts, or surcharges, that are affected by
a change made to any other category’s rates, rating rules, discounts, or surcharges. For
example, if you are changing the rates for PPA and those rates are used in part to calculate
your Motorhome rates, Motorhomes would be considered a dependent category of PPA.
Whenever rates for other categories of auto insurance are dependent on the PPA, the
impact on those other categories must be included in the PPA filing.
The filing guidelines and technical notes have a section on dependent categories and what
needs to be included.
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Here’s another quiz question for you.
True or False?
The next filing type is called “Simplified” because - ONLY base rate changes are allowed.
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The answer is: False
So when would you submit a simplified filing?
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The simplified filing process can be used if your proposal meets the following conditions:
• On an all coverages combined basis, the proposed rate level change is less than or
equal to zero.
• Territorial base rate changes are between negative ten and zero.
• Changes to differentials or risk classification elements are between negative ten and
zero, with no off-balancing.
• Changes to existing risk classification elements - including discounts, surcharges, rating
variables, and rules – result in a change that is less than or equal to zero.
• And finally, your proposal contains no changes to the rating algorithm.
In simple terms, no consumer can receive a rate increase.
The limitations on the use of simplified filings means that we do not require actuarial
support. As a result, the review process is faster and easier than that of a major PPA rate
filing. Although actuarial support is not required, you must still provide us with sound
rationale for the proposed changes.
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There is no limit to the number of simplified filings that can be submitted. This means that
this process can be used to make a series of changes, which will allow consumers to benefit
from any post-reform improvement in loss development and experience.
That said, a major filing should be submitted regularly in order to provide a full set of
indications.
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When do you file a CLEAR Simplified filing?
If an insurer is using the CLEAR rate group system or a form of CLEAR for assigning
vehicle rate groups as part of its risk classification system, the insurer must submit a
CLEAR Simplified filing to FSCO in order to implement the most recently approved CLEAR
tables.
Generally, the conditions for filing under this format are:
• Base rate changes to accident benefits and physical damage coverages only, due to offbalancing differential changes, that is uniform by territory; and

• Overall rate level changes that are less than or equal to zero.
What is not permitted in the CLEAR simplified filing?
• Changes to IBC accident benefits rate group assignments and differentials.
• Changes to territorial relativities.
• Changes to differentials or risk classification elements.
• Changes to discounts, surcharges or rating rules.
• Changes to the rating algorithm.
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Unlike other jurisdictions, Ontario reviews and approves the methodology of the CLEAR rate
group table. Once the CLEAR table is approved by FSCO, a bulletin is released along with
the CLEAR Simplified Filing guidelines. Insurers are generally given 90 days from the
release of the guidelines to submit a CLEAR filing.
Keep in mind the IBC produces multiple versions of the CLEAR rate group tables, some of
which are produced only for the Ontario market. It is very important to ensure that the table
you are proposing to use is attached to the filing and that you refer to the same table in the
filing documentation. A common mistake is to attach one version of the CLEAR table to the
filing while referring to a different version in the filing documentation. This will result in the
filing being considered incomplete.
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True or false?
Companies are allowed to modify the approved Ontario CLEAR tables.
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The answer is “True”.
By modify we mean to make changes to the vehicle rate group assignment on the Ontario
CLEAR tables or changes to the rate group differentials.
Any changes to the standard Ontario CLEAR Rate group assignment or differentials need
to be reviewed as part of a major filing and must be filed in accordance with the PPA major
filing guidelines. The revised methodology - using company data - must be outlined
including the rationale and support for the deviation. Once approved in a PPA major filing,
the deviations to the standard CLEAR rate groups and differentials may be subsequently
carried forward in a simplified CLEAR filing if all other conditions are met.

25

Let’s discuss the most common concerns we have that are related to actuarial
documentation.
The issues we see with regard to ratemaking data, data reconciliation, and documentation
are related.
Rate making data should be recent and responsive to auto reform cost changes. It also
needs to be reconciled with the data reported to GISA.
When reconciling your company ratemaking data with GISA data you need to do it at the
coverage level. The required exhibits or data elements need to include exposure, premium,
claim counts, and incurred losses.
Please ensure the following:
• the premium and loss trending period are correct;
• the cut off date between past and future loss cost trends is correct; and
• the residual rate level indication is properly adjusted before using it as a credibility
complement.

