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Moderator Nathalie Bégin: Good afternoon and welcome to the last session of this seminar. Thanks for being
here. I’ll introduce our speakers first. For those of you who know your IBC staff you will have realized that this is
not Don Forgeron, unfortunately Don developed laryngitis and decided it was not a good idea to do a speech, so
Grant Kelly is going to be speaking in his place. Grant is Director Policy and Assistant Chief Economist at IBC
and he’s been working with IBC since 1994 and then Barb Addie is going to speak and I don’t think Barb needs
any introductions, so we’ll start with Grant, thank you.

Speaker Grant Kelly: So an economist and his four year old boy go to Canadian Tire last night looking for a
straight hockey stick and the guy ends up in Montreal giving a speech to the actuaries. (laughter)

We’ll see if that’s a good idea or not in about 15 or 20 minutes. So the neat part about giving a slide show
that isn’t yours is that who you blame if you disagree with anybody. Anything I say, donforgeron@IBC.ca. (laughter)

At IBC we have a highly technical, especially for the people in this room, way of looking at insurance market
places and presenting it to CEOs. So we do a, it’s actually for our environment scanning exercise, and we actually
grade every auto insurance marketplace and I could probably do a test, but the green is good, yellow is be careful
and red is, not fire, but it’s a high risk area. So we actually look at what’s happening with affordability, availability,
what’s going on in the competition, is there a technical issue where people are going to get angry at, and then we
give them a score. So over the next three years Ontario and Alberta get a red, Nova Scotia is also red, and Alberta,
I’m sorry, New Brunswick and PEI are yellow. So only la belle province is green and the point I want to make with
this slide is we’re supposed to talk about regulations and the difference between Québec and everybody else, and
people talk about the product, but if you look at the regulatory framework, Québec we have a partnership with
the government and GAA and we watch the money going out. So you actually have government and actuaries and
our actuaries watching claim trends, every other regulatory system is designed to watch the money coming in, it’s
price regulation. So the money going out goes up first and then price, money coming in goes up to match. And
every other system screws that up except the province of Québec, hence the green.

Alright I’m going to start with Alberta, actually Don is going to start with Alberta. So for those of you who
have been asleep since February, February 8th the Queen’s bench in Alberta struck down the minor injury
regulation, we’ve had the appeal on September 12th, we’re waiting the outcome, either way it’s going to the Supreme



Court. We’re going to appeal, they’re going to appeal. And we believe quite strongly that at the Supreme Court
level we’re going to win. The arguments made by the government and us were, the reasons that we need this to
overturn is, the government had reason to believe that it was in the middle of a crisis and when the regulations

were done, they considered several alternatives and they came up with one that is reasonable, the minor injuries,
those people suffering minor injuries and this is the crux of their case, is that people, those people are already
being persecuted and their rights are infringed anyway and then this further stigmatizes an already discriminated
group of people. As actuaries I’m sure you have opinions but this one is before the courts so…

If you have any questions about what this actually means actuarially, Barb and Ron, Barb Addie and Ron
Miller are in the room and you can direct questions to them or dforgeron@IBC.ca. (laughter) What we are
seeing right now and we don’t have green book numbers for Alberta yet and what actually means but this is
financiered numbers from OSFI and what we’ve got is the liability portion of the product has gone up. And what
the reserves for that product primarily are anecdotal evidence from the claims manager operating in Alberta is
there hasn’t been a monumental change in claim patterns but there has been an increase in case reserves and
reserves in general for Alberta.

So over the first six months the financial year loss ratios cracked 80.2 and for the same period last year it
zwas 56.3. It matters, and it matters in part because the regulatory system in Alberta is completely messed up and
that the AIRB has their annual rate adjustment review process where they force all companies to go en masse by
the exact same amount. Then July 31,st as a result of the court proceedings, they agreed that a 5% rate increase
for mandatory product was admirable. The ironic part of this is, they admit that the court case is worth 20%, but
they’ll give you half of that now because they judge that there’s a 50% chance we win and 50% chance we lose I
guess, but they gave half so there’s ten and they said the product was rate adequate by 5% so you guys are actuaries
you can do the math, ten minus five equals five. So we got a 5% price increase.

What’s not clear about what happens in Alberta is what are they going to do with the other ten so the next
year do they give the other ten? It’s going to be tight, what happens if we win? Again I don’t know, but they were
coming in for significant price decrease even with the court proceedings so as an industry advocate body we feel
reasonably good about this outcome.

Again I’m supposed to talk about regulatory trends. In 2007 before the world ended on February this year with
the court proceedings, we were actually making tremendous progress in Alberta, we had agreed in principle with
the superintendant’s office and with the AIRB to make significant changes to the regulatory framework and in
particular there was grid reform, which Barb Addie knows quite a bit about, there was reform in the rate regulation
project and Richard Gauthier helped with that one, there was a whole slew of improved consumer disclosures that
were supposed to happen and we were going to get some underwriting freedom for everybody and they actually
bought the idea that there should be a balanced score card developed in stewardship. However that’s all been
delayed so if you have auto insurance at the agenda next year which you probably will, given the way the world
works, the Alberta slide for regulatory framework is likely to be meaningful and hopefully different.

We can’t actually guarantee any of that right now but we are writing the government to continue to press for
change and the need for change especially in the way it works right now and the part of it is that the government
fully understands that with the current rate regulation system and the court case, they put themselves in a position
of raising everyone’s price in Alberta. They don’t raise taxes but they will raise auto insurance prices and that’s
difficult politically to accept.

