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Nova Scotia 

Commercial Vehicles 

Oliver Wyman Selected Loss Trend Rates  

and 

Bill 1 Factor  

Based on Industry Data Through December 31, 2010 

 

Loss Trend Rates 

 

Loss trend rates are factors that are applied to the experience period incurred losses to 

adjust for the cost levels that are anticipated during the policy period covered under the 

proposed rate program.  

 

The selection and application of trend rates is, essentially, a two-step process.  The data 

in the experience period under consideration must be adjusted to reflect changes in cost 

conditions that have taken place (i.e., “past trend”), and then the data must be further 

adjusted to reflect changes in cost conditions that are expected to take place between the 

present time and the time during the new premiums will be in effect (i.e., “future trend”).  

 

Therefore, past trend rates should reflect the underlying trend patterns that occurred 

during the experience period, which we have assumed to be the five years ending 

December 31, 2010.  Future trend rates should reflect those same patterns that occurred 

during the experience period, as well as the likelihood that those patterns may change.   

 

The identification of the underlying trend patterns over the experience period, which is a 

matter of actuarial judgment, is challenging because factors such as statistical fluctuation 

in the data points, changes in the underlying exposure, or abnormal weather conditions, 

etc., can make the underlying trend patterns difficult to discern.  For this reason, we 

model the data several different ways in an attempt to identify the underlying trends 

during the experience period: with and without certain data points that are considered to 

be statistical outliers, and over time periods that are longer than the experience period as 

a means of increasing the stability/reliability of the data being analyzed.    



 2

We select trend rates based on Industry Nova Scotia data to determine appropriate loss 

trends for use in deriving the rate level indications.  We derive annual loss trend rates 

based on a regression model using Industry historical accident year loss and loss 

adjustment expense data that we project to ultimate cost level (when all claims are 

reported and settled) using the Industry loss development factors we select. 

  

We generally consider the Industry Nova Scotia data for the accident years spanning 

2000 through 2010 for purposes of selecting trend rates.  For purposes of data stability we 

typically review the data in annual accident periods.  However, in this review, due to the 

introduction of Bill 52 in April 2010, which increases the Bodily Injury minor injury cap 

on pain and suffering to $7,500 from $2,500, we also review the experience by accident 

half-year.   

 

Estimation of Industry Ultimate Claim Counts and Loss Amounts 
 
The Industry Nova Scotia experience upon which the loss trend rates are based must be 

adjusted to an ultimate claim count and loss amount level.  We do so through the 

application of what are referred to as development factors to the reported claim counts 

and claim amounts as of December 31, 2010.  We select development factors based on a 

review of the Industry Nova Scotia loss development patterns; we do this by coverage.   

Our selected development factors are generally based on the volume weighted average of 

the last twelve observed (accident half-year) development factors.  The exceptions are as 

follows: 

 

Bodily Injury Claim Count 96-ultimate 1.00 

Bodily Injury Claim Amount 114-ultimate 1.00 

Property Damage Claim Count 24-ultimate 1.00 

Property Damage Claim Amount 60-ultimate 1.00 

Accident Benefits 

Including UM 

Claim Count 42-ultimate 1.00 

Accident Benefits 

Including UM 

Claim Amount 90-ultimate 1.00  

Collision Claim Count 42-ultimate 1.00 

Collision Claim Amount 6-12; 42-ultimate 4 point seasonal weighted 

average; 1.00 
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Comprehensive Claim Count 114-ult 1.00 

Comprehensive Claim Amount 66-ult 1.00 

Specified Perils Claim Count 12-ult 1.00 

Specified Perils Claim Amount 24-ult 1.00  

 
Exhibit II, Page 1 and Exhibit I, Page 2 attached present our selected cumulative claim 

count and claim amount development factors, respectively.  

 

Consideration of Severity, Frequency, and Loss Cost Trend Patterns 
 

In selecting past and future trend rates by coverage, we typically examine the separate 

trend patterns for claim severity and claim frequency, and then combine the selected 

severity and frequency trend rates to arrive at a selected loss cost trend rate.  However, 

our review of the severity and frequency trend patterns over the recent past suggests to us 

that we may not fully reflect the correlation that seemingly exists between severity and 

frequency if we separately select severity and frequency trend rates.  For this reason we 

tend to select past and future trend rates by directly examining the trend pattern for loss 

cost. 

 

Impact of the Economy 

 

Because the data points are somewhat erratic, it is difficult to discern whether the change 

in economic conditions has had any impact on loss costs.   For this reason, we have not 

explicitly reflected the change in economic conditions in making our trend selections.  

