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-—-— Upon resuming at 11:22 a.m,

THE CLERK: Court is now resumed.

THE COURT: Thank you. You're still under oath,
sir. Mr. Mason?

MR. MASON: Thank you, My Lord.
==-- CROSS-EXAMINATION BY MR. MASON:

Q. Mr. Zubulake, good to see you again.

A. Yes.

Q. I have a few questions for you. I just want
to make sure I understood ycur evidence in direct. In terms of

private passenger automobile insurance in Nova Scotia and the
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data that you rely on, that comes from GISA. .Is that correct?

A. Again, as 1 said, there were three sources of
information. Are ycu referring to the claim cost information?

Q. Claims cost, yeah.

A. Generally, yes, GISA. I mean -- yes, the
private passenger, yes, GISA, yes.

Q. And as I understand it, the GISA data comes
from the Insurance Bureau of Canada. Is that correct?

A, Well, the Insurance Bureau of Canada is a —--
I guess, a ——- works for GISA or GISA subcontracts that
compilation of data to the Insurance Bureau of Canada, so in
that extent, they help GISA compile that data, yes.

Q. But they get the data from the Insurance
Bureau of Canada. They may statistically -- IBC may work on and
do statistical analysis, but it goes to -- they get it.from
GISA.

A. Yes. As 1 understand it -- and I'm not
really familiar with the process -- the companies report their
information to GISA and IBC cecllects that information on behalf
of GISA. IBC is the one that edits that informaticon and

compiles it all on behalf of working for GISA. That's my
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understanding.

Q. Okay. I just want to make sure I've got it
right.

A. Yes.

Q. The insurance companies would report it to
IBC, IBC would do some things to it, and then would send it to
GISA? 1Is that your understanding essentially? I just want to
make sure I've got the chain right here.

A. I think you have me stumped. I don't know
the actual chain or how the informaticon is passed along, other
than that -~ by the way, GISA was formed in 2005, and prior to

the formation of GISA, IBC handled everything.

Q. Yes.
A, For whatever reascn -— T wasn't involved in
this -- but GISA was created to create, I guess, a separation

between the IBC and the data, and so GISA is responsible for the
data, but IBC is the crganization that does the compilation,
it's my understanding, and edits and checks and publishes the
repcrts, all for GISA.

Q. So the statistical information comes from the

IBC, in other words. 1Is that correct?
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A. Well, it comes from the —-- the companies go
to GISA, who hands it -- I guess that hands it off to IBC. 1IBC
puts together the -- does the -- again 1'm repeating myself --

the checking and the editing and produces the reports.

Q. And for private passenger automobile, 1if
. we're leooking at claims costs, for example, you would look to
the data that's compiled by the IBC and GISA.

A. Yes.

Q. You would have ne ability to independently
audit that documentation or the information that's provided.
Correct?

A. No, sir.

Q. Okay. Thank you. And as I understand it,
the -- I understood your evidence earlier that the data for a
particular year is -- and figures are released by GISA or IBC
roughly in May or June of the following year. Is that right?

A. I don't think there's a set time schedule,
but generally it comes out in May or June of the following year.
That's my understanding.

Q. So you ﬁould be able to get the claims loss

data, loss ratios, return on equity for insurance companies, or
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November of 2003,

Q. Sure,

A. And I happen to know that because my
colleague, Paula Elliott's report comments on that -- a report
that she issued in November of 2003.

Q. That's when they normally publish the data
would be November for the half year.

A. I think it varies by year, but that's kind of
the typical timeframe, yes.

Q. Yeah. And you may not be familiar with this,
so 1f you don't know the answer, that's fine. But if government
said, in June of 2003, "Look, we want the data for your six-
month period,™ is that something that the IBC could have
expedited and provided to government?

A. I don't know that, but I would -- my guess
is, possibkly, yes.

Q. Okay. 2And that data would have included or
would include claims costs. Correct?

A. Yes.

Q. Okay. Thank you. And the Insurance Bureau

of Canada, as you understand it, is -- it's the lchbyist for the
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insurance industry
A,
Q.
industry, right?
A.
Q.
when this informati

the claims cost dat

in Canada. Correct?
That's part of their charge, vyes.

Yeah. They're paid by the insurance

Again, I -- yes.

Okay. And as T understcod your evidence,
on is provided by insurance companies to IRC,

a that is, the IBC's actuary actually reviews

the claims cost data?

A.

A,

Q.
evidence, the IBC's
reserves, correct?

A.

take a step back,.

Q.

That's correct.

Yeah, reviews, I call them reserves but ---
Yes. I didn't want tc use that term.
Reserves.

Okay, yes.