We’re going to fly over another red zone, which is Nova Scotia. So we’ve got a whole different set of issues with
what’s going on in Nova Scotia. The constitutional challenge is similar but different it’s going underway and the
case starts October 6th, we expect to last three or four weeks, their argument is that again the cap discriminates
against the class of people that are already subject to social discrimination. The discrimination is not justified
under Section 1 of the Canadian Charter of Rights and Freedoms and their third point is that the regulation
greatly exceed the authority given to the regulation writers in the legislation and we’ll see how we do there. Either
way again this one will be appealed, travel along, I’ll get to that in a minute. The really ironic part is these court
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proceedings is, Nova Scotia is actually working pretty well. So the premiums are down 25% since their peak, FA
population is finally half of what it was, it went from 7.1% in 2003 to almost 3.2% right now, that’s a lot of cars
and that took a lot of work in Nova Scotia because the way they squeeze FA prices there, it’s hard to find a market,

as competitive a FA for that class of drivers.
So it took a significant effort by industry, by brokers, by FA in order to get all those people out and it’s all at

risk now. Again just to build on that theme is, prices are down by 25% since their peak in August 2003. The
reason the prices are down is that claims are down and if you look at claims cost trends, it went down a lot because
of the implementation of the cap and on average there was a 5% decline the last five years. But this year it went
back up so it went up by 6.8% according to the green book.

If you have an environment where people have gotten used to price declines and suddenly there’s an increase
we’re going to be back on the radar screen. Why that actually matters is we have a very tenuous political
environment in Nova Scotia facing the industry. You’ve got a Conservative government that is facing an election
by the spring of ‘09. They are not incredibly popular in the polls and they don’t have the political capital to bring
forward any auto insurance legislation at this time, it’s just too contentious an issue. They know that they have a
problem with the court proceedings and what they’re going to have to do, to be blunt, they’re going to have to stick
it to us for a little bit. And that’s part of what you’ve just seen is that they announced their new rates filing every
two years, you have to do rate filing every two years for personal, private property, private passenger vehicle, PPV,
I was trying to figure out what PPV meant up here, and three years for everything else.

But at the same time, they’re trying to build overall a market that is attractive to financial sectors and they have
a vision for themselves as being the financial sector hub for Atlantic Canada, they’re trying to create jobs. So you’ve
got one arm of the government trying to create jobs in the financial sector and then you’ve got the government
who’s scared to death of losing the government or auto insurance so they’re walking a pretty fine line.

You’ve also got the other party in the polls still has public auto formally on their agenda, we’ve been working
pretty hard with the NDP to explain why that’s a bad idea however, they’ve come back with they’re not going to
do it if everything works well. So they haven’t defined “what works well” means but having a declining FA and
declining prices seems to be a good definition of what works well but you never know. So the NDPmay, no matter
what happens with the court proceedings, if they get in the government they’ve already talked about repealing or
changing the minor injury regulation and we don’t know what that means, so that’s why they’re red.

We don’t know the timing of the court decision, although we expect it to be either late this year or early next
year, in any election the trial lawyers are well financed and they’re getting really well organized across the country,
they’re focusing on Alberta and Atlantic Canada with the hopes of getting into the big prize in Ontario and the
appeal in Alberta will have material impact on what happens in Nova Scotia but, anyway Nova Scotia is a red from
IBC’s perspective.

Which moves us over to the next province, New Brunswick. Again they have a constitutional challenge that’s
going on, they estimate the cost of removing the cap, the government does have between 200 and 225, again
premiums are down, we have very positive consumer experience there, the trial lawyers are pressing very actively
to get rid of the cap and replace it with a deductible and that’s the number one public policy issue in auto insurance
going on in New Brunswick right now. Again if you look at the consumer experience and the trends and what the
consumer actually sees, prices are down by 36%, that’s a lot of money for the average person in New Brunswick,
that’s about 2% of their incomes. So 2% of their disposal income is back in their pockets now because of the cap
and the lawyers are tying to get it, that’s our case. The reason for that is claims trends, you guys probably know
this better than I do but it went down sharply, it rose a bit and it’s been flat in New Brunswick for quite a bit, for
three years.

So what’s next in New Brunswick? So New Brunswick is lagging behind, they’re still trying to find their test
case, the one thing I would like to stress for you the actuaries in the crowd, is New Brunswick is where our industry
reputation went down and it went down for a number of reasons one of which was the rate filings didn’t match
indications and the competitive market kept everything down. This is a point in the cycle everywhere in Ontario,
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Nova Scotia, New Brunswick, Alberta where our industry’s reputation is on the line. We can’t afford another three
year of nothing and then a 30% price increase, politicians don’t want it, consumers don’t want it, the actuaries in
our industry and that includes you guys, it’s all of you guys, I don’t know if there’s any P&C actuaries not in the

room but you’ve got to make sure that we allow and exercise the discipline over the next there years not to allow
the cycle to get out of control again. And New Brunswick is one of the places where you have more rate freedom,
you’ve got the room to do it and that’s why I’m mentioning it on this slide.