If there are any discrepancies, make sure you explain them in detail in the corresponding
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sections of the filing.
The support for loss development is another common area of concern. It is important that
you provide support for loss development at the coverage level. This applies even if you are
relying on your appointed actuary’s report or any other internal valuation. This means that
required exhibits include loss triangles, calculated age to age factors, various averages of the
factors, selected factors, and resulting LDFs. Please remember to provide us with your
rationale as well. Explain to us the basis for your judgments – in this case, for the loss
development methods.
To support your Unallocated Loss Adjustment Expenses, please include derivation of ULAE
ratio by year and the basis of the ULAE selections.
With respect to tax rate assumptions, you need to apply tax rates that prevail at the time of
your filing, taking into considerations the tax rate changes that could affect the effective tax
rate for the rating period.
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It is important the ratemaking assumptions are developed using the most recent data.
FSCO actuaries review automobile insurance cost changes at regular intervals and develop
benchmark assumptions for rate filing reviews. If you do not use FSCO’s benchmarks, you
must provide both the analysis you have relied on, and the supporting data underlying your
analysis.
Please ensure all proposed changes are adequately supported. Too often in filings there is
a lack of documentation to support your proposal. As we stressed in webcast one, you
need to tell us what you’re doing, why you’re doing it, and provide data that supports your
proposal. Again, go to our website for the filing guidelines, technical notes and bulletins. If
you’re still not sure, contact us with your questions. Our actuaries are available to discuss
the actuarial support requirements for your particular proposal.
Last, but not least, are the follow-up issues. During the course of our review, we’ll let you
know if there are issues of concern – and depending on the seriousness of what we found,
we may send a follow-up letter following approval of the filing. For example, there may
have been issues like the ones we’ve just outlined around ratemaking data, FSCO
Benchmarks or lack of documentation. Before you submit the next rate filing to us, please
go back and consider what issues we’ve raised with you and address them. Any changes
that you have made should be reflected in the cover letter of your next PPA rate filing.
All of this makes the review process more effective – and more efficient – for all of us.
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In webcast one, we spent some time going over the importance of clarity and completeness
in your filings. We’re bringing it up again, because the quality of some submissions
remains a concern.
The problems we continue to see are:

• Incomplete filings – in other words, filings with missing information. For example, a
missing certificate.
• Filings that are not organized in accordance with our filing guidelines.
• Filings that are poorly documented. For example, incorrect or missing page numbers.
• Exhibits that are hard to follow and understand because there are no footnotes for
formulas.
• Missing or incorrect exhibits, no reference to exhibits, or exhibits wrongly labeled or not
labeled at all.
• Contradictions – This is a big one. Please ensure summary documents, such as
Appendix A, match the exhibits contained within the filing.
• Impacts that are too general. We need to know how a change will affect your company,
not the industry.
• Filings that contain irrelevant information. Most filings require that we review heaps of
information – please don’t include anything that does not pertain to the changes
proposed.
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The goal of obtaining good quality filings is even more important when the proposal
includes considerable changes. We now want to focus on some specific situations that fall
outside of the basic rate and rule changes that we are all familiar with. These changes
typically require detailed and specific information, including a comprehensive rationale to
complement the data, especially in cases where the data is lacking credibility.
These considerable changes include:
• The introduction of predictive modelling;
• The addition of new variables;
• Modification of territorial definitions;

