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-—-- Upon commencinag at 1:01 p.m.

THE CHAIRPERSON: Good afternoon. and

welcome back. This afternoon we're cgoina to have the

closina araument of the 2015 MPI GRA bv Manitoba Public

Insurance. and we'll call uvon Ms. Kalinowskv. Thank

vou also for agivina us this exhibit. I believe there's

a number attached to this. Ms. Kalinowskv?

MS. KATHY KALINOWSKY: Yes, I've been

advised bv the Board's secretarv that it should be

marked as MPI Exhibit number 73.

-—— EXHIBIT NO MPI-73: Letter from Bvron Williams.

dated November 14, 2014

THE CHAIRPERSON: Okav. Thank vou.

Did vou want to beagin vour closinag argument now?

MS. KATHY KALINOWSKY: I'd like to -dust

make two (2) comments first —--

THE CHAIRPERSON: Okav., sure.
MS. KATHY KALINOWSKY: -— on the record
prior to “Jumpinag into the closina araoument. But one —-

did want to acknowledae on behalf of the Corvoration

the retirement of Mr. Hollis Sinaoh. and want to thank

him verv much for a career -- lenaothv career devoted to
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the civil service., whether it was at the United Nations

level or indeed at the level at -- in Manitoba. and

evervwhere in between it seems like.

Also want to thank him for the manv

vears of his service at the Public Utilities Board. and

I can certainlv state that his carinag concern has been

a hallmark. indeed. of his career. So we did want to

wish him the verv best for him and his familv in

retirement., and eniov. And thank vou.

I also did note that I received todav in

mv email box was a letter from Mr. Williams dated

November 14th. and I believe it has been distributed to

the Board now. And I did want to make some comments on

that., and it's about usina the MCT to set RSR levels.

And the vosition of the Corvoration 1s rather clear on

this matter. and it's that no further research is

reaguired at this voint.

The PUB has indicated in i1ts previous

order two (2) vears acgo that DCAT is indeed the

preferred avproach, and Mr. Williams has made the aguote

that. and I guote:

"The thrust of the deliberations in

this proceedinag have been on the use

of the DCAT."

Close aquotes. And I'd like to sav that
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that is not completelv correct. In fact. MCT has been

arplied for for the uvver level. Of course. it's in

the apvlication. It's 1in Board counsel's opbenina

comments. MCT has indeed been mentioned bv all the MPI

witnesses in their ovenina comments, in their

presentations. It's been the subiect of lenathv cross-
examination. There's IRs on the MCT. And there are
indeed exhibits on the MCT. And, in fact. his witness.

Professor Simpson., was i1indeed cguestioned at lenath in

cross—-examination bv Board counsel.

Procedurallv. the hearinao is over at

this voint in terms of producinag new evidence. and it

will be over in a -- a couple of hours as mv closinag.
There's no fur —-- further evidence that can be
provided. There's no time to prevare materials.

Imacgine trvinag to reconvene a hearinag so we could ask

guestions on it., et cetera.

And remember that the Board order 1is

recgulired bv December 1st. And I'll provide some

context for the Board order beina reauired December 1st

at the verv end of mv closinag. So at this point., we

are indeed askinag the PUB to reiject this provosal bv

CAC at this voint 1in the hearina.

CLOSING COMMENTS BY MPI:
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MS. KATHY KALINOWSKY: With that. I'd

like to go into mv closina arogument here. And I've
reiterated at the beaginninag the avpvlication. So in
this GRA. MPI has avoplied for six (6) specific items.
Number 1, premiums charaged with resvect to compulsorv
driver and vehicle insurance. which are the rates for
service. And that's effective March 1st. 2015.

Number 2. it's the 2.4 percent overall
Basic insurance rate increase effective March 1lst,
2015.

Number 3., there's an RSR rebuildina fee
of 1 vercent on each Basic Autovac premium. acain.
effective March 21st, 2015. There's a minimum or lower
RSR target of 194 million in retained earninas based on
the result of the 2014 DCAT.

Number 5. a minimum or lower RSR taraget
of 213 million in total eguitv based on the results of
the 2014 DCAT.

And number 6 is a ranage above the
recommended minimum RSR tarcget. And that's based on
the minimum DCAT amount with the uvpver ranoe based on a
hundred vpercent MCT value. So rates -- that's what
we're here for, is the -- this rate avpvlication.

The Corvoration indeed is seekinag a 2.4

percent increase in premium revenues effective March
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1st., 2015. This has been determined bv the

lonastandinag PUB-avproved rate-makinag methodoloav as
encompassed in the rate filina. The aoal that's
accepted bv all varties. includina the PUB, is for
Basic to break even financiallv.

Break even financiallv means averaaina
out the two (2) vears of net income for 2015/'1l6,
2016/'17. and recoanizina the effect for the staaagered
renewal process. Rates are prosvectivelv based on the
forecast develoved bv individuals with an in-devth
knowledae of the overational recuirements of MPI.

I'll dust provide some context around

the rate increase., and that was provided at the outset

of this hearinag. This is onlv the third time in
sixteen (16) -- or sorrv, 1in fifteen (15) vears that
MPI is avpplvina for a rate increase. Rates have

decreased bv 14.9 percent over the last ten (10) vears.
Also, more than $600 million has been rebated to
customers in the vast fifteen (15) vears.

With this vear's recguested rate increase
and the RSR rebuildina fee, MPI is voroiected to have a
net loss of 6.4 million in 2015/'16 but a $17.9 million
net income in 2016/'17. This is not the break-even net
income for the ratina vears, because the RSR rebuildina

fee needs to generate income to revlenish the RSR.
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There's a followina waterfall aravh

which shows the impvact of the various components

comprisinag the 2.4 percent rate indication. And

evervbodv has to have a favourite aravh. And. of

course, this is Ms. Reichert's favourite aravh in the

entire avvlication there.

So it's a -- a aravh that we have

utilized for the first time. and it cavptures a reallv

cgood visual snapshot of dust what is drivinag the rate

increases., which are in red. versus the rate decreases.

which are in areen. So levellina that all out. it

comes out to the 2.4 vercent.

The important asvect that we spent an

awful lot of time dealinag with is the verv larae red

block of 3.93 percent., which is the phvsical damaage

claims forecast.

And the other two (2) areas that we've

spvent a lot of time discussina are -- in this hearina

are the two (2) agreen blocks, which are the decreases,

and that is the impact of interest rate forecast of the

2.414 vercent and the ecguitv forecast. which 1s minus

1.62 percent. So that would brinag down the rates as

aprrlied for.

So the Corvoration continues to

demonstrate its commitment to stabilitv throuchout the
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vast decade. and it's keevina rates consistentlv
amonast the lowest in Canada for comparable coveraae
and service.

So here's two (2) charts on the historv
of rebates and rate changes. So the rebate chart,
there's the different eras. the GRAs in which the
rebates have been provided. And on the riacght is the
avplied-for rate increases and the orders aiven.

Of varticular note that I would like to
draw to vour attention are the vears twentv (20) -- or,
sorrv, 2002, in which a 1.2 percent decrease was
initiallv souaght and the order arantinag was zero. And
so that's a hiogher amount. And then 2004, 2.5 vercent,
and three voint seven (3.7) was ultimatelv aranted.

Of course. there are other vears such as
two (2) of the last three (3) vears in which a 1.8
vercent was aranted and -- and .9 percent, or it was
halved bv the Public Utilities Board. In 2012, minus
6.8 percent rate decrease was soucht, and instead.
minus 8 percent rate decrease was aranted.

So it's important to consider that three
(3) times in the vast fifteen (15) vears. the PUB has
ordered a rate lower than avvlied for., while twice the
PUB has ordered a higher rate than avplied for. So

when compared to the auto insurance rate increases 1in
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everv other province in Canada. Manitoba has maintained
the lowest automobile arowth rates in Canada.