For those of you who don’t know, but all of my family is in PEI and they have likely the best auto insurance
experience, I actually talked about it because they’ve got a four person insurance regulator who is still surreal but
I was talking to the PEI regulator and he went to high school with my cousin, which tells you how big PEI is.
Anyway they have another cap coming, we don’t know when the time is, anyway we’re preparing and we have a
counsel for when it happens. They have a similar premium experiences and that’s what the politicians and the
governments care about. And again we’ve just hit the turning point for claims cost in PEI.

OK, just to summarize the overall constitutional challenge which is the auto insurance regulatory legislative
issue: next month we go to trial in Nova Scotia, we are expecting a decision in Alberta on the appeal sometime.
We expect a decision in Nova Scotia early in 2009, again there’s no rhyme or reason or when that’s going to happen.
And we expect the New Brunswick court cases to actually happen then. What happens next out of all of that is,
one of these is going to go to the Supreme Court and whether the Supreme Court waits for them all to be decided
and then they take them en masse or do they go with Alberta first anyway there is a significant body of law that
we’re going to make but whether or not governments can make decisions that the many should benefit from lower
premiums for the claims experience of the few which is what this case is all about.

And just to talk a little bit about the issue. So you’ve got trial lawyers all across the country right now and
they’re actually very organized, they’re working the political system every jurisdiction where private auto is and
they’re saying, deductible, deductible, deductible, deductible, in the caps. And they’re pointing to Newfoundland
to say, look how great it works and see how it controls claims cost. So one of our arguments is if you actually want
consumers to pay less, you’ve got to actually do something meaningful and the deductible doesn’t meaningfully
reduce claims cost. So the blue line has New Brunswick and in 2001 it was $811.00 per car on average and since
the caps have been introduced that’s at $500.00. So if you want the 30% price decline that New Brunswick had,
you’ve got to deliver a meaningful reform that brings cost down by about 30% and that’s what governments, they
understand it they’re just not willing to do it. And that’s our number one issue in the next little while. You’re going
to see deductibles come up in every jurisdiction across Canada over the next 12 months. Alright.

Now we’re going to move to the far left of Canada, BC Auto. In 2003 the government of BC passed two
pieces of legislation, Bill 58 and Bill 59 to open up their auto options in their auto insurance market place.
Bill 93 was passed but it didn’t come into effect until June of 2007 and it was supposed to be reviewed within a
year of it actually being enacted. OK, you’ve got a BC government that is seeking re-election in the spring of 2009,
they’re in a good news fund, and they don’t want anything negative at all. So they’re not going to very well take
their own legislation and critique their own legislation publicly so they’ve delayed the review of the optional auto
insurance market. Which is both a blessing and a curse, the blessing is that it gives us time to get our ducks in a
row, and we’ve hired a competition law expert at IBC and they’re going to look at whether or not those laws are
fulfilling their intended purpose of opening up the market and that a review is going to happen in mid 2009.

So another positive end of it is, every UICBC hearing before the UCBC, I challenge any of you to say this
very quickly, we’ve been asking them to say OK, how do they allocate cost across their optional end, they’re
mandatory. I’m an accountant, and ?? and accountants lie or they allocate, which is the accountant way to say lie,
but we’ve been trying to get them to be explicit to say how you actually allocate things and we think they’re
subsidizing the optional part by using the mandatory part of the insurance product and we hope to catch them.
They’re doing an independent review of how they do that, the order of magnitude they have over 500 million
dollars of cost that they allocate between the two and the study looks at their regional claims centres and it’s about
a quarter of all those costs, so we’re going to catch them in a lie. And I’m not sure the point I wanted to make about
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the last point other than just to snicker a bit and say they got caught cheating and your private insurers are
wonderful benevolent people and they would never do anything like the repair centres scandal that happened in
British Columbia. OK.

Now we’re back to Ontario and one of the points that as we were talking up here before the session, is if you
look back, for those of you who have been coming to this conference, I think it was 2004, Barb Addie and I did
this exact panel, we went through the different reforms in auto insurance so four, five years later it’s all topical again.
So Ontario is a mess, let’s start with that. Bill, this is the fifth review of the Ontario insurance products since 1990.
Every party, every politician in Ontario has had a shot at Ontario auto and we’ve created a nightmare. The current
law from 2003, they made the trade off between cutting a little bit on AV and giving some more cost controls on
AV without opening up ?? a little bit, they did the paths, they increased the deductible, they fast tracked the DAC
process, and then got rid of it a little later.

Anyway the core part of the Ontario auto insurance system is that there’s zero accountability to anybody who
is not an insurer and it is presumed that the Ontario auto insurance industry are all evil people trying to hurt
claimants in making decisions driven by the desire to earn profit which ironically there is none of in the Ontario
insurance marketplace. Again this illustrates claims cost and how screwed up we’ve actually become so Ontario
defines, in my money, I’m an economist by background, so I describe this as the big pile of money. So what actually
happens is you get a big pile of money on the table people, all the claimants and lawyers and paralegals and health
care providers figure out how to stick some in their own pocket. They’re all profit maximizing entities. They try
and figure out how to fit the most in heir pocket.

We changed the rules in 1994, in 1990 claims cost went down, NDP enacted Bill 164, Bill 59. What Bill 59
is, it’s pretty much an exponential growth and you added a huge growth in the rehab industry in Ontario. They
are amazing. We have a rehab providers on every corner if you don’t live there. It’s unbelievable the whole industry
that it has spawned out of the Ontario auto insurance system and now we pay more than 4 billion dollars in order
to fix people and they never get better. What that actually means for Ontario auto insurance consumers is that they
pay the highest prices in Canada for auto insurance it’s $1,281. That’s actually down from their peak in 2003 but
it’s still unbelievably high. The reason is that they have the highest claims cost than anywhere in Canada at a
$1,000 per car.