• Mergers and acquisitions;
• The use of premium capping; and
• The introduction of usage based insurance pricing
Let’s review each of these in more detail.
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Insurers continue to introduce new or refined rate and risk classification models, all in an
effort to more accurately price the risk. More often than not, these changes have come in
the form of predictive modeling.
We use the term predictive modeling to refer to advanced analytical pricing models that are
designed to analyze potential classification variables and rating differentials.
Some examples that we have reviewed in the past few years include generalized linear
models, generalized additive models, and decision tree models. On the slide you will see
“other” – that other refers to the fact that we’ve seen hybrid versions. It should be noted
that even similar models can have big differences in their application so even though we
may have reviewed a GLM filing in the past, that does not mean that your GLM model is
sure to be approved.
When we refer to a “new” model – we mean that it’s either new to your company, new to
Ontario, or new to the auto insurance industry as a whole.
This distinction is important because you need to support your proposal and you need to
provide us with some form of data. We cannot approve a proposal based solely on the fact
that it sounds like a good idea, regardless of how logical it is. Just as approaches to rating
and risk classification are evolving, the information to support those changes must also
evolve. This means that what we have typically requested of companies is also necessarily
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changing.
We put different weight on different types of statistical support. Some are more persuasive
than others.
• The best data is always your own company data and that of your affiliated companies
which has been adjusted to reflect differences in the make-up of the book. Whenever
possible, this is what FSCO expects to see in all major PPA filings.
• If you don’t have your own company data, you can look to the industry. This will be
difficult in instances where you are proposing risk classification or modeling changes that
require specific data that is not reported by the industry in the same level of detail.
• If you are proposing a change that is new to Ontario, but you have data from other
jurisdictions, you can send us that. However, in doing this, remember that your support
and rationale need to relate back to the Ontario product.
Every company model is different; however we have been able to identify enough similarities
to allow us to provide you with some guidance around what to include in your rate filing when
you are submitting a predictive model for the first time – or making changes to the model.
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As usual, your starting point is FSCO’s rate filing guidelines and technical notes. Always
check our website for the most up to date version of the guidelines and technical notes.
What are we looking for when we review predictive models?
• A description of the model including a complete list of all variables used in the model –
more to come on this issue in the following slides;
• A complete description of the type of data, whether internal or other, the experience
period used, any adjustments made to the data, any data limitations, and how these
limitations were handled.
• Details of how changes are accounted for in the definition of any rating variables over
the experience period, or differences in definitions when combining data from different
sources.
• A summary of data and the indicated differentials including Earned Exposures, Number
of Claims, Average Loss Cost, Indicated Relativity, and Re-balanced Relativity for each
of the variables in the model including those for which no changes are being proposed.
Consideration should be given to the credibility of data. The use of a credibility standard in
the calculation of indicated differentials should be shown.
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Model changes usually result in significant dislocation and you should provide us with a
written description explaining which risk classes will be affected the most. Remember that
this is over and above any dislocation analysis within Appendix A.
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There are some important points we want to mention that are related to variable
selections using predictive models.

• The method of selecting the classification variables used in the model must be
outlined. Model results should be included to sufficiently show the correlation of
the results between variables. The model results should summarize the indicated
relativities, re-balanced relativities and the details of how the indicated relativities
are derived from the model.

• Relevant statistics such as the R2, degree of freedom, coefficient values, standard
errors, etc. should be provided to illustrate the statistical significance of the
proposed variables.

• Finally, if judgment is applied in the inclusion or exclusion of the variables in the
proposal, the basis of the judgment should be provided.
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Now let’s discuss variable changes in more general terms. We want to start by reminding
you that proposed changes to existing variable differentials must be capped within ±10% of
the current differentials and move in the direction of the indication on a coverage level. The
“±10%” and the “direction” is to be measured after rebasing the current, proposed and
indicated differentials to the same average.

When a new variable is being introduced, please remember to provide us with a rationale
which should include the predictive power of the new rating variable. The proposed
differentials should be aligned with the indication, and a rationale for any deviation should
be provided. Also remember that the proposed variables and associated differentials
should be intuitive. For example, your data may indicate that business use vehicles should
have a lower differential than personal use but this can be difficult to explain to brokers and
consumers alike.

Many insurers have already made the move towards unbundling variables. Rather than
looking at class or driving record, the focus has turned to those elements that make up the
class and driving record such as age, marital status, years licensed, and years accident
free. The challenge most insurers face is obtaining enough data to support the change
since they are focusing on many small segments rather than a few large ones. If you are
lacking data, you may have to scale back the degree of segregation and perhaps create
bands or groups of data to maintain credibility.
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Unbundling has also led to multi-variate variables being proposed for use. In these cases,
the inter-dependencies between variables should be measured and the related
methodologies should be provided to support the use of these variables.

Sometimes insurers will introduce variables with elements that are already considered
elsewhere. An example is “vehicle type” or “vehicle age” - two elements that are
somewhat already reflected within the CLEAR rate group table. If you propose such
variables, you must be prepared to demonstrate that there is no double counting. We will
review the support for these proposals carefully.