We have this chart that vou mioht
recall from the beoginninag of the hearina there. The --
the liaght blue line at the too are the unfortunate
individuals that live in Alberta. and thev have the
high insurance rates there.

The lowest is dark blue. which is
Manitoba. and Saskatchewan and Manitoba are almost
rioht in vparallel there together. with Manitoba a
little bit less. And the -- the Canada-wide averaage 1is
the red line with the red sauares in it.

I can also sav that, had MPI rates
increased at the same rate as the Canadian averaage auto
insurance rate increases since 2001, Manitoba
ratevavers would be pvavina 60.2 percent more than thev
are currentlv vavina todav.

So these three (3) charts, thev're
reallv important because I believe it encavpsulates one
(1) of the challenages that both MPI and the PUB are
facina in this rate avvlication., and likelv over the
next few rate avpolications.

Insurance premiums have decreased bv
14.9 percent over the past decade. and this does not

include the $600 million rebated to Manitobans. So,
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like freezes in tuitions at universities or civic
provertv taxes. these rate decreases are not
sustainable financiallv over the lona term. especiallv
without a necative impvact to services. to access. and
to coverage bv MPIT.

As alwavs. MPI acknowledaes the
imoortance of and the manv benefits derived from the
public rate-setting process. Basic rates are more
fair, more ecguitable, and rate makina at MPI has
imoroved as a result of the PUB vprocess.

The Corvoration has alwavs supported the
need for the PUB to set its Basic rates. and alwavs
states that Manitoba ratevavers are much better for it.

The financial condition of Basic. Well.
vulnerable. That was the word used bv Mr. Guimond when
Board counsel asked him about how he felt about the
financial condition followina the second guarter
results. And that's transcriot vaage 355. I believe
the Board is fullv aware of the vprecariousness of the
financial condition of Basic.

Basic has exverienced two (2) vears of
losses of 69 and $63 million. The RSR is at $99
million, and is proiected to decrease to $61 million in
the current vear. The 2015/'16 indicated break-even

rate chanoe deteriorated from 1.7 percent rate decrease
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that was forecast in the 2014 GRA this vear. to the

avplied for 22.4 vpercent rate increase in the 2015 GRA.
Over the past vear., that's a 4.1 percent swina in
deterioration.

There has been much evidence that with
the current interest rates. the 2.4 percent as avpolied
for is not enouch. Basic has sustained a two (2) vear
net loss of $132 million. The further and most recent
decline in interest rates onlv increases the

vulnerabilitv of the Basic financial condition.

(BRIEF PAUSE)

MS. KATHY KALINOWSKY: So interest rate
forecast, the effect. The vpivotal auestion for the PUB
to decide in avpprovina rates is. What is the
avpropriate level of interest rate risk the Board is
prepvared to embed in the 2015/'16 rates for Manitoba
ratepvavers? This was laid out in the presentations of
Mr. Guimond and Ms. Reichert riaght at the commencement
of the hearina. And it was the subiect of extensive
cross-examination bv Board counsel. cguestions from the
PUB vanel members., and of course., the Intervenors.

I have -- I have here a definition of

interest rate risk. and that's from the

DIGI-TRAN INC. 1-800-663-4915 or 1-403-276-7611
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the impact on interest rate sensitive

assets and liabilities. Interest
rate risk arises due to the
volatilitv and uncertaintv of future
interest rates."

Close auote. 1In ageneral., when interest
rates increase. MPI will see favourable financial
results. Remember that MPI has avpproximatelv $2
billion set aside in investments for Basic vproaram.

largelv for unvaid claims' liabilities of about $1.6

billion. The hicher the interest rates. the less monev

that has to be set aside to pav out lona-term claims.
When interest rates increase. the claims' liabilities
decrease.

However., when interest rates increase,
the value of the marketable bond vortfolio decreases.
The Basic bond vortfolio is avproximatelv $1.3 billion
of about which 800 million are marketable. Small

chanoes 1in interest rates can therefore have a
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siaonificant impact on investment income. So let me sav

that again in another wav. since it's such an important

asvect for the PUB in its rate settina.

In a risinag interest rate environment.

the monies gained from the lower cost of claims more

than off sells -- offsets the decreases in the bond

vortfolio. Thus., the financial results will be better.

If interest rates decrease., the Corvoration's financial

results are worse. Unfortunatelv, currentlv we are in

a fallinag interest rate environment.

Interest rate forecast and MPI's

forecast. Consistentlv over the past manv vears. the

five (5) maior banks and Global Insioht have been

forecastinag increasinag interest rates. Generallv in

each of these vears, the forecast has been for interest

rates to increase about three hundred (300) basis

points over a five (5) vear period. Consistentlv., the

forecasts have been hicher than what the actual

interest rates were, and interest rates have declined

even further.

It was for this reason that last vear

MPI chanaoed 1ts forecast from usina the averaace of the

five (5) major banks and Global Insiacht. as was used in

previous vears, to what the Corvoration termed the low

interest rate agrowth., or risk-adiusted interest rate
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forecast.

Based on the direction contained in last
vear's Board order. the Corporation has reverted back
to usina the standard interest rate forecast. that
beina the averaace of the five (5) maior banks and
Global Insiaoht. The PUB, in Order 151/'13. reduced the
avplied for rate from 1.8 percent to .9 percent,
vartiallv because of. and I'll cuote., the first bullet:

"The Board's concern about MPI's new
interest rate forecastina methodoloav
which utilized, in vart, an in-house
adiustment for estimatina rates when
MPI. bv its own admission. does not
have anv varticular exvertise in
interest rate forecastina."

And the second bullet:

"Recent chanaoes in interest rates not
reflected in the GRA filina that
imoact favourablv on current
financial results."

End cuote. So since then,
unfortunatelv. interest rates have decreased even
further, and the financial vosition of Basic at the
second cuarter of this vear was $14 million worse than

budoeted solelv due to these lower interest rates.
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If the PUB choses to use the standard

interest rate forecast from March as contained in the

filina., then the PUB would be accevtinag a hiagh level of

interest rate risk on behalf of the Manitoba

ratevavers. In MPI's ovpinion. this risk would be too

hich.

If the PUB believes that this time the

forecasters will be more accurate than in the vast. but

thev are not. the necgative impact on MPI's financial

condition and the necative impact on rate stabilitv is

Just too areat a possibilitv. CAC in 1ts closina

araument aarees that the most current forecast be used

for the rate apvlication.

(BRIEF PAUSE)

MS. KATHY KALINOWSKY: It's important

to consider who bears the risk of interest rates not

increasinag as forecast bv the banks. Well, it's

Manitoba ratevavers. Mr. Guimond, 1n his written and

oral testimonv., referred to the mutual obiectives of

all of the varties in rate settina.

So number 1, provide Basic ratevavers

with rate predictabilitv and stabilitv.

Number 2, set rates that are djust and
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reasonable.

Number 3. offer amonast the lowest rates
in Canada.

Number 4. ensure the sustainabilitv and
financial soundness of the universal Compulsorv
Automobile Insurance prodram.

Number 5., achieve an actuarial opinion
of beinag in a satisfactorv future financial condition.

Number 6., provide the ratevavers value
for their monev paid in rates.

And number 7, have a clearlv defined
process for settina rates opubliclv.

I would stronalv suagagest to the PUB that
those first six (6) obiectives are likelv unattainable
if the PUB sets the 2015/'16 rates based on the
standard interest rate methodoloav in the GRA filina,
and then interest rates stav flat or increase onlv verv
slightlv. One would be verv hard-pressed to consider
that to be in the best interest of Manitoba ratevavers.

So let's take a look now at the details
on interest rates. You miaght recall this agravh that
Ms. Reichert spoke to at the beaginninag of the hearina,
and this shows the areen line is the low arowth that
MPI submitted in its avpplication from last vear. This

is from the 2014 GRA. The red line was the standard.
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and -- from March, and then the black line is the
actual. And then the standard was updated in
September., so rioht at the commencement of the hearina,
and vou can see the red line with the boxes.