So if you look at why claims cost and what’s out of sync in Ontario, it is again in the simplest economist way,
the auto insurance products, you fix cars, you fix people.We’re really good at fixing cars. If you look at what it takes
to fix people in Ontario it’s about at least double, approaching three times as much to fix anybody who’s hurt
which either proves that the Toronto Maple Leafs fans are incredibly wussy people who can never possibly get
better from anything or the big pile of money theory works. As a Leaf fan this is painful, and I can tell you that
this is not the first one. We’re not that stupid, we don’t learn real well but it’s not this. What actually happens here
is you get churned (ph) and once you get in the rehab system in Ontario you never get out and the average claims
are open longer than anywhere else, it’s just not working. The market has been deteriorating for four straight years,
we’ve been going to government and telling themOK, problems coming, problems coming, problems coming, and
this is the first half of the year according to the financiary loss ratios.

The last part of the bar if you look at the green, that’s the accident benefit portion of the product, it’s up well
over 100% now. The problem is here, so what you’ve seen in Ontario and this is what’s about to happen, and this
is what Dalton McGinty’s big fear is, I don’t know why we do this, but you lose money, you lose money, you lose
money, you don’t increase prices, you don’t increase prices and when they go, they really go, and that’s about to
happen in Ontario. All of the factors suggest that, prices are about to skyrocket in Ontario. You’ve got some
companies going to get claims, to get premiums, to be honest, I’m shocked they’re not going for more. What
makes this sickening to anyone who lives in Ontario to me, is that if you look at what we actually pay as a
percentage of incomes in Ontario, it’s way out of line both across Canada and internationally. In the Maritime
provinces, they pay three percent of their incomes on auto insurance, in Alberta they pay three, in Ontario we pay
five. And the justification for charging more in Ontario for auto insurance prior to all the other reforms is because
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we can afford it. It was the richest province, we had the manufacturing sector, that’s not true anymore, the Alberta
disposable income is higher by 20% than Ontario’s. It’s just unsustainable, there is no room for price increases in
Ontario auto any more.

The second part of the reason behind this slide is, with gas prices going, inflation in this country is public
policy issue. So if you look at what’s actually driving inflation, it’s food prices and transportation. Governments
can do nothing about food prices and oil prices and one part of transportation that they can control is us and the
auto insurance market place. So they’re going to come down and watch auto insurance prices. This is a major
regulatory risk for our industry.

Oddly enough, we’ve got an active lobby going on in Ontario auto insurance right now and this is what Don
does so I can tell you that he’s not talking to anybody today because he can’t. He’s got laryngitis, it’s kind of funny.

Our objectives are, one to make an importable product, two to create market conditions that allow insurers
to be profitably because you’re not, we estimate that this year Ontario auto lose about two cents on every dollar.
We want a simplified system, you’ve got to have more of the money actually reaching claimants because we pay
an incredible amount in assessment cost which don’t help anybody, and in the long run, we want to be a trusted
partner of government. Alright.

So what are the challenges to that lobby? We’ve actually, we have a different chart, it’s not in here but it’s to
tract the industry’s image and congratulations you’ve reached a record high. And what Canadians actually think
of you? We do an annual polling to say what do you think on a scale of one to ten about the insurance industry
in Canada? And in 1994 we had the previous record (bell ringing), that’s a bonus it’s not part of the show. (laughter)

Following the 1998 ice storm when we were buying turkeys and lobsters for everyone in Eastern Canada, we
had a 5.8 out of 10 as an image score for Canadians, after four years of price declines, where prices in auto insurance
have come down on average of 20, 25% across the country, you’re back to 5.8. There’s an interim score which
unofficially you’re at 5.9, so I think the Canadian insurance industry is above drug dealers on the image score.We’re
actually below banks, we were before this weekend anyway below banks, I think they fell, brokers scored slightly
higher than insurers but insurers now are at a record high. There is again in Ontario, there’s no appetite for
insurance issues because every government over the last four have just not succeeding in this, it’s generally seen as
a vote loser and the only thing worse than dealing with the insurance issues in 2009 is not dealing with insurance
issues and having them fester until 2011 when the next Ontario election is.

You guys are actuaries, you’re used to dealing with complicated things. I haven’t met, aside from Barb
Sesenkilorian (ph) anyone who really understands how this Ontario auto system works. I job shadowed an AB
claims adjusters in Ontario for two weeks and my god that’s the worse job in the world. It’s just incredibly
complicated. People lie and they yell at you. I was the world’s worse bank teller and I could not do that job, it’s
unbelievable. The cost, the court system, the lawyers are actively going for changes to the deductible in the court
system and they’re getting a sympathetic ear with government and that will add money to the system.

In order to actually reform Ontario auto you’ve got to take away from somebody. You either take money from
voters and drivers to add more cost or you have to take costs away and that comes directly out the incomes of health
care providers and lawyers, which what is the call from the government. The reason we have a problem, and I’ve
already gone over a lot of these things: we systematically over-compensate for minor injuries, the rate regulation
system is among the worst in the world, our accident benefits program is overutilized, we have an incredibly high
assessment cost. One of the lines that strikes me is, for claims and for claims that settle for less than $10,000.00,
a full 60% of that $10,000.00 goes to assessments so that leaves 40% to go to the actual injured person.

