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  CHAIRMAN:  Good morning, everyone.  My name is Paul D'Astous, Chairman of the New Brunswick Insurance Board.   I will go through some of the housekeeping.  And then the Secretary will affirm all our witnesses.  I would ask that all cell phones and Blackberries be on off.  Make sure that you use the microphone to speak. 

And microphones are on when the red lights are on.  And I would ask that no recording devices be used other than our court recorder.  The media is welcome to stay and take

notes.  And I would now introduce our parties which is FA with    Mr. Simpson, Ms. Hepburn, Mr. Pelly.  And also we have    today Mr. Godin with members of his staff.  Welcome.
CHAIRMAN:  You may go ahead, Ms. Hepburn.  Excuse me.  I

will recognize Mr. Godin.  He may have a couple of questions for Mr. Simpson.

MR. GODIN:  I have a few questions.  Obviously I'm not going to get into the actuarial debate.  But since Mr. Simpson is available today I would like to take the opportunity to

ask questions which are more consumer oriented and information-based.

BY MR. GODIN:

Q.4 - You have mentioned that you have basically four

    Servicing Carriers and that therefore the price for the

    same person or the same consumer, same circumstances

    should be the same from one Servicing Carrier to the

    other, right?

  MR. SIMPSON:  That's correct.

Q.5 - Now we have seen in the last few weeks examples of

    people who have been shopping for FA, for quotes FA

    because they are in FA circumstances.  And they have come

    back with different prices.  And we are talking

    differences of in the order of thousands of dollars.  

    But if I take your evidence, there shouldn't be even a

    dollar in difference.  But we have people coming back and

    saying that through FA, through different carriers, they

    have obtained quotes from $6,000 to $4,000, like $2,000

    difference.  

    How would you explain that that can happen?

    MR. SIMPSON:  Well, I do want to reiterate that all the

    agents and brokers in the province have the same rate

    manual.  That rate manual is available on our website.

    And when policies are issued by our Servicing Carriers

    they are subject to their internal control procedures to

    make sure -- and they are audited by us, as a matter of

    fact, to make sure that the policies are indeed issued at

    the approved rate.  

    From a quoting standpoint, what happens at the front

    line in an intermediary's office, assuming that the risk

    is presented by the consumers in identical fashion and no

    material variable has been omitted or changed, then there

    is the possibility that someone at the front line could

    make a mistake.  

    But if there is an issue that comes to your office of

    varying quote, we would hope not to see that.  As I say,

    everybody is provided with the same materials.  So they

    should be uniform.  The policies are certainly issued at

    uniform rates.  

    But if there is a question on a quote discrepancy we

    would be more than pleased to verify that at our office

    and take a look at it.

Q.6 - Barring any different information or circumstances, you

    are telling me basically that the premium should be the

    same from one carrier to another.  And therefore it must

    be human error or human mistake in the assessment of the

    policy?

   MR. SIMPSON:  Or the -- that is assuming that the

    information is presented exactly the same.  But it is very

    difficult without a specific case to look at to find out

    just what happened in terms of point of fact.  

    But I do want to reiterate that we do audit our

    Servicing Carriers to make sure the policies are being

    issued at approved rates.

Q.7 - Do you have a built-in mechanism to recognize consumers

    which should be in the standard market rather than the FA

    at any given point in time?  

    Is there something that flags or a red light that

    comes on that we have a person that would qualify for

    regular market, but is still an FA for whatever reason? 

    Or is that an impossible task?

   MR. SIMPSON:  It is a challenge, that is for sure.  The

    short answer is we have nothing in place at the present

    moment.  And we have no authority under the law to turn

    away anybody for any reason, which means we have to accept

    everybody for every reason.  

    But our Board and our working groups have been looking

    at ways that we might, in a practical and efficient way,

    screen if you will risks that are coming to Facility

    Association to make sure that there is not a home for them

    in the voluntary marketplace.  

    Because as I said in my presentation, we always want

    our market share to be as small as possible.  We don't

    want to insure, make insurance available for somebody that

    can find a home in the voluntary market.  We think that is

    preferable for the consumer.  

    But we have a legal mandate to make insurance

    available.  So we are walking a bit of a tightrope there. 

    But we are looking at ways within that statutory mandate

    we can develop screening mechanisms.  And that is

    something we will be working on in the coming year.

Q.8 - Your motto is sort of less is best?