Remember that even if your proposal meets all of the above requirements, FSCO will not
approve of the use of risk classification variables which are directly or indirectly related to
social or economic status. Bulletin A-02/05 highlights the changes that were made to
Ontario Regulation 664 to add certain financial information and other "lifestyle" factors to
the existing list of risk classification criteria that are expressly prohibited. Some examples
of unacceptable elements of a risk classification system include credit history, residence
history, and employment history. Please refer to the bulletin and the Regulation for
additional details.

Finally – although this seems like an obvious point - please ensure your business systems
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and processes are capable of implementing the proposed changes before filing the
submission. We continue to receive requests for last minute filing changes because the
insurer’s system is not able to handle the change. Depending on the scope of the change,
this can lead to a lengthy delay in the approval of the filing.
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We are now going to focus on territories, specifically territorial definition changes. FSCO’s
rules on territorial definitions have not changed in recent years, however, we find that some
insurers are still unaware of the requirements.
There are two bulletins that deal with matters related to territorial definitions: A-01/05 and
A-02/06.
Bulletin A-01/05 lays out some basic rules to keep in mind when you are looking to redefine a territory. To maintain a degree of credibility, new territories must have a minimum
of 2500 vehicles or 7500 over a three year period. The maximum number of territories we
allow in Ontario is 55, including a maximum of 10 in the City of Toronto. You are also
reminded that territories must be contiguous and you are required to provide us with colour
maps showing both the current and proposed territories. Insurers should be prepared to
certify that the territories are contiguous and that the maps are accurate. Finally, when
refining an existing territory by splitting it into two or more territories, a ±10% cap for each
coverage is to be implemented to minimize large differences between the existing and
proposed territory. Over time, as more data becomes available, the differentials can be
adjusted based on the emerging experience.
Bulletin A-02/06 addresses the impact of postal code changes made by Canada Post.
Although FSCO often approves risk classification systems that define rating territories
based on postal codes, what we are essentially approving is the geographic boundaries of
those postal codes. As a result, revisions to postal code boundaries subsequently made by
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Canada Post do not alter an insurer’s existing filing with FSCO.
Therefore, insurers must continue to use their approved territorial definitions as they existed
when they were approved by FSCO, even where these may be in conflict with the current
Canada Post postal code definitions. This rule applies whether for mid-term changes,
renewals or new business.
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Unlike territorial changes, mergers and acquisitions are not specifically addressed in the
filing guidelines and we have not issued any recent bulletins to clarify our expectations.
One reason is each case is unique and warrants special consideration but there are some
common elements we can address here.
First some basic definitions. When we talk about mergers, we are specifically referring to a
transaction in which two or more insurance companies - whether affiliated or not - are
combined into a single entity. Our definition does not include the financing or purchase of a
brokerage or agency by an insurer nor do we include broker portfolio transfers where a
broker’s book of business is moved from insurer A to insurer B.
An acquisition in and of itself does not require a rate filing. However, following the
acquisition, there are generally two options an insurer will consider:
•

The first option, the acquired company will continue to operate as a separate entity
under the same name – In this case there is no rate filing required unless there is an
issue with Ontario’s Unfair or Deceptive Acts or Practices (UDAP) regulation 7/00 as
affiliated insurers. If there is an affiliation, the companies may choose to make a
distinction through underwriting rules.

•

The 2nd option, and the one seen most often, is the acquired company’s policies are
merged into the rates and rules of the purchaser, typically over the span of a year as
the policies come up for renewal. In this situation a major PPA rate filing is required.
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Whatever option you choose, we strongly encourage you to meet with us as soon as possible
so we can discuss all of the available options and to give us an early understanding of any
potential roadblocks. By their very nature, these transactions are complex and
communication in the early stages will benefit all of the parties involved – the insurers, the
regulators – both FSCO and OSFI, brokers or agents, and of course the consumer.

36

FSCO does not require a ‘merger’ filing to be submitted within a set time period but we do
ask that you ensure all regulatory requirements are met. We understand there are many
considerations that could affect the timelines, not the least of which is limited access to the
acquired company’s data until the purchase is finalized. We ask that you maintain the lines
of communication throughout the process to keep us informed of when you intend to submit
the filing.
When preparing a merger filing, please consider the following questions and think about the
type of documentation you could provide to support the proposed changes:
•

When was the last major rate filing for each company and are the current rates
considered reasonable? If the answer is yes, an overall rate level increase is unlikely to
be approved.

•

How would the relative rate levels between the two books of businesses change in the
combined entity?