Okay. And as I understand it from your

actuary can increase or reduce those

Well, to answer that question let me Jjust

All right.
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A. The companies report to —-- there are two
types of reserves, as you put it. When a claim is reported to a
company it's assigned to a claim adjuster and that claim
adjuster estimates what he thinks the company -- he or she
thinks the company is going to pay out on that ¢laim, and that's
done for each and every claim that’'s reported to an insurance
company by the policyholders.

That reserve -- it's referred to as a reserve,
it's referred to as the case reserve or the claim reserve.

Q. Yes.,

A. We know —-- actuaries know from the work that
we do that in aggregate the claim reserves set up by individual
claim adjusters tends to be too low, inadequate, it doesn't
fully provide for the claim costs that the companies are going
to actually-have to pay cut on those claims. And so what
actuaries do is they calculate what we -- what I'll call an
actuarial reserve, a supplemental reserve, that is in addition
to the sum of all the claim reserves.

And now to get to your gquestion, what the
companies report to IBC is their c¢laim reserve, the case reserve

estimates, they do not report to IBC their supplemental
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actuarial reserve estimates. Tt's the actuarial reserve
estimate -- that supplemental reserve with IBC is what IBC's
actuary estimates.

Q. I've got you. I think I've got it.

A, Okay.

Q. So, we've got the claim reserve that's set
by an adjuster that historically is too low.

A. Yezah.

Q. Okay. And then you've got the —-- ig it tLhe
IBC's actuary that puts in the supplemental reserve?

A, Only for purposes of the reporting -—- the
numbers that are repcrted to GILSA.

Q. Yes.

A. BEach company, as I said, has their own
actuary. For their cwn financial statements these companies!'
own actuary does that analysis.

Q. Ckay.

A. But for purposes of the GISA reports, the

IBC actuary performs that analysis.
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Q. Okay. And, again,.I just want to make sure
I'm clear on this, that when the data goes to the IBC actuary it
has the reserve from tThe file done by the claims adjuster?

A. Yes.

Q. Aind the company's actuary, have they had a
hand in bumping that reserve as well?

A, No. No. No.

Q. Okay. And then it would go tc the IBC's
actuary who has rein to increase or in theory decrease the
regerves, right?

A, In theory, but again as I said, typically
the reserves in aggregate are too low, so what is usually the
case 1is the reserve that's put up the by IBC actuary in this
case tends to increase the numbers that are coming into GISA.

Q. Do you know —-- this is the way it was done

back in 2000, 2001, 2002 except we didn't have GISA.

A. Right.

Q. But IBC was dcing it.
A. Yes.

Q. That's correct?

A, Yes.
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Q. And do you know, Mr., Zubulake, if the IBC's
actuary was increasing the reserve in 2001, 2002, 2003, the
supplemental reserve?

A, Well, again, the supplemental reserve is_a
positive number so it represents an increase over the reserves,

the claim regerves that were being reported, so it's a number.

Q. Yeah.
A. So, what I said was that -- I'm just making

up numbers -- if the IBC actuary thought that the supplemental
reserve should be a hundred dollars ($100) for the 2001 year;
when he looked at it in 2001 he would have put up that number.

When he lcoked at it again in 2002 -- I'm really
simplifying things here a lot -- he would have determined, you
know, that the hundred dollars ($100) thét he added in 2001 in
retrospect was too high, it should have been eighty dollars
($80) —--

Q. Yes.

A, —-—— and when he looked at it again 2003 it

should have been only seventy-five dollars ({(575).
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It's just the way things worked out that in
hindsight it lcoks like that supplemental reserve that was added
was too high, was too much.

Q. Yeah. But did you actually see -- have you
been able to view in any way what the supplemental reserve was
in 2001, 2002, 20037

A. Well, I would have been able toc see it. I
mean, it's available.

Q. Okay.

A. The reports produced by the IBC include the
analysis performed by the TBC actuary.

Q. Do you recall, Mr. Zubulake, how much the
supplemental reserve was increasing -- or was increased in 2001,

2002, 20037 If you don't, that's fine.

A, I don't.
Q. Okay.
‘A. ~And, again, it wasn't increasing over time,

it was actually decreasing. So, an amount was put up in 2001
that turned out to be tco high but it was still a positive

number.
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Q. Got you, okay. So, in terms of the IBC's
actuary to set those reserves, that supplemental reserve, that's
something within the IBC actuary's sole discretion, I take it?

A. The IBC actuary performs a typical actuarial
analysis to arrive at his estimates but it's his judgments that
govern here, yes,.

Q. It's his neck on the line at the end of the
day, so he's got to meke sure it's appropriate?

A. Yes. And, of course, what he calculates is
shared with the industry, and, you know, I've seen his work and
it's generally reasonable. We don't agree all the time but his
analysis is published and it's availabkle for all to see and
comment on.