    MR. SIMPSON:  We haven't phrased it that way.  But I will

    accept that.

Q.9 - Yes.  Now do you -- when you do audits, would audits

    pick up, you know, a market that it doesn't belong with

    FA?  Or are audits aimed at something totally different?

   MR. SIMPSON:  The audits are conducted by people reporting

    to Ms. Hepburn.  I would like her to answer that question

    specifically.  Thank you.

   MS. HEPBURN:  Our audits do not particularly look for risks

    that do not belong in Facility Association.  That is not

    the purpose of it.  The purpose of the audits are to

    ensure that the correct rates and the correct rules are

    applied.  

    However in New Brunswick we have a very low market

    share right now at 2.4 percent.  So we know that those

    risks that are going in FA.  That's a very low market

    share.  So you know, we know that we are getting mostly

    the true FA risks.

Q.10 - While we are on the issue of market share, how do we

    compare with the other Atlantic Provinces?  We have heard

    Mr. Simpson say that we have the lowest.  

     But how do we compare in numbers?  If we are 2.4 what

     are the others at, if you have that information?

    MS. HEPBURN:  I have -- my memory is not that great.  But I

    have basics.  In Nova Scotia we are at 6.5.  In P.E.I. we

    are at 4.4.  And Mr. Simpson has a better memory.  So he

    will correct me if I'm wrong.  

    In Newfoundland we are around 2 1/2 percent as well I

    believe.  But I can get you that information.  I can e-

    mail it to you.  

Q.11 - Am I correct in stating that at one point in time we

    were the highest at 6.5 percent in 2000' something?

    MR. SIMPSON:  That was about the peak in New Brunswick for

    sure.  But it did reach 8 percent or a little higher at

    around about the same time in Nova Scotia and Prince

    Edward Island.  

     So we do have these market share figures for the

    different jurisdictions back at our office.  And we will

    be back there tomorrow morning.  We would be more than

    pleased to share those with you in detail.  

Q.12 - Mr. Simpson, how do you prevent yourself from being too

    competitive?  Or do you -- or is it reverse onus in the

    sense that you expect the others to adjust to Facility?

    Or is it -- do you have a way of protecting, you know,

    the regular market from being a market of choice, Facility

    becoming then a market of choice if you become too

    competitive?

    MR. SIMPSON:  That is a very good question and one that we

    grapple with all the time.  It varies by jurisdiction.  In

    Prince Edward Island the regulatory authority there has

    taken the view that our rate will be the highest in the

    marketplace.  And voluntary companies serving that

    marketplace are asked to undertake that the rates are

    below ours.

    In terms of this jurisdiction it is perhaps a more

    flexible, little less formal process in that we monitor

    the market via Compuquote to look for segments in the

    market profiles.  I'm sorry.  Compuquote is a commercial

    quoting system that is available to brokers.  It gives us

    a very quick snapshot of a comparison of our rates versus

    those in the voluntary market at any given point in time. 

    As well, Mr. Gautier might have something to say about how
    he looks at voluntary market rates versus ours in the

    marketplace.  So we do look at those rates on an ongoing

    basis.  But there is no specific formula in place to say

    that the FA rate, Facility Association rate is indexed if

    you will to the voluntary market.  But it is something

    that we do monitor through a variety of means.  And one is

    through, as I say, obtaining competitive quotes throughout

    the marketplace and looking to see where we are and also

    monitoring our volumes very closely.  Because one of the

    indicators that we would have that we were inappropriately

    priced, if you will, in relation to the voluntary

    marketplace, would be a sudden uptake in volume in any one

    particular place.

Q.13 - Is it an oversimplistic solution to suggest that one

    way would be to, as you way, have a fixed rate above? 

    Let's say FA would be 10 percent above the highest rate on

    the voluntary market.  

    Does that type of system exist anywhere to your

    knowledge?

  MR. SIMPSON:  It doesn't exist anywhere in Canada, to the

    best of my knowledge.  And I'm pretty sure I am familiar

    with the Canadian marketplace.  In terms of other residual

    market jurisdictions in North America, I'm not familiar

    enough to know whether it exists.  

    But quite frankly it is an approach that I would want

    to explore further.  I think it has some merits.  But I'm

    just mindful of the law of unintended consequences.  And I

    would like to -- it is something that I think merits an

    investigation very definitely.