 

Selection of Past Trend Rates 
 

The Time Period We Considered  
 
In our judgment, a ten-year period is, generally, a reasonable time period for determining 

the underlying trend rates for the Bodily Injury and Accident Benefits coverages, while 

the five-year period is a reasonable time period for determining the underlying trend rates 

for the property damage, collision, and comprehensive coverages.  However, given the 

relatively low volume of claim data, and the volatility of the data points, we also consider 

the indicated loss cost trends over the ten-year periods ending December 31, 2009 and 

ending December 31, 2010, as well as the indicated loss cost trend over the five-year 
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periods ending December 31, 2009 and ending December 31, 2010 in selecting loss trend 

rates.   

 

The Data Points We Considered  

 

We recognize that the indicated trends produced by the regression model (particularly 

those over a five-year period) can be sensitive to one or two of the data points.  And since 

the points represent estimates of ultimate claim frequency rates, or in the case of severity, 

estimates of ultimate average loss amounts per claim, errors in estimation could lead to 

over or under estimation of the underlying trend rates.  We also recognize that 

consideration must be given to how closely the regression model fits the data points, and 

that adjustments may be necessary for outlying data points.  For these reasons in selecting 

what we believe to be appropriate loss cost trend rates we consider the indicated trends 

with the exclusion of various data points.    

 

 

Adjustment of Bodily Injury Data for Reforms 

 
In our opinion, the Bodily Injury data is not sufficiently credible for estimating the effect 

of the reforms on the Bodily Injury loss costs.  We, therefore, assume the Bill 1 reform 

savings estimate of -21% for private passenger vehicles that we presented in our May 12, 

2010 report to the Superintendent of Insurance applies to commercial vehicles.  Hence, 

we reduce the pre-reform Bodily Injury loss costs by 21% before performing the trend 

analysis. In addition, we assume the Bill 52 reform costs estimate of +17% we presented 

in our May 12, 2010 report to the Superintendent of Insurance for private passenger 

vehicles also applies to commercial vehicles and make an appropriate adjustment to the 

estimated 2010 Bodily Injury losses to remove the assumed effect of Bill 52.   

 

Our Selected Past Trend Rates 

 

Bodily Injury 

 

Based on data as of December 31, 2009, we selected a past loss cost trend rate of -7.5%.   

 

The unadjusted annual data through December 31, 2010 shows the 2010 loss cost to have 

sharply increased by approximately 188% over the 2009 loss cost, and this follows a 36% 
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decline in the 2009 loss cost compared to 2008.  However, the 2010 loss cost is relatively 

uncertain, and while the Bodily Injury loss cost has exhibited considerable volatility 

historically, the 188% increase is by far the largest year to year change observed over the 

last fifteen years ending December 2010.  This sharp increase for 2010 is driven by a 

140% increase in severity.   While we expect part of the increase is due to the 

introduction of Bill 52, we are unable to quantify the degree to which the 2010 loss cost 

was affected by Bill 52.   

 

We present the following calculated historical annual loss cost trend rates below based on 

the adjusted loss costs. 

 

Ten-year ending 2010: -7.7% 

Ten-year ending 2009: -11.0% 

Ten-year ending 2008: -8.3% 

 

Ten-year ending 2010 ex high/low: -3.1% 

Ten-year ending 2009 ex high/low: -8.4% 

Ten-year ending 2008 ex high/low: -7.6% 

 

Five-year ending 2010: +4.5% 

Five-year ending 2009: -16.5% 

Five-year ending 2008: -6.3% 

 

Five-year ending 2010 ex high/low: -3.3% 

Five-year ending 2009 ex high/low: -3.3% 

Five-year ending 2008 ex high/low:  -3.3% 

 

We select a past trend rate of -7%, the approximate average of the above indicated trend 

rates. 

 

 

Property Damage 

 

Based on data as of December 31, 2009, we selected a past loss cost trend rate of +0.0%.   
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The data through December 31, 2010 shows the 2010 loss cost to have decreased by 

approximately 3% compared to the 2009 loss cost (for which, in hindsight, our prior 

estimated loss cost for 2009 was too low by approximately 7%).   Compared to the other 

coverages, the property damage loss costs have been stable.  