We’re subject to retroactive shocks from arbitrators and courts, my wife is having a baby and is actually due
yesterday so the one that I’m thinking very strongly about is, someone in an accident in Ontario can get up to five
years of child care for unborn children. I’m counselling my wife how to drive our car into the guard rail of the 401
without really hurting anything. I haven’t figured how to do it yet, but it’s crazy that the independent arbitrator
decisions can have retroactive meaningful cost impacts that no one watches. We watch the money coming in, we
don’t watch the money going out and those kinds of decisions matter and they have long term cost implications.



Another one that actually happens is the interest rate charge on court awards and judgment interest, there’s been
some negative case work there as well, increasing cost in the system retroactively.

Anyway, what’s our story? You’ve heard some of it, we hope it’s simple and convincing. Right now we’re going

to ministers, MPP’s, regulators, we’re talking to everybody trying to talk about what the problem is in the Ontario
auto system. Right now the government is not pre-disposed, they think, they were hoping to have a minor technical
reform that they could do quickly without making anybody angry, they’re becoming aware that they have a bigger
problem.We’re talking to lawyers and providers and brokers. The government ideal would be to sit them all around
the table, have a round table, we work it all out. Again it’s hard to fight over a big pile of money that way and who
represents drivers and voters? Alright.

Our GR message is: consumers deserve better clearly, our claims cost are rising incredibly fast and Ontario
auto is the most generous auto insurance product in North America. I say world but I can prove North America.
That’s the difference between an economist and an actuary, I’m not bothered by things like hard facts and data like
you guys are. Alright.

So we have a two phase program. Right now they’re going around to every MPP talking about there is a
problem and we have a brochure with storm clouds and we’ve got solutions but our solutions are to shock first party
no fault payment system and there has to be behaviour change in that you have to break the cycle of
overcompensating for small claims and we’ve got to. Anyway, I guess the other part of this that we’re trying to say
don’t listen to the lawyers, the verbal threshold works and coupled with a deductible it actually is workable for the
BI claims cost. We’re trying to eliminate towing and storing abuses and Bill 5, which is the rate regulation law has
to be repealed, it was supposed to be temporary anyway.

So in essence, now we’re going to get to more technical which you probably want, but the first party med-
rehab system should be lowered to $25,000.00 unless you’re in the hospital for at least two days. So one of the
problems with the AB system is that there is no gatekeeper, doctors are completely uninterested in being the
gatekeeper to the AB system because the way they’re compensated. The OHIP system pays Ontario doctors $27.00
per visit so you get $27.00 as a doctor in Ontario whether you get a stuffy nose or have to do a full body exam on
a auto accident victim. Second thing, their entire incentive for doctors is getting out the door, get them to rehab
providers. Plus, if you have a second visit for the same injury, you get $13.00 instead of $27.00 and every auto
insurance accident is guaranteed more than one visit. So doctors have no interest in being the gatekeeper to this
system. The current system has physios and chiros as the gatekeeper, those are the people whose income are derived
by the system which is one of the inherent problems. So this first one is all about who is the gatekeeper to the
system? How can we independently assess who’s really injured, who’s not? And our solution is hospital stays. So
we want to require path treatment for all minor injuries except when referred to a physician specialist and you guys
can read the slides and…

Are there questions or comments on any of these? OK, I want to give you more time to actually manage
claims so I told you that an AB adjuster is the worst job in the world, it is legislative and regulatory wise as well.
We are working to get a better definition of catastrophic impairment from what brain injury is, exclude punitive
damages, enforce the last payer principle, anyway replace Bill 5 with respond to market or R-to-M.

Here’s what we’re going to do at Ontario auto: continue outreach, we’re going to continue to work on our
proposals, and everyone can join in the last bullet, and whatever your faith, we’d appreciate it.

Overall, auto insurance in Canada right now, we’re at a crossroads and there’s incredible amounts of uncertainty
both for insurers, consumers and all of the stakeholders in the system, particularly actuaries. Ontario auto which
is our largest market is unprofitable, it is conceivable to come up with scenarios that the other regions and provinces
become unprofitable within the next two or three years, depending on the court cases and in claims trends, and
we have a highly technical long-term forecast: so it started to rain in 2008, it gets cloudy and really stormy in
2009 with everything going to court, we’re going to win at the Supreme Court level so we think the sun starts to
shine in 2010 and then everybody’s plan looks like a hockey stick and then good times roll in 2011.
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One other question that we were asked about for this session had to do with fire (ph) following and I’m just
going to give a quick update on fire following. There are new insurance acts in British Columbia and Alberta. They
were introduced in the same day and very shortly thereafter they were pulled in British Columbia due to a political

deal so their auto insurance amendment act was pulled. It was not pulled in Alberta. So, the next slide talks about
what’s in that legislation. We continue to talk to regulators about risk based regulation and market conduct and
that’s where you get your surveys of self-assessment and regulatory privilege and I’d be happy to answer any
questions related to those kinds of topics and I believe you’ve just heard Chris Townsend talking about the MAC
committee with OSFI and working to allow internal models by 2012.