So what vou see is that the forecast was
goina uo for interest rates. and then it's aone down.
Since then. of course. it's hovered and even slichtlv
decreased from that point there of the black line.

So since the hicgh vpoint of about 2.6
vercent durina last vear's rate hearina., interest rates
have -- have continued to decrease.

So this is for the 2015 GRA. And it's
the actual forecasted Government of Canada ten (10)
vear bond rate until 2016/'17. So acgain. the black
line is the actual. The red line is the standard
interest rate forecast. The red line with the boxes in
it is the standard that's uvdated. And the agreen line
is with the load arowth as of March 2014. And the
agreen line with the boxes in it is the load arowth
September 2014.

So vou can look and see what's hao --
havvenina as at different time voints there. And it's
a agood encavpsulation of what has occurred. I'll let
Ms. Reichert here exvlain this., as she did in her

testimonv. And she stated that:
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"So if we were filina todav. instead
of 2.4 vercent for the rate increase.
this aravh, which is slide 45, would
indicate that we should be askina for
a 3.6 percent rate increase., and
that's the difference in what has
haooened over the last six (6)
months. So the reverse of what has
haopovened last vear at this time.
where we were forecastina lower and
interest rates went hicher. this
vear., we forecasted hiagher and the
interest rates are lower.

So the impwact of that interest rate
change is smaller this vear than
comoared to last vear. because in
order to miticate the risk of
forecastina much higher interest
rates instead of dur -- duration that
was minus 1.8 in our forecast last
vear, we are now managina our fixed
income portfolio to be at duration
one (1) vear below our claims'
duration.

And because of that. it doesn't aive
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us as biag a forecast again., but it

also protects us a little bit from

what -- 1f the interest rates oo

down. But reagardless. what we're

forecastinag as a minus one (1) vear

duration gapn. 1f we use the interest

rates that exist todav. we would be

askinag for a 1.2 vercent higher rate

increase."

And that's from transcrivnts vaages 708 to

7009. So evervbodv's aware that since the 2015 rate

arplication was filed. interest rates actuallv have

decreased. At the October 31st., 2014, the actual

Government of Canada ten (10) vear bond rate is 2.05

vercent. This i1s ninetv-three (93) basis points lower

than the 2.9 per -- 8 percent that was beinag forecasted

for October back in March. when the rate avpvlication

was beina filed. and it 1s lower than anv of the

forecasters predicted for the end of 2014.

We recoanize that the PUB i1s attuned to

the risk and to the imwact on the Corvoration's

financial position when the interest rates do not

verform as forecasted. As PUB Pre-Ask number 5. the

PUB asked how each of the actual interest rates and

bank interest rate forecasts have changoed since the GRA

DIGI-TRAN INC. 1-800-663-4915 or 1-403-276-7611
Serving Clients Throughout Canada




PUB re MPI GRA 2015-16 11-14-2014

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

2195

was prevared.

In this timeframe. the Government of
Canada ten (10) vear bond interest rate had fallen to 2
vercent., a decrease of eiaghtv (80) basis voints from
the March interest rate forecast used in the GRA. This
results in a forecasted devletion of the RSR to $17
million in Februarv 28th, 2015. That's onlv four (4)
months awav.

Durina the 1990s. when Basic was in
financial difficulties., the RSR was devleted to -- and
that should be minus $49 million., so negative $49
million. In 1997. the PUB avproved a 2.1 percent
overall increase in rates and a 5 percent RSR
rebuildina fee. And that 5 vercent was 2 vpercent vlus
2 pvercent plus 1 vercent for the RSR rebuildina fee.
And that's in Man -- MPI Exhibit number 31 and from
Order 93 of '97. I believe evervone here wants to
ensure that we don't reveat that acain.

The impact to MPI over the two (2)
ratina vears of the avpvolication devends on whether the
interest rates increase as the banks are forecastina
and stav at levels that we have forecasted., or follow
historical vatterns. stavina low and potentiallv
decreasinag even more.

While the Corvoration acknowledaoes 1t
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does not have varticular exvertise in interest rate
forecastina., the Corvoration does have sionificant
understandina of the risks facinao its rate stabilitwv.
This understandina of MPI's risk tolerance is somethina
that professional interest rate forecasters cannot
claim.

Options for the PUB redgardinag interest
rates. What are the options for the PUB as it relates
to the interest rate forecast? 1If actual. interest
rates continue to be less for -- favourable than our
forecast. and the PUB aporoves the 2.4 percent rate
increase. than the RSR will decrease from its current
amount of 108 million as at Aucust 31st., 2014. And
that's from MPI Exhibit number 10. which is the second
aguarter financial revort.

If interest rates remain at the current
actual level and the PUB disallows anv rate increase.
the RSR will be completelv dep -- devpleted. And that's
MPI Exhibit number 42.

Last vear, in mv closina. I noted.
auote:

"If interest rates prove to follow
the recent financial -- the -- sorrv.
the recent historv of

increases/decreases and the PUB
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disallows anv rate increase, the CFO

has indicated that she exvects that

next vear. we will be here askina for

both a rate increase and an RSR

surcharae."

Unfortunatelv, this prediction is the

realitv of this vear's rate avplication. agiven even

further decreases in interest rates.

The followina chart provides a snavpshot

of the different interest rate scenarios and the impact

upon net income and the retained earninas. And 1t's

from MPI Exhibit number 69.

It provides the seven (7) different

scenarios there. And under the shaded components there

are what will occur to both net income and to the RSR

over the two (2) ratina vears of this avvlication. And

the far rioht-hand column is the break-even rate

recgulrement. which ranaes from 2.4 vercent up to 8.6

percent.

Ms. Reichert svent a failr bit of time in

the last dav of the hearinag exvlainina this table. and

I don't intend to take vou throuch it there. But I

thouaoght that would be verv helpful to provide that once

again and have vou reflect uvron it in vour

deliberations.
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MR. REGIS GOSSELIN: I wonder if I
could -“ust interrupt for a second. I Just want to aget
an important clarification. On vage 6., the text refers

to an RSR of 99 million. And then on vage 14, it talks

about an RSR of 108 million.

MS. KATHY KALINOWSKY: Sure. I can

explain that: $99 million was at vear end, $108

million is at the second cguarter financial --

MR. REGIS GOSSELIN: Okav. Thanks.

MS. KATHY KALINOWSKY: -- six (6)

months into the vear.

(BRIEF PAUSE)

MS. KATHY KALINOWSKY: The 3.4 vercent
suagagestion for the rate increase. At the commencement
of this hearina, Mr. Guimond made the suagagestion that
it was oven for the PUB to approve the rate increase of
2.4 percent and the RSR rebuildina fee of 1 vercent., as
combined. 3.4 percent rate increase.

This would have the effect of embeddina
into the rates the 3.4 percent increase, rather than
havina a sevarate RSR rebuildina fee of 1 percent.

In support of this sugagestion that the

PUB embed a 3.4 percent increase in rates, Mr. Guimond
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"What I'm hovinag for is the reagulator

chanoe their vosition on the interest

rate, that thev agree that it's not
goinag to go up. and that thev wvarv

the order and put the 3.4 percent

towards the Basic rates. I feel that
at three voint four (3.4), I can meet
the mandate. What I'm sucogestinag is

to varv the apvlication and oput the

3.4 percent towards the Basic rates.

and let us take care of the RSR."

And that's at transcript vages 362 to 3.

And he continues:

"And at the end of the dav it's a

verv -- 1t's a business decision and

it's not somethina that vou can ago

and scilientificallv determine. It's a

Judoment call."
End aguote. Transcript paage 365.

Furthermore. when cguestioned bv Mr. Williams as to 1if

he was. "correct in inferrina that MPI would advise CAC
that a 3.4 percent rate increase was desirable?" End
guote.
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1 Ms. Reichert answered, "Yes". And

2 that's transcriot vacge 1460. And reiterated Mr.