Q.14 - I'm not sure if it is a solution, as far as I'm

    concerned also.  And there can be some merit in FA sort of

    being in the mix with the voluntary market and forcing

    everyone to sort of adjust and everyone to look at each

    other.  And you know, premiums will reflect that

    competition or that fact.  

    Now, I want to get back to the lapse issue.  Because

    here in New Brunswick companies under existing laws can

    refuse to ensure or renew a consumer who has a lapse in

    coverage of 12 months or more.

     We know as a matter of fact that companies are not

    abiding by that 100 percent in the sense some companies

    will allow up to 24 months or within that period.  But it

    is discretionary and it is their own decision.  They are

    authorized by law to refuse, thus to send to FA someone

    who has 13 months in lapse, well, we know that the rest of

    Atlantic Canada has a 24-month period for that same

    situation.  

    So that if a particular consumer visits a broker with

Mr. Simpson by Mr. Godin -

    a company or companies that will not take someone with a

    lapse of more than 12 months, that person will end up in

    Facility despite your policy, you know, of 24 months.  As

    a matter of fact you will have people with 13 and 14

    months of lapse in coverage in Facility.  

  MR. SIMPSON:  I'm sorry if I have confused matters.  We

    don't have any policy –
Q.15 - No.

  MR. SIMPSON:  -- about lapse in coverage.  The binder

   control registry is a reporting mechanism –
Q.16 - Yes.

  MR. SIMPSON:  -- illustrating what we are seeing in terms of

    reasons reported to us by that.  And –
Q.17 - One of the major reasons being lapse of more than 24

    months?

MR. SIMPSON:  More than 24 months.  It's, you know, from --

    I think quarter or better of 2 1/2 percent.  So a small

    number of consumers relatively speaking.  But I think it

    is an important issue.  

    I think that in terms of dealing with that issue, I

    respectfully suggest that it requires a lot more than

    Facility Association in the room to deal with that.  

    I think that that is something that for the -- perhaps

    the IBC is the trade association representing the industry

    and the regulatory community and yourself and ourselves to

    sit down in a room and talk about this issue, the impact

    on consumers and what solutions might be brought forward.

    That is something that I don't think we have a lot of

    power to solve from our perspective.  We can tell you what

    we are seeing.  And we would be pleased to meet with other

    stakeholders to address the issue.

Q.18 - And it wasn't a matter of blame or fault.  I'm just --

    it is just reality.  I just wanted to confirm it.  Reality

    in New Brunswick is that with someone with 13 months in

    lapse can find himself in Facility?

  MR. SIMPSON:  It is certainly possible.

Q.19 - That is just the fact that I wanted to –
  MR. SIMPSON:  We are not seeing a lot of them, but –
Q.20 - -- confirm.  Not a lot of it?

  MR. SIMPSON:  Right.

Q.21 - Because we are seeing in our own end a shift in the

    standard market going from 12 to 24.  But it is not

    mandatory in the sense that they can simply respect

    legislation and go with 12 months as the limit?

  MR. SIMPSON:  And I think to some extent that is the nature

    of a competitive market.  You will see that companies

    looking to attract business will – 

Q.22 - So do I take it that if we did change our lapse coverage 
    from 12 to 24 it would have very little bearing? 

    Because the bulk of that major factor or for lapse --

    third biggest reason is lapse of 24 months and more.  

    So it would mean that it would not have a significant

    impact in the sense that you are not getting a lot of

    those of less than 24 months?

  MR. SIMPSON:  That is true.  You know, we are seeing it more

    than 24.  So if the law was changed so the companies had

    to take 12 to 24, operationally what would that do in the

    marketplace?  

    But the only other thing I would add to that, and this

    is speculation on my part, if companies are competing by

    taking on that business from 12 to 24, even though the law

    says they don't have to, if the law is 24, who knows? 

    Maybe they would start to take the 24 to 36.  I don't

    know.

Q.23 - Or maybe these people are finding themselves as what we

    call the mid market or the gray market maybe?

  MR. SIMPSON:  As I mentioned briefly in my remarks, there

    are what we call in the business nonstandard insurers that

    specialize in the higher risk driving population.

Q.24 - On the issue of territories, I have a copy of your

    binder that you submitted to the Board.  And I see

    territories there.  And to me they appear different than

    what we know as our territories.  

    And maybe this is a question for Ms. Hepburn or -- it

    is a general question.  I would like to go through the

    territories and explain how -- you know, north is one

    territory.  But then Miramichi to Grand Falls is another

    territory.  