So in the BC insurance act, the big ticket item is fire following, earthquakes and everything. The current list
of exclusions in part 5 of the BC Insurance Act, they’re going to take out the fire following and treat all the home
owners policies the same. Exclusions to the fire policy would be defined in a separate piece of regulation, which
are currently being drafted which I could tell you about but I’m bound by a confidentiality agreement, and I think
someone would have to kill me afterwards. What we expect is that the current list of exclusions will be expanded
to include terrorism, nuclear events, biochemical things, and we remain hopeful about earthquake but it’s on a
different bullet than expects.

Other things that are going on in those insurance acts: the Alberta act is supposed to be, it’s still going, it was
pulled because of the election, we expect it to be re-introduced in the fall where this becomes law in Alberta. So
anyway, we expect the fall of 2009 in British Columbia. Their political deal was supposed to bump it to the spring
session but the spring session was just cancelled or the fall session of the BC legislature was just cancelled yesterday.
OK, that’s all of Don’s slides. So thank you very much for your attention. If you disagree with anything or would
like to formally lodge a complaint dforgeron@ibc.ca. Thank you very much. (applause)

Speaker Barbara J. Addie: Yes we did do this session in 2004 probably the very last session I do will be Ontario
auto before I retire and that can’t be soon enough. OK. I did indeed call it “Back to the Future” because we seem
to be going around in a rather vicious circle at the moment. Just to put it in context, we’ve already had a lot of
context but it gives you an idea of what happened countrywide with the loss ratio. So clearly by the time we’ve got
to 2002, it was pretty much a disaster. It improved on its own largely as the rates went up and then really we had
a very nice honeymoon period in 2004, 2005, 2006 and 2007 but the honeymoon is over.

So we do know the results are unsustainably bad. The reforms have clearly been effective. The only thing you
have to be very cautious of with reforms is that generally, not always, in fact in the case of Alberta this may not be
true, they’re generally most effective right at the very beginning and then both claimants and their advocates adjust
to the new reality.

They lose their effectiveness because claimants and their advocates find different ways of getting money out
of the system. The only place that is not proving to be quite as true is perhaps Alberta with the most recent reforms.
We do now know as you can see from what Grant has done that provinces are evolving quite differently so as a
result I’m going to go through province by province.

This is the Alberta loss-ratio and as I say, you know, we really have been in a honeymoon period since about
2003 even if the reforms came in 2004. Certainly as rates got up, as rates went up, people stopped claiming or there
was more self-insurance, shall we say. So the major tart (ph) reform was the introduction of the $4,000.00 index
cap on non-pecuniary damages and the maximum payment on B went from $10,000.00 to $50,000.00. So what
were the outcomes of these reforms? First there was a significant drop in the BI frequency and I will say that our
actuarial costing, this was unexpected. We didn’t put in a frequency drop. The severity dropped. Yes, we expected
that. The med-rehab loss cost increase was much less than we had expected. I believe, for a firm that shall remain
nameless, they suggested they might go up 96% and in point of fact it was less than ten. So there was a little bit
of a problem there. And the disability income frequency went down significantly and this was also unexpected.

These are the actual claim frequencies. You can see the top line there it’s the PD so the property damage,
third-party liability property damage, so as rates went up the frequency came down and now it’s kind of back to



its pre-period, so that’s about what you would expect to see. You know, people are willing to claim again and
people don’t really have that many more or less accidents. You know, you can have a bad winter, a good winter but
that’s about what you’d expect to see but so the other three coverages though are still coming down - so that’s

medical rehab, the DI and the BI. So, as I say, this is maybe the one place that the exception proves the rule that
the reforms have been effective.

So as actuaries, we missed the drop in frequency for both BI and accident benefit disability income. I think
likely what we did do is we underestimated the impact that lawyers have. In their role particularly as advice givers
and I think in future costing we might actually want to consider this because people the less they’re represented,
they don’t think about accident benefits. No one actually reads their policy so I think we might want to consider
this in future costings. And we overestimated the impact that med-rehab. I think more likely what we did is we
underestimated the impact of not moving the timeframe up because when you have the 50,000 down east in the
Maritimes you also have four years to make those claims. And here they left it at the two years, and I think that
has a really significant impact.

So on February 8th as we’ve discussed, immediate impacts. Every rehab company had to determine whether
there was a material impact and every company had to do it and I do a lot of companies at year-end, it wasn’t pretty.
And then every company had to determine how they were going to handle their claims going forward. The next
steps, we’ve already discussed this and there has been a discussion on what happened at the rate board. So what
are the real issues? Well, the estimated impact, the ARB decision when they came to their 20% increase effective
for the cap, assumed that there would be no frequency changes. Clearly there were frequency changes and clearly
if you’re going to cut if this decision is not overturned, those claims will come back, because those people will go
back to their lawyers and they will be getting their AB claims again.

In 2006 the ARB ignored calls to consider the impact of the potential charter challenge, in 2008 they gave
substantial weight to the current ruling being overturned. This is how government works. And there’s really been
no consideration of the substantial liability that will be incurred for the claims in the system if the charter challenge
is upheld. What sort of funding mechanism might possibly be put in place for that substantial liability?

The Alberta government had stated that it had contingency plans if it was struck down. We’ve yet to see any
of these plans, it would be interesting to see what the plans actually are. The stakes are very high for some insurers,
particularly for whom Alberta is their main market and is also their main regulator. So it’s going to be very
interesting to see how the Alberta regulator handles the solvency for companies that they’re effectively telling them
they can’t raise their rates as much as they should. It’s very difficult to have on your solvency hat and your regulation
hat at the same time.