3 Guimond's vpoint that a 3.4 percent rate increase,

4 aguote. "looked to be avprovriate." End auote.

5 Transcriot padge 1459.

6 The followina table., which is from

7 Volume II rate-makina. vaacges 48 to 50, was uvdated for
8 a 3.4 pvercent overall increase and no RSR rebuildina

9 fee. So I'll dust leave vou. but that -- with that.
10 It dust shows bv maior class the differences that would
11 occur as ovposed to what is avovlied for riacht now.

12 In summarv., in MPI's view., the risk of
13 failinag to increase rates bv 3.4 vercent far outweiahs
14 anv risk of avvrovina it. There is little risk in

15 avpprovinag an increase and sionificant risk in not doina
16 so. when future interest rates are so uncertain. It
17 reallv is up to the PUB to determine the risk avppetite
18 in avprovina the rates. and what level of risk thev

19 want to pass on to the Manitoba ratevavers.
20 Last vear. the PUB used the most recent
21 Dbank forecast in its decision. and that's certainlv
22 oven for them to do so once more. Again., I would urae
23 the PUB to reflect back onto those mutual obiectives
24 that I mentioned earlier. the seven (7) bullet points

25 for rate-settina., and how these can be accomplished
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with the PUB's decision on interest rates.

So considerinao the severitv of the

interest rate risk. the PUB mav want to consider

providinag an even higher rate increase than the

sucgogested 3.4 vpercent or 3.6 percent, esveciallv in

lioht of the interest rate ovntions chart vprovided. and

notinag the hiochlv unfavourable imvwact on the retained

earninas.

(BRIEF PAUSE)

MS. KATHY KALINOWSKY: Asset and

liabilitv duration matchina. The Board members heard a

lot on asset and liabilitv duration matchinag. MPI has

a duration matchinag prooram that offsets the impact of

chanoes in interest rates on marketable bonds and

claims incurred. Since the current forecasted duration
gap between income -- fixed income bonds and claims
liabilitv 1s minus one (1) per vear —-- or minus one (1)

vear., less than a vear. MPI will benefit in a risina

interest rate environment.

In order to miticate the impact of

changes in interest rates in the past vear. the

investment policv statement was amended to decrease the

agap between the duration of claims liabilities and the
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fixed income bond vortfolio from vlus or minus two (2)

vears to plus or minus one (1) vear. This was an

intermediate step to reduce the interest rate

forecastinag and rate-settinag risks of MPI. Members

will recall that the asset liabilitv management studv

is expvected to be completed bv the end of this vear.

and 1s to include a recommendation reagardina the

optimum strateav to manacge the interest rate risk of

MPI. Our forecast 1s based on determinina the duration

of the bond vortfolio at one (1) vear less than the

duration of the claims liabilities.

The PUB noted that the interest rate

risk could be managed if there was a matchina of the

assets and liabilities. and then asked whv MPI was not

proceedina in that direction. I'm not planninag to read

this lenagthv cguote in here. but would like it to be

vart of the record. And I have vprovided a copv of the

filina to the court revorter. But the bold vpoints

there are the ones that I'd like the Board members to

focus on now, 1if that's okav for them to read to

themselves.

(OUOTE INSERTED BELOW)

MS. HEATHER REICHERT: So we are in the
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process of doina our asset liabilitv manaogement studv.
We are lookina throuagh that studv at what the best
method to mitigate our risk as it relates to interest
rates would be.

As we've talked about I think agiven
these dust last couvle of cguestions. 1if in fact
interest rates do start to increase., the Corvoration
does benefit from the fact that. if we have a minus one
(1) duration between the assets and the liabilities.
and the interest rates are increasina. there is a net
benefit to our bottom line.

Now. the whole cguestion is: If we see
those interest rates coina up. we have to make a
decision on whether or not we trv to caoture some of
that benefit into our net income. or whether or not the
risk of interest rates coina up a bit and then drovvina
more 1s siognificant enouah for us to sav. No. we should
be matchinog more -- more preciselv sooner.

So it reallv is a decision that. when we
get all the information in front of us on what the best
matchina strateav might be and what's havvenina with
interest rates at the time that we have all that
information, determinina whether or not it's
apvprooriate to delav somewhat in order to get the

benefit devendina on our assessment of the risk at that
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voint in time of whether thev're cgoinag to oo up or if
thev're goina to stav flat or if thev might be goina
down.

If we see that thev're stavina flat and
thev're cgoina to be goina down., then as CFO, I am goina
to definitelv be savina. No. this is unacceptable risk
to the Corvoration. and we need to be more closelv
matchina as soon as vossible.

So it will be a determination based at
that point in time when we have all the information in

front of us.

(OUOTE CONCLUDED)

MS. KATHY KALINOWSKY: Okav. Given
current increasina interest rate forecasts., i1if the
Corvoration had continued to keep fixed income bond
durations two (2) vears lower than the duration of
claims liabilities throuohout the two (2) vear ratina
veriod, the average net income would have been
approximatelv $3.1 million hiagher. And that's MPI
Exhibit number 33.

While it mav seem foolish of the
Corporation not to take advantaace of forecastina this

hicher income and therefore a lower overall rate
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increase., to do so actuallv would further increase the

risk. If the increasinag interest rates as forecasted

do not materialize., havinag a wider duration gap means

were are risk of havinag a more negative result in those

vears.

It was for this reason that while the

asset liabilitv management studv is underwav. the

Corvoration chose to miticate some of the interest rate

risk. Board counsel inouired on whether MPI intended

to manadge interest rate risk in asset duration

matchina.

And acgain. I have a lenaothv guote there

that I won't read in. but would like to have in the

transcrivt anvwavs.

THE COURT REPORTER: Excuse me, Ms.

Kalinowskv. Would vou like these two (2) guotes into

the transcript?

MS. KATHY KALINOWSKY: Yes, I do. I

would like them inserted in the transcriot.

THE COURT REPORTER: Okav. Thank vou.

(OUOTE INSERTED BELOW)

MS. CANDACE GRAMMOND: And no matter

what interest rates do., does the Corporation want to
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interest rate risk, or does it want to

to look for ovvortunities to take advantaage of

rate shifts?

MS. HEATHER REICHERT: As an insurance

first and foremost we want to be able to

our risk. And to the extent that we can

our risk while potentiallv lookina at

opportunities to increase our net income., then we trv

to do that.

But first and foremost. as I said

vesterdav., as an insurance companv, it's about

miticatinag the risk. As it relates to our investments.

first and foremost. 1s to vav off our liabilities. and

then it's to achieve vield. So it's a combination of

all of those thinags that we look at.

(OUOTE CONCLUDED)

MS. KATHY KALINOWSKY: Investment
income. The investment income forecast 1s a maior
component of the rate-settinag process. In 2013/'14

investment income allocated to Basic was $148 million.

Investment income was hiagh 1n the vast vear primarilv

due to $99 million in realized gains from the Canadian

and US eaguitv portfolios. which was offset bv a $22
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million loss in the marketable bond vortfolio due to
risina interest rates.

In 2014/'15, Basic investment income is
forecasted to be $29 million due to proiected losses of
$52 million in the marketable bond vortfolio. This
sionificant loss is due to even higher increasina
interest rates forecasted over the 2014/'15 vear. If
the impact of increasina interest rates was not
included. i.e.. the total losses on marketable bonds
was zero. then Basic investment income would be
approximatelv $81 million in 2014/'15.

Investment income. both the forecast and

actual, has fluctuated areatlv in the past.

(BRIEF PAUSE)

MS. KATHY KALINOWSKY: We have a chart

that 1s so laroe it can't fit all on.

(BRIEF PAUSE)

MS. KATHY KALINOWSKY: It can fit on --
now it can fit on. but vou can't read it. Sorrv about
that. You -- vou do have copies there. But I did want
to take vou to the -- the third-bottom line there which
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is, "Total investment income.”"™ And vou can see across
that line how it varies over the vears. whether it's
the actuals or whether it's the forecast.