•

What is the effect of rating variable changes and the subsequent effect on premium
levels? Are these changes being off-balanced?

•

What is the impact of changing the rating rules? Are there any data limitations to
implementing the rating rules of one company to the other?
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•

Has a dislocation analysis been performed? Will a large portion of the risks be adversely
affected by re-pricing? To this point, we will require a comprehensive dislocation analysis
- typically in 5% increments - that details the expected rate level changes for both books
of business.

•

Finally, are you proposing capping? We understand that despite your efforts to minimize
the dislocation, there will be cases where capping may be proposed in order to assist
with the initial transition period.

These are just some of the unique aspects of a merger filing we want you to consider. Again,
each case is different and the level of detail we ask for will vary depending on the size and
scope of the merger.
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So we have established that it is sometimes acceptable to cap the premium changes
following the merger of two insurance companies. When else do we allow it? Well, FSCO
will also consider a proposal for premium capping when there are extensive risk
classification system changes. This could include situations where the insurer is
introducing a predictive model that may create, for example, a situation in which more than
20% of your customers see an increase of more than 20%.
When FSCO’s actuaries review a rate filing that contains capping, they review the rate level
indication, calculated as the uncapped manual premium rates needed to cover the expense
and losses in the proposed policy period in order to maintain a reasonable profit margin.
The capped proposed rate level change has no relation to the rate level indication.

When completing Appendix A, please include the capping formula and details of the
capping procedures. For example, we need to know whether the cap applies to
endorsement premiums and any situations where the cap does not apply. You should also
provide us with a detailed dislocation analysis which is broken down into small increments,
typically 5%, showing the impact of the proposed premium changes before and after
capping. We need to get a sense of the number of risks being capped and the overall
impact on your book.
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We want to stress that we expect insurers to make every effort to ensure the dislocation is
appropriately managed before capping, as there are restrictions on the use of the cap:
First - only positive capping may be considered. Premium decreases, regardless of the
amount, cannot be capped.
Second - capping may only be considered for a period of two years or less from the time it
is approved. For this reason it is important to consider the level of the cap carefully as it is
going to be in place until the cap has been exhausted. You want to select a cap that is low
enough to serve the intended purpose of slowly phasing in the proposed premium change
while at the same time ensuring it is high enough to spread the impact evenly over the two
year capping period.
Third - although insurers may continue to submit rate filings during this two year period, no
new positive capping will be considered for approval by FSCO unless the positive capping
from the previously approved filing has been exhausted.
Finally, you must track all policies where positive capping has been applied and the reason.
You are also required to track all policies on which the positive cap has not been applied
where the premium increase exceeds the cap. This information must be tracked on a semiannual basis and made available to FSCO upon request.
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Since the capped overall premium change is published on the FSCO website for quarterly
approvals, insurers are required to submit an annual update, often referred to as an
anniversary capping filing, that accounts for the impact of the release of the cap in
subsequent years. We will generally require two anniversary capping filings, with the second
one reporting the impact of removing the cap entirely as the two year period will have ended.
The impact reported in the anniversary filings is also reflected in FSCO’s quarterly approvals.
In general, the aggregate unwinding premium impacts reported in the anniversary capping
filings are expected to be closely reconciled with the cost of the cap from the original capping
filing. In other words, if your original filing - where capping was introduced - noted that the
difference between the capped and uncapped premiums was 3%, we would expect the two
anniversary capping filings to total approximately 3%. When the unwinding premium impact
reported in the anniversary capping filings does not reconcile with the cost of the cap in the
original capping filing, you should be prepared to explain the difference.
Again, although we understand there may be circumstances where capping is beneficial, we
strongly urge you to consider the proposed changes carefully to minimize the dislocation
before capping and to avoid capping altogether whenever possible.
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Our final topic of this webcast is all about the future. FSCO is committed to working with
insurers on new and innovative approaches within the auto insurance sector and a
sweeping trend – already seen throughout the US - is a move towards voluntary usagebased insurance pricing, or UBIP. This requires a device, that is supplied by the insurer, to
be plugged into the vehicle. The device then records and transmits data – typically through
the cellular network – either directly to the insurer or through a third party provider. The
type of data collected includes - but is not limited to - location, distance driven, speed,
acceleration, and g-force when turning and braking. Using this data, the insurer is able to
more accurately price the risk, or at least that’s the goal.
Given that this is a new and evolving topic, we will not cover all of the points related to UBIP
in this webcast but we will touch on some considerations including consumer protection,
how UBIP data may be applied in rating, and rate filing requirements.
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Before we begin, we want to stress that you should meet with FSCO before submitting a
proposal that includes any form of UBIP. Even if you don’t know exactly what you intend to
propose, a meeting will give both of us an opportunity to explore the possible options and
lay out potential show-stoppers. Let’s look at some of the basic requirements that are in
place to protect consumer interests.
UBIP programs must be voluntary, transparent, clear and explainable to the insured.
Insurers must clearly articulate to the consumer all conditions that must be met for
participation in the program including any information requirements such as internet access,
email addresses, and cellular phone data plans.
In addition all upfront costs - including the device itself and all ongoing costs of operation
and maintenance - must be paid for by the insurer.
FSCO may also ask to see advertising or promotional material to verify that it is clear, fair,
truthful, and consistent with insurance core principles.
Last but certainly not least is the issue of privacy. Privacy is a major consideration with
such a program and it is important that consumers are aware of the type of information
being collected and how the information will be used. Before allowing consumers into the
program, they must provide you with express written consent. FSCO may request
documentation that demonstrates you have conducted some form of privacy impact
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assessment to ensure you are onside with all privacy legislation.
If you are using a third party to collect the data, we would expect that they too have
addressed all privacy concerns.
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So now you have the data and the question is “How may this be used in pricing?”. Initially,
we would only consider approving a discount and we would not approve mid-term re-rating
of the policy. Once a discount is applied, you will need to maintain it for the entire policy
term even if the data you receive from the UBIP device would indicate otherwise.
The amount of the discount must of course be approved by FSCO. We recognize that there
is no Ontario auto support at this time so, for your initial filing, we would consider support
from other jurisdictions. Keeping in mind that the Ontario product is unique, the amount of
the discount should be set at a conservative level until such time that the Ontario auto
experience emerges. Since this is a new development in rate making, we ask that you
allow additional time for the review and approval of your filing.
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So, what are we looking for in a UBIP rate filing?
This is a major filing that would require:
•