Q. All right. I want to ask vou a few
questions just to —- there are a number of facters that impact
on the premium that's charged by an insurance company.

A. Yeah.

Q. As I understand i1t, we've got the claims
costs, that's one. We've got administrative expenses, profit

or, you know, return cn equity, ROE, interest on premiums, and
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yvou talked about both the interest on the equity and interest on
the actual reserve that's held.

A. Yes.

Q. Am I missing anything other than that?

A. Nc. Again, you've —- the three major
components really are claim costs, expenses and profit, You had
separately broken out interest but that's really part of -- a
component of the profit.

Q. 211 right. And as I understood your
evidence -- and you spoke quickly so I just want to make sure
that I have that right -- the government relies -- when it's
looking at data in terms of administrative expenses, it relies
on the IBC for administrative expenses, 1s that right?

A. Yes. The only -- tc my knowledge, the only
gource of administrative expenses by province for private
passenger automobile insurance is this survey that is conducted
by IBC. It's conducted on an annual basis and it's, as I said,
a voluntary survey.

Q. What I didn't hear from you in yeour direct
-— and you did say it but I just missed it -- was the percentage

of companies that actually participate in this voluntary survey.
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A, Things began to change and both cur firm or
the KPMG firm that did the analysis at the time did not think
that those changes that we're seeing were evidence of a true

change in the pattern.

Q. Yeah.
A. And that's -- that was a reality.
Q. It's fair to say that KPMG and your firm got

it wrong because they didn't ---

A, In hindsight there was a change in the
pattern, vyes.

Q. All right. And in terms of the returns on
equity that were projected back in 2001 and 2002 at the time
they were wrong as well?

A. Oh, yes, that's what I've sald. Yes, they
were toc high.

Q. Yeah. And in fact in 2002 you'd agree with
me that the loss ratio for private passenger auto in Nova Scotia
was 10.8 percent.

A. No, no, that's the return on equity.

Q. Sorry, return on equity.

A. Again =---
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Q. Sorry ---
A. -—- that is my firm's estimate based on all
of the assumptions we have made. I think you will hear evidence

that other actuariegs have come with slight difficulty.

0. I'm interested in hearing this.
A. Yeah that was ours, 10.8 percent, yes.
Q. And 1f we use the 22.9 percent

administrative expense figure that would actually jump that?
A, I'11 tell you we're at about 12 percent
then, vyes.
Q. Okay, very good. And that was more than
what the insurance industry was lecoking for in terms of

profitability back in 2002 isn't it?

A I will say it'e more than the bkenchmark
we've estaklished. I think the insurance ---

Q. Fair énough.

A. ~—— was looking for more than a ten, 12

percent return on equity.
Q. In fact they were lcoking for whatever they
could get, weren't they?

A. I've attended hearings where the industry
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has sought anywhere from 15 to 18 percent return on equity as a
reasonable target.

Q. 30 we know that we have a return on equity
in 2002 of roughly 10.8 to 12 percent, somewhere in that range?

A. Now we know that, yes.

Q. New we know that. But you state in your
reports, Mr. Zubulake that premium increases were still
required., Why were they still required? We have c¢laimsg costs
going down. We've got more than a healthy return on equity,
10.8, 12 percent.

Why would there be a need in 2003 for premium

increases?

A. Okay, we just -- that's -- we're confusing
time periods here. If I were looking -- doing a study of the
industry's rate level needs today back in -- for the year

2002/2003 1 don't think we would have concluded that the rates
were inadequate by 10 to 20 percent.

But at the time based on the information, the
best information available at the time, it was our position that
the rates were inadequate by ten to 20 percent. &As yocu said in

hindsight we were wrong.




MR. ZUBULARKE, CROSS-EXAMINATION BY MR. MASON 1651

But at the time KPMG included the same thing a
year later. The rates were -- seemed to be inadequate.

Q. 211 right. 8Se¢ you would agree with me that
in hindsight looking back that there was no need for an increase
in premiums in 2003 in order for insurers to achieve their ten
percent return on equity?

A. I will just say this, you know, I don't have
the exact numbers here but I would say that the ten percent to
20 percent estimate that we provided turned ocut to be too high.

I don't know if it would bring it all the way
down to zero and the other peint is we're talking about averages
here. Individual companies -- you know some companies are
higher than average, lower than average.

So even if you know overall average the industry
didn't to increase certainly some companies probably would have
needed increases and some would have rates that were too high.

Q. And I get it, you mean you were on the
outside leooking in., Yeou don't knoew what's going on ——-

A. | Right.

Q. —--- in these different companies and so on.

A, Right.
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