I would also like to state that this was
an exhibit that was filed for this vear's rate
avplication. We used the five (5) -- five (5) vear
actual historv. Had we used the six (6) vear actual
historv., total investment income in 2008/'09 was $4
million. Just $4 million, that's it. That's the vear
that the markets crashed. of course. It dust shows vou
the variabilitv there.

With resvect to this vear of the
application. the bia amounts of course are the ones
that I mentioned. which affect the actuals. are the
Canadian ecguities realized cgains which is $57 million
there in -- richt in the middle of the vaage. and US
eguities realized gains of $58 million. That's the
real driver of the good investment income for this vpast

vear.

(BRIEF PAUSE)

MS. KATHY KALINOWSKY: It was suagagested

bv Mr. Williams that the investment income forecast

does not vass the eveball test. And I djust want to
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sav, Could vou imacoine if Mr. Johnston said. Yeah. I'm
jJust cgoina to use an eveball test on somethina. That
simolv would not be acceptable.

The investment income over the past five
(5) vears for Basic has indeed averaged $97 million.

In the next five (5) vears. the investment income 1is
forecast to be an averacge of $74 million. In the last
five (5) vears. interest rates have declined. resultina
in realized and unrealized gains on marketable bonds of
an averadge $19 million ver vear.

In the next five (5) vears. because
interest rates are forecast to increase. there is on
average a $30 million a vear loss on marketable bonds
forecasted. So if vou remove these gains and losses
the last five (5) vears would averacge $78 million and
the next five (5) vears a $104 million.

If MPI had used the five (5) vear
average as suaagested bv CAC. then the investment income
forecast would have been $26 million lower and the rate
increase souaht would have to be hicher bv 3 percent.

Six (6) vears aco, which is one (1) vear
awav from the five (5) vear ranage of CAC's averaage. the
investment income was $4 million. as I -dust mentioned.
Had this been factored into the averace., then it would

have drovved to $81 million from 97 million and
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compared to 74 million for the next five (5) vears.

These are all reasons whv MPI does not
utilize a simple five (5) vear averaaoge in forecastina
investment income. Instead. MPI uses a verv extensive
and sovhisticated forecast that's develovoed bv three
(3) CFAs within the Corvoration and details of that
forecast are contained in over a hundred vages in the
investment income forecast section.

MPI currentlv has $115 million in
unrealized gains. The investment forecast estimates
that avproximatelv 20 vercent of ecguities will turn
over in a vear based on past practice of the eguitv
manaders. The PUB aguestioned MPI on whether the sale
of those ecguities with unrealized cgains could triacager
sufficient funds to avoid the rate increase souaht and
vartiallv revlenish the RSR.

Ms. Reichert expvlained -- and again.
this is a verv lenathv cuote. and I would like it in
the transcriot. if the court revorter could do that.
I'm not planninag to read this in, but I will vause for

a moment so the Board members can indeed read this.

(OUOTE INSERTED BELOW)

MS. CANDACE GRAMMOND: So could the
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Corvoration realize some additional acgains of what we're

seeinag is available?

MS. HEATHER REICHERT: Theoreticallv,

ves. we could. But what we have done and what we have

done fairlv consistentlv in the vast is let the active

eguitv manacgers that are hired to manage the ecguitv

funds make the determination of when the best time to

buv and sell the ecguities are.

As I've alreadv stated., we did make a

decision throuaoh the investment committee workina aroup

to take an actual action with reswvect to the US

eguities last vear. And then in the case of when we

need to rebalance, we take action at that vpoint.

So how we've been manaagina the funds is

to allow the -- the eguitv manaacgers to make the

determination. And we monitor. And we will take

action 1f we need to from a rebalancina perspvective.

MS. CANDACE GRAMMOND: I'd 1like to
learn vour views and the Corvoration's views on —-- on
this issue. And avppreciatinag what vou've just said, in

the context of this varticular avvlication., with the

Corvporation askinag for a rate increase., the one point -

- or the 1 percent. wvardon me., rebuildina fee. because

it would apvear lookina at the ratio of market-to-book

value that we see on the screen. and I know that that's
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1 Mav 31st, that there -- if the Corvoration took the

2 steo to realize some gains. that there could be

3 siagnificant impact to the bottom line in the current

4 vear which mav mitigate the need for what's beina

5 reguested.

6 So can —-- can vou comment about that?

7

8 (BRIEF PAUSE)

9

10 MS. HEATHER REICHERT: So. ves. while
11 it -- it is possible that the Corvoration could

12 aenerate some gains bv -- bv exercisina that varticular
13 option within the investment volicv statement. bv doina
14 that. that will then impact on the vossibilitv of

15 future gains. So it'll -- it would be a one (1) time
16 impact now that would then influence the 20 percent

17 turnover and what we forecasted to the future on a --
18 on an onooina and a more stable -- stable basis.

19 MS. CANDACE GRAMMOND: So the
20 Corporation has elected not to take that step. but
21 1instead to maintain the vportfolio and avovlv to the
22 Board. as it has?
23 MS. HEATHER REICHERT: Yes. I mean, we
24 -- we do anticivate. as I said., and we do forecast to
25 sell 20 vercent of eguitv vortfolio everv vear. and to
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1 achieve the cains that -- hovefullv., gains that would -
2 - would transvire from that.
3 So we -- we take a longer term view not
4 to sell off a larager vortion of our -- of our

5 vortfolio. and then limit the abilitv to achieve that

6 20 percent turnover and -- and gains as a result of

7 that turnover.

8

9 (OUOTE CONCLUDED)

10

11 THE CHAIRPERSON: Ms. Kalinowskv., can

12 wvou let me know when vou need a break? I know vou're

13 havina to do all this talkina. so I'm goina to relv on

14 vou to let us know when vou need to stov.

15 MS. KATHY KALINOWSKY: Okav.

16

17 (BRIEF PAUSE)

18

19 THE COURT REPORTER: Sorrv, Ms.

20 Kalinowskv, do vou have a vage reference?

21 MS. KATHY KALINOWSKY: That would be

22 mwaages 25 to 26 of the transcrivt -- or. sorrv, of the

23 Exhibit 73.

24

25 (BRIEF PAUSE)
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MS. KATHY KALINOWSKY: Okav, I'll have
to find that then. Sorrv. I notice that it savs.
"TR.," which is transcriot., and no number. I avoloagize.
It is likelv the paage bef -- oh. no. the next one
doesn't have the padge number either. We'll -dust find
it and advise. Thank vou.

So while it mav on the surface avpear
advantaageous to recoanize all of the accumulated ecguitv
gains currentlv contained in AOCI, to do so would be a
verv limited short-term benefit. The AOCI has been
accumulatinag over the vast five (5) vears. revpresentina
the unrealized edguitv gains from the 80 vercent of the
vortfolio that does not turn over in anv agiven vear.

If the entire edguitv vortfolio were sold
tomorrow the Corvoration's net income would increase bv
approximatelv $115 million. This would have a vpositive
effect on the RSR for the current vear but future rate
indications would be negativelv impacted.

The current forecast relies on
approximatelv 16 to $31 million in realized equitv
gains each vear. This helps keep -- keeps rates lower
bv at least 2 to 3 percent ver vear. This lonager-term
view in manaoina ecuities contributes to rate
stabilitv.

Mr. Johnston also noted that. I have
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another cguote there that I'll -Just let members look at,

I won't read in. and we will find the transcripvt pacge

for that. too.

(OUOTE INSERTED BELOW)

MR. LUKE JOHNSTON: If -- 1f vou look

at investment income vacge 5, kind of that main summarv

in the investment income section -- I think Diana will

probablv brinag it up -- i1if vou look at the line

"Canadian Ecguities Realized Gains.," it's about mid-

vaae.

So it's not that -- so vou're -- vou're

correct. We do have unrealized gains. but i1f vou were

to realize a siagnificant vportion of those gains todav,

these numbers would reduce sionificantlv.