And then of course how will insurers’ politicians react to a 25% plus for the mandatory coverages. The
percentage is just so high you know that it’s going to be a political nightmare. So the actuarial implications right
now? You need to understand how the claims department has been handling the situation.We did do a survey with
FA of a number of companies and I can tell you that there is a varied and very broad, broadly different ways of
handling the situation currently in Alberta. It’s not that there’s a right way and a wrong way, it’s just that everyone
is choosing different paths. Some have left their handlings unchanged and are keeping it in the IBNR, others have
increased their case reserves, and others are somewhere in between. Given the importance, I would suggest that as
appointed actuaries, you actually do a sampling of the files and get some idea. You know, the claims department
can tell you that they’re handling it one way but I think I would be more comfortable seeing evidence of exactly
how they are handling it, because this is going to have a major impact on your year-end IBNR.

Industry data from here on, is going to be of limited usefulness, that was my nice way of saying it. You’re
going to have to also consider what changes you going to have to make to your rate making procedures given
the sketchiness of the industry data, because it’s going to be very difficult to know what you’re looking at.
Everyone is handling in a different way. You don’t know what is in the data, so it’s going to make rate making
extraordinarily difficult.
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For the DCAT, I think you may want to consider running a scenario on which auto insurance is nationalized.
A 25% increase is big and you will get calls to consider nationalization of the auto insurance industry. You certainly
need to consider the impact of the uncertainty and the high loss ratio scenarios if Alberta is material. You’ll need

to carefully review the reserves for FA, RRSP and farm and insure the assumptions on which they’re based are in
line with your expectations. I’m not saying that they aren’t appropriately set. I’m just saying you may have a
different view and you should reflect it.

We need a better and faster way, I forgot to take this out, we need a better and faster way of determining what
are material events, subsequent events. So I think we’ve already handled that this time, that’s good.

Now we can move on to the granddaddy of Ontario. Once again, here the honeymoon ended at 2006 because
at that point in 2007, the AB’s now up to 100% loss ratio, the BI is right around 80. This is just kind of ugly. The
overall is at 80, this is not sustainable. There were reforms in 2003, and Grant has mainly gone over these so I will
skip that.

The impact of the reforms I will say was greater than we had initially estimated and it really was a drop and
quite sudden and stepwise we dropped in frequency. So it was greater than we had expected. But it did not take
long for the claimants to come back in the system, not so much the claimants, just really the service providers, to
figure out where, under different parts of the 50 page regulation, they could make some more money. There are
more reforms in the pipeline but the timetable is indeterminate. I don’t think there’s huge political will to move
on this file. We believe currently that the average street premium is inadequate by about 10%, that’s our current
best estimate. I will say that I have for the first time in many years, had FISCO telling a client of mine that they
should be increasing more than we had asked for and that’s the first time that it’s happened in a very long time.

If the verbal threshold deductible were eliminated with no change to accident benefits, the loss cost would
increase substantially, it could be as much as 50% increase in the mandatory coverages, it’s a huge increase in
something that’s already an extraordinarily expensive product. The questions are is the verbal threshold
unconstitutional? Only time will tell. Is the non-pecuniary deductible unconstitutional? Once again, only time will
tell. We honestly don’t know at this point.

Ontario as most of you realize, represent 56% of the non-governmental auto writings, and it’s 25% of the total
industry. So the implications of what happens in Ontario auto are incredibly important for the industry as a whole
and you just know that any further significant rate increases are going to cause consumer and political push back.
There’s just no way around this, it’s just too high profile an item at this point. The actuarial implications: for some
companies the results are now poor enough that they will have to look at, if Ontario auto is a big part of their
writing, they may have to lower their DPAC or look at setting a premium deficiency. For the DPAC, DCAT
(laughter), that’s supposed to be DCAT, move some of those letters around. (laughter) You may want to consider
running a scenario where the verbal threshold is rolled as or deductibles either one of those is ruled as
unconstitutional, if Ontario is a significant exposure.

In most of our ?? reports we do run a scenario where the industry is nationalized. It almost happened in 1991,
it’s hard to say that it’s less than 100 probability. Then should a contingent liability be established? And if so, on
what basis and using what assumptions? You know, do you do it on the assumption that maybe the verbal threshold
goes away, maybe - I’m not sure even how you would do it, and I’m not even sure how your auditor would react,
but it’s something to consider. The trends in AB right now are high enough that you should consider adjusting
your historical data to reflect the current inflation, the trends in AB are currently running somewhere between
12 and 17%. I think most people are coming in around 13 and 14, and you know in an inflationary environment
of 3%, that’s just unbelievable.

And then we come to Québec where they’ve actually been making money since 2000, very very consistently.
Very few reforms are being considered. It is the most concentrated auto market in Canada so the four major players
actually have some price control. The results continue to be excellent. It’s just possible that a hybrid system is not
so bad.
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Then we come to New Brunswick. Here the results have been excellent so long as you only look from 2003
onward. Before that, they were just horrendous. The cap came in at $2,500.00 as opposed to $4,000.00 in Alberta.
There was a mandatory filing with - you had to file your rates and if you didn’t, well you had to lower by 20%

unless you could choose actuarially that it should be different and the experience has been excellent. The one thing
we are a little concerned now is that we’re starting to see a tick up in the frequency so the TPL PD, just like
Alberta’s PD is coming back, so the claims are back in the system and all the other coverages are relatively flat so
they’re not continuing to go down like they are in Alberta.