    And that is -- to me, up to this point, I thought that

    was all part of the same territory.     

  MS. HEPBURN:  The territories are according to the IBC stat

    plan.  So these territories are exactly as the IBC stat

    plan.  We do not deviate at all from that.

Q.25 - Can you tell me what is the northern territory?  What

    is the north?  What is that?

  MR. SIMPSON:  I'm sorry.  That would be statistical

    territory 404 generally speaking.  Mr. Pelly, is that

    correct?

 MR. PELLY:  Yes.

Q.26 - And 405?  You know, you are taking Miramichi to Grand

    Falls.  I mean, that takes the whole northern part of the

    province.

  MR. SIMPSON:  Well, as Ms. Hepburn said, the territories are

    defined through the statistical plan as mandated by the

    regulators.  So we take them as we find them.

Q.27 - Okay.  Well –

  MR. SIMPSON:  What we are pleased to see is that, and to

    reiterate the point, is that a few years ago there were

    places in the province where availability was more of a

    problem than in some areas of the province.  

        And now we are seeing that -- from our perspective,

    what we can see, is that availability is pretty much

    uniform across the province.  And again that is what we

    like to see.  And we would like to see it continue that

    way.

Q.28 - Maybe the Board can help me on that.  But it seems that

    the territories are divided here in a way that I don't

    understand how 404 and 405 fit together.  They seem to be

    the same territory basically.

  CHAIRMAN:  No.  They are four territories in New Brunswick

    for statistical purposes.  404 is coming from the Acadian

    Peninsula to Edmundston.  405 is the Miramichi area going

    up to Grand Falls.

  MR. GODIN:  Okay.

  CHAIRMAN:  And 401 is the greater Fredericton area.  402

    goes from Moncton down to Saint John.  And there may be a

    part of Charlotte County that is in 401.  Those are

    traditionally the four territories.  

        Those, Mr. Godin, are the territories that Minister

    Burke were referring to not to long ago as the existing territories.

  MR. GODIN:  And I understand 405 sort of takes from one end

    and it goes below 404 to the other end of the province.  I

    see.  

  CHAIRMAN:  And 402 is also a long stretch of territory when

    you take it from Shediac to Grand Manan.

Q.29 - One last question for Mr. Simpson.  Your presentation

    does touch on cost of capital, right.  Now you are

    bringing it back to the table.  But this is a rate

    application.  

    And you know, it was sort of news to me that you would

    be bringing back the cost of capital issue, you know, on

    the table at this point in time.  

        Is it -- do you know, you know, seriously consider

    that we should be looking at cost of capital today?

  MR. SIMPSON:  I'm here to say that the Board of Directors of

    Facility Association, because of the capital requirements

    that Facility Association business volumes carry, believe

    in their fiduciary responsibility to the member companies,

    that we have the responsibility to include that provision

    in the rates because it is a true cost.  

        And we do that everywhere to carry that forward in our

    rates.  And it is up to the regulatory authority to decide

    whether or not that will be allowed.                
        And as I said, we fully respect the decision of this

    Board.  But at the same token the Board has a

    responsibility to its member companies.  And we remain

    consistent in our approach.

Q.30 - One last -- another last one.  The recent decision by

    the New Brunswick government to impose basically an

    average reduction of 13.5 percent across the board, does

    that impact your application today?

  MR. SIMPSON:  To the best of my knowledge it doesn't.  We

    were not a part of any industry negotiations.  And we had

    been -- the Board had identified that we would be -- our

    rates would be dealt with in a unique fashion, of the very

    hearing that we are in today.  

        So relative to that whole process we were completely

    outside of it.  We had no involvement with it, on the

    understanding that we would be involved in this separate

    process that we are here for today.

  MR. GODIN:  Thank you very much.  Those are my questions.

  CHAIRMAN:  Thank you, Mr. Godin.  Ms. Hepburn, you can

    proceed.  Thank you.

  CHAIRMAN:  Do you have a question, Mr. Godin?

  MR. GODIN:  Yes.

  CHAIRMAN:  We will take your questions.  And then we will

    break for 10 minutes.

  BY MR. GODIN:

Q.20 - On the issue of the territories and in particular the

    Belledune question, do I take it that Belledune was in the

    wrong territory for some time, and you have picked it up

    and now amended so that Belledune finds its proper

    territory?