2215

We are -- the -- the rate in -- the rate

provosal includes the assumption that vou're goina to

realize a lot of those gains that vou have and brinas

down the rate indication. Like these -- the --

pvarticularlv in the ratinag veriod. vou can see the 16.4

million and the 31 million of assumed realization of

egultv gains.

If we had nothina in the unrealized

cgains bucket., so to sveak., right now. these numbers
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would be much lower or non-existent. So if we were to

take more cains now, our rate increase would actuallv

ago upr because there'd be -- these wouldn't be flowina

throuah. The RSR balance would imporove., for sure,

ricght? But it's at the exvense of future vears' rates.

(OUOTE CONCLUDED)

MS. KATHY KALINOWSKY: So the

Corvoration or the Devartment of Finance do not intend

to sell off its eguitv vportfolio to realize agains as

this is a verv short-term outlook.

And with that. I'll take Ms. Bottina up

on her offer of a break. Thank vou verv much.

THE CHAIRPERSON: How about if we -‘ust

take five (5) minutes or so. and then we'll start

again. We'll take a few more breaks that wav.

-—-- Upon recessinag at 1:50 p.m.

-—-—- Upon resuminag at 1:59 p.m.

THE CHATIRPERSON: Okav. I think we're
readv to beain again. So thank vou verv much. Ms.
Kalinowskv.

MS. KATHY KALINOWSKY: Thank vou. I'11
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move into the RSR minimum and upper ranages section.
The purvose of the RSR is to protect motorists from
rate increases made necessarv bv unexpected events and
losses arisina from non-recurrina events or factors.
This has been the accevpted purvose for more than a
decade.

Contrarv to the sugagestion of CAC in its
closina araoument, there is no confusion amonast the MPI
vanel of witnesses regardinag the purvose of the RSR.
It's important for the PUB to know that the Corvoration
aagrees completelv with this stated purvose and sees no
need to revisit this.

The Corvoration has avvlied for a ranace
in the RSR with the lower level of the DCAT. $194
million based on retained earninas, or $213 million
based on total ecguitv. The Corvoration is recommendina
the 213 million based on total eaguitv and the hicgher
level of the ranage at the 100 percent MCT, which is 325
million.

Two (2) of the mutual obiectives cited
earlier are. first bullet point. ensure the stabilitv -
- or sustainabilitv and financial soundness of the
universal compulsorv automobile insurance plan. And
second bullet point. achieve an actuarial ovinion of

havina a satisfactorv future financial conditions. MPI
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believe that all ratevavers will benefit when these two
(2) obiectives are reached.

The PUB is aware that total ecuitv needs
to be in excess of $213 million for Mr. Johnston to
state in his ovinion that MPI in is -- is in a
satisfactorv financial condition. Currentlv. the chief
actuarv cannot provide such an ovinion. and he writes,
auote:

"In mv opinion, the future financial
condition of Basic is not
satisfactorv because (I) Basic does
not meet the Redgulator's minimum
cavital taracet under the base
scenario in fiscal vears 2014/'15 and
2015/'16, and (ii) there are
plausible adverse scenarios that
caused the statement value of assets
to fall below the statement value of
liabilities over the forecast
veriod."

End guote. And that's from Volume IT.
The DCAT revort is in there at vace 4.

CAC provided a recommendation vesterdav,
and that was exvanded on todav guite extensivelv on

their RSR searegation recommendation. We'd state that
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Stabilization Reserve for unexvected and non-recur —--

2219

non-recurrinag —-- not extremelv rare -- events. So it's

bad weather., it's fallina interest rates. it's market

collapses.

The RSR is not the same as a rainv-dav

fund or continagencv fund like the province mav

establish. Accountinog standards recguire that all

monies received must flow throuaoh the income statement

and then into retained earninas. Once the maximum RSR

level is reached. anv excess 1is reflected in retained

earninas.

If investment income 1s hicher than

forecast., it too will contribute to the RSR. If there

is excess retained earninas. some will be due to

interest earned on the RSR balance. So would MPI

transfer that to the RSR and keep it hiagher than the

upper limit?

It aprears to MPI that CAC is

misinterpretina the purvose of the RSR. CAC has tried

to make the RSR narrower than its stated purvose as

evident from the followina cuote in this latest

submission. And he guotes:

"The stated purvose of the RSR 1is to

protect motorists from a larae
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premium increase that mav otherwise
be necessarv as a result of
unexvected events and losses arisina
from non-recurrina events or
factors."”

Close -- close guotes. Then has another
auote:

"Goina back to the sources of the
premium increases. the RSR apvears
intended as protection against onlv
one (1) of the vpotential sources of
premium increases. the extreme
event."

Close acquotes. CAC correctlv states the
purvose in the first paraoravh. but then misstates it
in the second. that it is onlv for an extreme event.
The Board has not said the RSR is so limited. It's
iust CAC attemptina to make it be somethina that it is
not. Therefore, MPI does not find anv merit in this
recommendation of CAC.

Rate Stabilization Reserve and capital
adecguacv. Since the devletion of the RSR in the mid-
1990s, MPI and the PUB and Intervenors have spent
almost two (2) decades trvina to determine the

methodoloav to calculate the level of caprital adecguacv
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and ranage for the rebates. Avpproaches reviewed,
debated. adovrted. improved uvon. reiected. and
considered include: percentace of premiums. risk
analvsis., and risk analvsis/value at risk. Minimum
Capital Test, Dvnamic Capital Adecuacv Test., and back
to the vpercentaoge of premiums.

Percentaage of premiums and the Kopstein
avoroach. The Corvoration araues that the vpercentaae
of premiums aporoach be abandoned bv the PUB for the
followina reasons:

1. The method assumes that MPI's risk
level is a function of its annual prem -- premium
level. However, MPI's main risks are from chanages to
assets and liabilities which are siaonificantlv larager
than annual premiums.

2. It does not assist either manacement
or the PUBR in the identification. measurement. and
mitigation of kev risks.

3. The method does not create a clear
linkaage between the reaguired RSR and the amount of risk
faced bv MPI.

4. The indicated RSR ranoe does not
chanage when MPI's risk profile chanaes.

5. To the Corvoration's knowledae., the

method is not recoanized or used bv anv other Recgulator
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or professional bodv.

6. The methodoloav is twentv-five (25)
vears old., and insurance risk measurement has
dramaticallv evolved since then.

7. The PUB has ordered a 10 vercent --
the PUB ordered 10 vercent lower level is less than the
Koostein taraet of 15 percent.

And number 8. The raviditv of recent
losses totallina $132 million in two (2) consecutive
vears dramaticallv demonstrates the inadecuacv of the
vercentacge of premium lower level of $83 million.

MPI has recommended the DCAT since 2009,
because it explic -- exvplicitlv measures the potential
financial impvact for the Corvoration's kev risk factors
and produces an RSR taraoet that is directlv related to
the Corvoration's risk level. The DCAT is a process of
analvzina and vproiectina the trends of an insurer's
cavital vosition agiven its current circumstances. its
recent past. and its intended business vplan under a
varietv of future scenarios. It allows MPI to determine
the implications that its business plan has on capital,.
and identifv the sionificant risks to which it is
exposed.

Finetunina of the DCAT and adverse

scenarios. Since 2009, the Corvoration has revised the
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DCAT and its adverse scenarios based upon guestions and
podi -- positions taken in the hearina. exchanoes at
the technical conferences. and directlv between the
actuaries and. of course. in Board orders. The
consensus that the Board anticivated still has not
occurred., thouah. The Board. in 2012. concluded. and
auote:
"The Board believes that the DCAT
methodoloav is an improved aporoach
for determinina the taraet for the
RSR over the current methodoloav.
However. future analvsis and
discussion is needed. varticularlv in
relation to the adverse scenarios
used in the DCAT. and the methodoloav
construct before such an avoroach can
be utilized for rate-settina
ourvoses. The Board is vpleased that
the Corvoration is willina to be more
consensus-based in orevarina the
DCAT. and that it is receptive to
asvects of the adverse scenarios
beina discussed and revised."
And that's from Order 157/'12. The

Board then ordered a DCAT technical conference to allow
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for further analvsis and discussion. At the two (2)

technical conferences. the Corporation has been

respectful and open to sucgagestions. The Corvoration

has not been intransigent in its vositions.