 

Historical loss cost trends are as follows: 

 

Ten-year ending 2010: +1.3% 

Ten-year ending 2009: +0.8% 

 

Ten-year ending 2010 ex high/low: +0.6% 

Ten-year ending 2009 ex high/low: -0.1% 

 

Five-year ending 2010: +1.1% 

Five-year ending 2009: -0.2% 

 

Five-year ending 2010 ex high/low: +0.7% 

Five-year ending 2009 ex high/low:  -0.9% 

 

We select a past trend rate of +0.5%, the approximate average of the above indicated 

trend rates. 

 

 

Accident Benefits 

 

Based on data as of December 31, 2009, we selected a past loss cost trend rate of +0.0%.   

 

The data through December 31, 2010 shows the 2010 loss cost to have increased 

significantly, by approximately 57%, over the 2009 loss cost.  However, the 2009 loss 

cost is 47% less than the 2008 loss cost.  Further, as evidenced by the change in our 

estimate of the 2009 loss cost from $15.80 (in our prior report) to $11.30, the 2010 loss 

cost must be considered to be relatively uncertain.  Historically, the loss cost has 

exhibited considerable year-to-year volatility.    

 

Historical loss cost trends are as follows: 
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Ten-year ending 2010: -1.4% 

Ten-year ending 2009: -6.7% 

 

Ten-year ending 2010 ex high/low: -1.5% 

Ten-year ending 2009 ex high/low: -1.6% 

 

Five-year ending 2010: +3.6% 

Five-year ending 2009: +1.3% 

 

Five-year ending 2010 ex high/low: -4.7% 

Five-year ending 2009 ex high/low:  -3.8% 

 

In light of these indicated trend rates and the loss cost volatility, we select a past trend 

rate of +0%. 

 

 

Collision 

 

Based on data as of December 31, 2009, we selected a past loss cost trend rate of +5.0%.    

 

The data through December 31, 2010 shows the 2010 loss cost to be higher than the 2009 

loss cost by approximately 2%.    

 

Historical loss cost trends are as follows: 

 

Ten-year ending 2010: +4.9% 

Ten-year ending 2009: +3.4% 

 

Ten-year ending 2010 ex high/low: +3.8% 

Ten-year ending 2009 ex high/low: +2.4% 

 

Five-year ending 2010: -1.8% 

Five-year ending 2009: +5.2% 

 

Five-year ending 2010 ex high/low: -0.9% 

Five-year ending 2009 ex high/low:  -1.8% 
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We select a past trend rate of +2%, the approximate average of the above trend rates.   

 

 

Comprehensive 

 

Based on data as of December 31, 2009, we selected a past loss cost trend rate of +1.0%.   

 

The data through December 31, 2010 shows the 2010 loss cost to be lower than the 2009 

loss cost by approximately 13% and that there has been a decline in the loss cost each 

year since 2007, which had the highest loss cost over the past fifteen years.    

    

Historical loss cost trends are as follows: 

 

Ten-year ending 2010: -0.0% 

Ten-year ending 2009: +1.3% 

 

Ten-year ending 2010 ex high/low: -1.8% 

Ten-year ending 2009 ex high/low: -0.2% 

 

Five-year ending 2010: -5.4% 

Five-year ending 2009: -0.4% 

 

Five-year ending 2010 ex high/low: +3.3% 

Five-year ending 2009 ex high/low:  -2.4% 

 

We select a past trend rate of -1%, the approximate average of the above trend rates. 

 

 

 

Specified Perils 

Due to insufficient data, we select the same past loss cost trend rate as we do for 

Comprehensive, -1%. 
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Selection of Future Trend Rates 
 
The data is not credible enough to discern any changes in trend patterns that may have 

occurred over the past one to three years.  Hence, for all coverages except Bodily Injury 

we select a future trend rate that is the same as our selected past trend rate.  For Bodily 

Injury, because of the unexplained decline in 2009, followed by a very sharp increase in 

2010, we select a future trend rate of -5%, the same as our prior selection.   

 

Selected Trend Rates - Summary 
 

The following table presents our selected past and future annual frequency, severity, and 

loss cost (the product of frequency and severity) trend rates. 

 

Coverage 
Past 

Loss Cost
Future 

Loss Cost
Bodily Injury -7.0% -5.0% 
Property Damage +0.5% +0.5% 
Accident Benefits +0.0% +0.0% 
Collision +2.0% +2.0% 
Comprehensive -1.0% -1.0% 
Specified Perils -1.0% -1.0% 

 
 
Reform Factors 

 
For reasons of data credibility, we select a Bill 1 reform factor for Bodily Injury of -21% 

and a Bill 52 reform factor for Bodily Injury of +17% - the same as that we presented in 

our May 12, 2010 report to the Superintendent of Insurance.  
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