  MS. HEPBURN:  I believe the change happened was a typo when

    we did our new manual, the last time we did a manual

    change, which I believe was 2003.  

        I do not believe that there was many insureds that

    were rated in the wrong territory.  Because our Servicing

    Carriers were always used to the correct territory.  

        So it was a typo.  And so they would continue with

    their standard practice.  

Q.21 - There is a possibility that some insureds – 

  MS. HEPBURN:  Yes.

Q.22 - -- are being rated –
  MS. HEPBURN:  Yes.  We could not –
Q.23 - -- wrongly or –
  MS. HEPBURN:  -- I could not guarantee –
Q.24 - -- improperly?

  MS. HEPBURN:  -- that every single one of them were caught,

    but –
Q.25 - Now would you say that if they were rated according to

    Territory number 2, as opposed to Territory number 3, that

    they were ahead or that they were worse off?

  MS. HEPBURN:  I would have to look at our rates to see which

    are – 

Q.26 - Knowing Territory number 3 you were probably better     

    off – 

  MS. HEPBURN:  Yes.

Q.27 - -- being in number 2, I can tell you that.  So that

    is -- we will forgive that one.  A few people probably

    benefited from that situation.

        On a more general basis and for information purposes,

    when an insured is insured through Facility does his

    premium or her premium remain the same for the length of

    time that he will be in Facility?  Or does it vary as time

    goes on, with years?  Or does -- the premium level remain

    at that level?

  MS. HEPBURN:  It would actually change.  With each year with

    at-fault losses he would be in next year's driving record. 

    So that should bring his rating down.  If he has losses

    that would impact his --

Q.28 - Up or down?  Yes.

  MS. HEPBURN:  -- up or down.  If he has convictions that

    would -- if he deletes or adds coverage that impacts this. 

    So there is a lot of variables.  If he changes his car – 

Q.29 - Exactly.  But on the more general concept that if a

    person -- if everything stays the same, I mean, the person

    has no negative or positive, you know, conditions after he

    enters with Facility, his premiums, just by the fact of

    time going by, without at-fault accidents or convictions

    or whatever, his premium should decrease –
  MS. HEPBURN:  Yes.

Q.30 - -- with years?

  MS. HEPBURN:  Yes.

Q.31 - Well, that sort of leads us into the other question. 

    Are there other incentives or rewards, you know?  You are

    in Facility because you have been a bad driver or you did

    something bad.  I mean, is there something to reward or

    encourage good drivers, even once they are in Facility? 

    Do you have discounts –
  MS. HEPBURN:  No.

Q.32 - -- for the years without claims or --

  MS. HEPBURN:  We have taken most of the discounts out. 

    Because we don't want Facility to be an attractive market. 

    We want to encourage consumers to shop around and to get

    out of Facility as quickly as possible.

Q.33 - But it used to exist didn't it?

  MS. HEPBURN:  It did.  It did.  And our committee decided

    that right across Canada we would take away all discounts. 

    And New Brunswick approved that at a prior --

Q.34 - Yes.

  MS. HEPBURN:  -- at a prior --

Q.35 - I just thought that maybe at levels of premiums, you

    know, at levels of 4', 5', $6,000 there would be room to

    move with discounts without affecting or -- you know, or

    encouraging competition with the regular market?

  MS. HEPBURN:  Well, as I say, we are a market of last

    resort.  And we certainly don't want to -- we don't want

    to offer discounts that would encourage somebody to want

    to stay in Facility.  So that is not -- that is not our

    mandate.                   

Q.36 - I just thought that being in Facility at, you know,

    rates which are quite high is sort of the deterrent side.

  MS. HEPBURN:  Yes.

Q.37 - And I was trying to see whether you had the reverse

    side of that deterrent –
  MS. HEPBURN:  No.

Q.38 - -- coin being incentives and rewards?

  MS. HEPBURN:  No, we don't.

Q.39 - No.  Okay.  

  MR. GODIN:  If I'm allowed -- if we do go with the break,

    just allow the possibility that I may have a few more

    questions after I consult with my assistants.

  CHAIRMAN:  Okay.  We will reconvene in 10 minutes.  And if

    you do have questions, Mr. Godin, we will allow you to ask

    them.

  MR. GODIN:  Thank you.

    (Recess - 11:25 a.m. - 11:35 a.m.)

  CHAIRMAN:  Mr. Godin, you may proceed.

  MR. GODIN:  I don't have any further questions.