When the PUB and the CAC actuaries asked

for svecific incorvorations into the DCAT model. these

were done. When it became apvarent that the one (1) in

one hundred (100) event was of concern to the PUB's

actuarv, MPI reijusted -- adiusted the risk tolerance

down to a one (1) in fortv (40) vear event.

In addition to the DCAT technical

conferences. the chief actuarv has maintained an oven-

door volicv of workina with the PUB and CAC actuaries.

which the former has recgularlv made use of.

At last vear's GRA., the Board expressed

concerns about lack of transvarencv in the DCAT. In

addition to havinag this owren door to answer guestions

from the PUB and CAC actuaries. the Corvoration filed

over three thousand (3.000) vages of information on the

DCAT at this hearina alone.

The resvonse of the CAC witness. which

was Professor Simoson, has been to criticize the DCAT

for settinag an RSR target instead of a ranage., and

criticized the manner in which the DCAT scenarios are

constructed. The first criticism 1s surprisina. since
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the DCAT is the minimum lower ranage of the RSR as ver
the Corvoration's avplication.

The second criticism avpears to be based
uoon not havina the actual 2014 DCAT model at the
technical conference to review. The Corvoration notes
that the Board svecificallv ordered. in Order 151/'13.
that the conference take prior to the filinag of the
2014 DCAT model.

With reagard to the vosition of CAC that
a one (1) in twentv (20) vear risk tolerance be
utilized., MPI notes that the risk tolerances has
alreadv been adiusted down from one (1) in a hundred
(100) to one (1) in fortv (40) based on discussions at
previous hearinas and technical conferences. This --
with the PUB's exvectations., we believe.

A one (1) in twentv (20) would mean that
the RSR could be exhausted everv twentv (20) vears,
certainlv not desirable from MPI's persvective. This

would not enhance rate stabilitv and predictabilitv.

(BRIEF PAUSE)

MS. KATHY KALINOWSKY: CAC has araued

that the staaogflation vears should be removed from the

interest rate model. MPI Exhibit number 40 -- 41
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indicates the results of removina these. and there's no
effect on the interest rate scenario this vear. This
is because the current interest rates are onlv thirtv-
eiaght (38) basis points above the mima -- minimum
interest rate floor.

Whether the chanage is made or not. this
has no impact on the 2014 DCAT result. The res --
result was also run in the resvonse to the suver DCAT
undertakina, and again shows no material chanage in the
DCAT result. As ver MPI Exhibit number 42. which is
the flat interest rate scenario., there is a $240
million imoact to the forecast.

We can aoree that staaflation can be
removed. and there will be no impact because of the
extremelv low levels of interest rates now. So MPI
respvectfullv submits that this is not a agood reason for

deferrina the implementation of the DCAT.

(BRIEF PAUSE)

MS. KATHY KALINOWSKY: Differina
theoretical avpproaches to the DCAT. The evidence
submitted bv CAC reflects the underlvina differences in
philosophv to determininag the ranage of the RSR. It is

this vhilosovhical difference that prevents the
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consensus hoved for bv the PUB from occurrinag between

the Corvoration and the Intervenors.

The Corvoration relies uvon a risk model

develoved bv actuarial science and used throuchout the

insurance industrv. The CAC submits evidence that

reflects an economist's persvective. emphasizina issues

rather than risks. The differences in the two (2)

purvorted methods for determininag the size of the RSR

are evident in the chart below.

I'll dust let vou take a look at that

chart. How best to protect motorists from the risks of

unexpected events and losses?

(BRIEF PAUSE)

MS. KATHY KALINOWSKY: The role of the

DCAT in achievina rate predictabilitv and stabilitwv.

At the end of the dav., when unexvected events and

losses occur., those costs have to be paid bv Manitoba

ratevavers. The cguestions are when and how much do

thev vav?

The Corvoration has emohasized the

importance of rate predictabilitv and stabilitv. This

occurs when the RSR is of sufficient size to absorb the

costs when the ina —-- unexvected nonrecurrina events
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arise.

Professor Simoson. for the CAC. espouses
the economic theorv of taxation uvon demand. This is
evident in his written evidence at vage 5. "The onlv
difference beinag the" -- and I guote., sorrv, aguote:

"The onlv difference between the two
(2) cases 1is that motorists must pav
hicher rates initiallv to establish
the RSR of $200 million in the first
case and have less monev for vpersonal
consumption and investment decisions.,
which seems like a poor arrangement
for both motorists and the economv."
Close auote. Furthermore. Professor
Simoson's recommendation will not result in rate
stabilitv and predictabilitv. And that's MPIC
Information Reauest of CAC number 9.
"Does Professor Simpson aaree that
MPI and the PUB should be strivina
towards the cgoals of rate
predictabilitv and stabilitv which
can be accomplished pvartiallv throuch
a ranage for the RSR?"
Response:

"Yes., but we should recoanize that
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rate stabilitv provided bv the
establishment of an RSR comes at a
cost to motorists in terms of hicher
rates than would be necessarv in the
absence of an RSR. Hence. the
benefits of the RSR have to be
balanced against the costs. like
other economic cuestions."”

Close cuote. If the Corvoration
overated with the absence of an RSR. the unprecedented
loss of $132 million has occurred over the past two (2)
vears would have to be recovered in a reallv short time
frame. Assumina that an extra $8 million is agenerated
from each 1 percent increase. a rate shock increase of
16.9 percent would be reaguired dust to recover those
losses.

An RSR ranoge established to address
risks and the losses that occur from those risks can
absorb and be rebuilt over a lonoger period of time,
because there is not the same necessitv to revlace the
losses as auicklv. Therefore. this removes rate shock,
contributes to better rate predictabilitv and
stabilitv.

So Manitobans value rate vpredictabilitv

and sta -- stabilitv. In 2005, the Corvoration

DIGI-TRAN INC. 1-800-663-4915 or 1-403-276-7611
Serving Clients Throughout Canada




PUB re MPI GRA 2015-16 11-14-2014

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

2230

developed its value ecguation wherebv price coveraage

vlus service plus access ecguals value for all

Manitobans.

Maintaininag stable and fair rates has

been consistentlv the strongest driver of cood value as

a descrivtor of Manitoba Public Insurance. Each of the

six (6) vears the rearession analvsis has been

conducted on the value eguation. This variable has had

the agreatest impact on ratinas of good value.

Impressions of the cost of vehicle

insurance have been con -- a consistent driver of

verceptions of value over time. Althouaogh some mav

arague that there i1s a cost associated with rate

predictabilitv and stabilitv. it i1s tremendouslv valued

bv Manitobans.

So here's the reagression analvsis on the

relationshio of whether ocood value describes Manitoba

Public Insurance 2013. And vou can see there that

maintaininag fair -- stable and failr rates is riacht at

the too of that access. far above anvthinag else.

The table above reinforces that

maintaininag stable and fair rates 1s the most important

factor for Manitobans in determinina whether thev

receive good value from Manitoba Public Insurance.

This 1s a cuantitative analvsis of what 1s important to
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1l ratevavers as compared to the focus aroups used bv CAC,

2 which are of a cgualitative nature and not

3 revpresentative of the wider public.

4 External actuarv's ovinion of DCAT.

5 Just as the auditors provide an orinion on the

6 financial statements. the DCAT is reviewed bv the

7 Corvoration's external actuarv and an ovinion 1is

8 mprovided. The external actuarv provided a clean
9 oprinion. Here it is. And this is man -- MPI Exhibit
10 number 14. The Exhibit number 14 isn't sianed.

11 unfortunatelv., but we do have a siaoned copv, but I used

12 the exhibit that was filed here.