Full details of the costs and expenses of operating the program and how those costs
will be allocated. We will be sensitive to the allocation of these costs being borne by
policy holders that are not participating in the program.

•

Support and a rationale that demonstrates the underlying assumptions used in the
program are reasonable.

•

An outline of the consumer behaviours that are being measured, such as speed,
distance, and location.

•

Details on how specific events such as speeding are being measured. Are you looking
at frequency – how often the vehicle is speeding - or a set threshold such as going 20
or more km per hour over the speed limit, or a combination of both?

•

Details on how the data is normalized and categorized for rating purposes, for example
are you looking at averages or total occurrences? And finally –

•

Relevant claim and loss data to support the risk rating.

43

Remember that any subsequent changes to initial assumptions will also need to be re-filed
with FSCO. In any event, it may be that FSCO’s approval will be made on a conditional
basis. Further filings will likely be required at scheduled intervals after the initial approval to
provide the continued support for the UBIP rating system, including a description of any
refinements that the insurer intends to make as the experience develops.
FSCO will be releasing guidelines that are specific to usage based insurance pricing and
your Rate Analyst or Team Lead will e-mail you as soon as they are made available.
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Well that wraps up our review of the key topics we wanted to cover in this webcast.
Remember that this resource is available for you to view at any time.
Our goal in creating it has been to give you guidance. We wanted to give you some helpful
tips to keep in mind for those increasingly complex rate filings we will continue to see.
We know you are going to have questions and we invite you to send them to us at
“autoweb@fsco.ca”. We will do our best to answer your questions within 24 hours.
Of course, you can always contact your Rate Analyst or Team Lead directly and you can
also go to the FAQs page that will continue to be updated with the help of your feedback.
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That concludes our Auto Insurance Webcast.
Thank you for your interest and we hope you have found it to be helpful.
Please remember to complete the survey as it will go a long way in ensuring future
webcasts are both helpful and touch on the subjects that interest you the most.
To stay up to date on FSCO’s latest information, sign up to our subscription centre under
Publications and Resources from our home page. You will also be able to sign up for RSS
feeds to get FSCO News on Demand.

Faye: Thank You and Goodbye.
Fabio: Goodbye.
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