The BI frequency also dropped here not anticipated in the original costing. The accident benefits, med-rehab
and the disability income also dropped somewhat substantially, and despite expectations, no test cases have been
selected for trial dates. The current premiums we view as being adequate. You would need a significant increase if
the cap were removed and that increase would have to go for both BI and AB because we have to believe that
those AB claims would re-enter the system. The impact, as Grant was saying, 200 to 225, we have maybe a little
higher view but it’s certainly going to be higher than Alberta because the cap is lower. You know, you have a cap
of $2,500.00 instead of a cap of $4,000.00, so at a minimum it’s got to be quite a bit higher than Alberta. Given
that they have lower average premiums, that as a percentage is very high and I can’t even imagine the political
fallout. You know, if one woman with a wheel barrow can change the entire system, I can’t imagine what what effect
huge increases are going to have.

Actuarial implications: I think it’s possible you have to have to look at the nationalization of insurance. What
is interesting is maybe what we have to do is, what happens if not just one market is nationalized but several or
two, two major markets. Certainly for the DCAT you have to look about what would happen if the cap is removed
and then should a contingent liability be set up given that there’s no current legal action? Like at what point, do
you set up a contingent liability? In Nova Scotia I think it’s relatively clear because you have a court case going
forward, but it’s not as clear in New Brunswick. Certainly the expectation is that there will be a court case, but it’s
not there yet.

Nova Scotia, all the patterns are pretty similar. As Grant says, the trial tries to strike down as being outside
the power of the regulation. What resolves within 12 months means, and seek (ph) to strike down the cap is
unconstitutional. Just like New Brunswick there was an unanticipated drop in BI frequency, also an unanticipated
drop in med-rehab. Current rates are adequate if cap stays in place. I’m not sure what impact the rates having to
be filed every two years except as a consultant I’m not that sad. (laughter). I have to be honest.

The expected cost - we think Nova Scotia and New Brunswick it’s going to be about the same impact. They
were about the same impact when they came out. So what happens if the cap is found to be constitutional but the
regulation is all ??. Then what would “resolves within 12 months” mean? So it’s quite a complicated situation in
Nova Scotia because you could have a number of different outcomes.

Should a separate contingent liability be established? For this one I would feel quite uncomfortable if one was
not, because you have a court case. You know, you could see if it gets resolved before year-end which is unlikely,
but then you come to what probability should there be used? I’m not sure if the CIA should be putting views
forward or allowing us to each come to our own conclusion. I’m not really sure. I think it might be very difficult
for the CIA to put out something like that but it might be interesting. They might be to at least put a bread box
around it but the DCAT implications are similar to New Brunswick.

PEI, it’s really the same as New Brunswick.
Newfoundland and Labrador. Well here they brought in a straight deductible. At most there was a little

modest, teeny, tiny drop in loss cost. There is no charter challenge because nobody cares because it’s teeny, tiny.
(laughs) Likely very few. There’s really not that many actuarial implications, the impacts of the reforms were so small
that even if they were undone, it would have very little impact. So I think this is just the case that it’s not material.

In summary, Ontario auto results are not sustainable both in absolute terms and in terms of the underlying
trends and this is going to have to be considered in the setting of reserves and the running of the adverse scenario
of DCAT. The charter challenge in Alberta will have to be considered in the setting of reserves and I think it is
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due for Nova Scotia but I’m not nearly as certain for New Brunswick if there’s not a case that’s going to be going
through in front of the courts.

I think maybe we can think how we can make improvements to our costing methodology to better consider

claimants behaviour. I think this is difficult to do but maybe when we do our costing we should have more of a
range depending on how claimants actually react to the legislation. And for companies as I say, I think you have
look at running adverse scenarios in response to potential nationalization should that be the reaction to the
significant rate increases, and that’s it.

Moderator Bégin: Thank you both Grant and Barb, and at this point, I’m going to open the floor for questions.

David Oakden:David Oakden. Barb that was a great presentation I think a lot of the thoughts you expressed there
were thoughts we were having at OSFI as we’re thinking about what companies ought to be doing on the end
reports and on the DCAT reports. One thing I suggested the other day, I think I suggested perhaps in less details
many of the suggestions you had in your slides but I would certainly encourage people here to consider that in their
slides and perhaps some kind of an integrated scenario that might consider the caps going pretty much Canada
wide. It might be something that ought to be considered as well.

Moderator Bégin:Well it seems like the presentations were clear and complete or everybody wants to go home.
Well, thank you everybody, thanks again Barb and Grant and thanks for all of the speakers and for my colleagues
on the committee. There’s going to be a survey coming out I think next week, I encourage all of you to respond
and give us feedback, it’s always really useful following year to think of ideas or know what people liked or didn’t
like and if anybody wants to be involved or has any suggestions into future topics, please call me we’re looking for
new members.

En particulier, on aimerait avoir quelqu’un du Québec. Il y a personne du Québec comme c’est là sur le
comité. Ça serait bien apprécié d’avoir quelqu’un qui connait le marché et qui connait les actuaires du Québec et
puis qui pourrait faire des présentations.We’ve got nobody working in Québec right now on the committee so that
would be quite useful. Thank you very much and have a safe journey home.

(Applause)
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