13 So it's important to note that -- that

14 the -- the external actuarv. Joe Chena. provides his

15 ovinion:

16 "1) That the work of the chief

17 actuarv is within the ranage of

18 acceoted actuarial standards of

19 practice in Canada. 2) The

20 assumptions and methods emploved are
21 avpropriate. 3) The DCAT revort

22 accuratelv describes the assumptions
23 and methodoloav emploved bv the chief
24 actuarv. And 4) the vprocedures and
25 svstems relied on bv the chief
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actuarv are adedguate and sufficient
to ensure an apopropriate level of
data intearitv and the accuracv of
calculations and results."

End cuote. This can be contrasted with
the evidence of the economist Professor Simposon.
Professor Simpson attended the hearina and provided
evidence as an economist on behalf of CAC. In mv
cross—-examination, I was able to establish that he is
concerned with obtainina the smallest RSR vossible.

He has chanaed his vposition over time on
how to calculate the RSR. He chose the 10 to 20
vercent of premiums methodoloav because it is
incumbent. but the PUB has altered this downward from
the Kopstein 15 vercent. He has not particivated in
the most recent DCAT technical conference in trvina to
imorove the DCAT. He did not seem to understand that
MPI has avplied for a ranae for the RSR.

The economic benefit to ratevavers of a
$200 million DCAT is $16 million annuallv based upon
actual investment returns., and if that monev were in
the ratevavers' vockets., thev would likelv spvend it on
other thinas and then have to vav hiagher insurance
rates in the future.

He was unaware that SGI uses 75 to 150
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vercent MCT as its taraet ranage, and ICBC uses 145
vercent. MCT is the minimum RSR. And that's in MPI
Exhibit number 25. And he had no knowledaoe of the
Board of Directors transferrina significant sums of
monev to the Basic RSR from the competitive lines upon
certain conditions.

In response to cross—-examination bv
Board counsel and the Board's aguestions. Professor
Simpson was unable to provide anv aguidance on the low
interest rate scenario. other than to denv its
vlausibilitv. agiven the currentlv unorecedented low
interest rate environment.

He avveared to conclude that there was
no vlausible wav to model interest rates -- and that's
transcriot pages 1.739 to 1,742, areatlv abbreviated
there -- was unable to dustifv the 1.6 vpercent rate
increase he recommended for 2015/'16 when there is an
actuariallv indicated shortfall -- and that's
transcriot padges 1747 to 1751 -- and showed a lack of
understandina of the MCT methodoloav and how it is
different from the DCAT.

Throuah all these items, I would
respectfullv submit that the PUB should not place anv
weiaght on his opinion for opurvoses of decidina upon the

DCAT or the RSR.
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So conclusion on the DCAT. The
Corvoration believes that now is the time to avorove
the use of the DCAT.
1. The method is based on MPI's
specific risk -- risks resultina from chanoes to assets

and liabilities.

2. It assists management in the PUB in
the identification., measurement., and mitication of kev
risks.

Number 3. The method creates a clear
linkaoge between the reaguired RSR and the amount of risk
faced bv MPI.

4. The indicated RSR ranage will chanae
when MPI's risk profile chanaes.

5. It is a clearlv documented process
which adheres to professional standards and
methodoloav.

6. The recent losses totallinag $132
million in two (2) consecutive vears dramaticallv
demonstrates the need for a DCAT-based minimum.

7. It is veer reviewed bv the avpvointed
actuarv and reviewed in detail at these hearinas.
includinag bv the PUB's actuarial advisor.

Throuah two (2) technical conferences,

there's been almost a dozen areas of aagreement between
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the varties in each -- in each of the technical

conference -- technical conferences. sorrv, and much

consensus has been achieved. resultinao in an imoroved

DCAT prevared bv Mr. Johnston.

MPI respectfullv submits that bv now,

the PUB should have enouoch evidence on and confidence

with the DCAT to determine an adeaguatelv funded RSR.

(BRIEF PAUSE)

MS. KATHY KALINOWSKY: The MCT is the

upper ranae of the RSR.

There 1s consensus on the purvose of the

RSR. The remaininag issue is how to determine the ranage

of the RSR. The purvose of the RSR should determine

the ranae of the RSR. If the Board wishes to protect

ratepvavers from the rate increases made necessarv bv

unexpvected events and losses arisinag from non-recurrina

events or factors., the Board must establish an RSR

ranage that is adecguate to meet the costs of those

risks.

MPI has applied for an upper ranage to

the RSR to be a hundred vercent MCT. In makina such an

arrlication, the Corvoration notes that the MCT is

beinag used as a maximum level for cavital adeguacv, and
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not a bare minimum as per the OSFI guidelines.

A comparison to the sister Crown
corporation insurers 1is important. thouah it should be
noted that the MCT was chosen bv manacement at SGI and
the MCT is mandated bv recgulation of government for
ICBC. And that's from MPI Exhibit number 34.

For SGI. the Auto Fund has an MCT tarcget
ranage of 75 to 150 vercent based on a twelve (12) month
rollina averaage, thouah it is currentlv less than this
lower ranage. Effective Aucgust 31st. 2013, the
Saskatchewan government avproved a 1.23 vercent fee to
replenish the RSR.

ICBC does not make the MCT for their
Basic proaram oubliclv available. However. ICBC has
confirmed that their outlook MCT for 2014 is 145
vercent. Effective November 2012. if the Basic MCT
ratio is below 100 vercent., the Corvoration must file a
vlan within sixtv (60) davs for the restoration of the
MCT to or above the hundred percent minimum. And
that's from MPI Exhibit Number 34. Again. it is
imoortant to reiterate that the two (2) other
provincial public insurers use the MCT as a minimum,
whereas in Manitoba we are trvinao to use it as a
maximum for capvital adecguacv.

In response to the PUB the Corvoration
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is able to show that the new guidelines for the MCT are
to be effective for MPI on Februarv 28th, 2016. and
will onlv impact the score bv less than 5 percent. And
that's MPI Exhibit 52. Therefore, this should not be a
reason for the PUB to fail to adopt the MCT as an upver
limit this vear.

The benefits of the minimum cavital test
are:

1. Althouoh it is a minimum capvital
test, MPI is vprovosinag to use it as a maximum cavital
test.

2. It is desianed to assess the kev
risks faced bv the insurance industrv., the maioritv of
which are relevant to MPI.

3. It's used bv all other insurers,
includinao SGI and ICBC, and it's established bv OSFI.

4. It assesses the riskiness of assets.
volicv liabilities., and off balance sheet exvosures bv
apvplvinag a consistent set of factors that were aareed
uoon bv a task force of insurance experts.

5. It identifies the risk based on
MPI's current financial statements or current risk
profile.

6. The calculation of the MCT score 1is

completelv obijective, i.e. no judaments reacguired.
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calculate.

Given that MPI 1is provosinag to use it as

a maximum rather than the industrv minimum and 1is

provosinag a hundred vercent. which 1s lower than anv

private insurer has for its cavital adecguacv., MPI

considers that the hundred percent MCT to be a

reasonable methodoloav to calculate the top ranage of

the RSR. Mr. Guimond in his testimonv also suaggested

that MPI would be wilinao to revisit the level of the

MCT to use as the uppver limit in four (4) vears.

(BRIEF PAUSE)

MS. KATHY KALINOWSKY: The time is now.

So., 1in summarv. the Corvoration recommends that the

DCAT be adorted as the method to calculate the minimum

lower level of the RSR. The DCAT exvplicitlv measures

the potential financial impact from the Corvoration's

kev risk factors and produces a minimum or lower RSR

target that 1is directlv related to the Corvoration's

risk level and directlv resvonsive to the purvose of

the RSR.

In other words., 1t is the onlv method

that trulv identifies the risks faced bv MPI and
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produces a minimum tarcet that is directlv related to
the vpurvose of the RSR. It's within the Board's
jurisdiction to avprove what Manitoba ratevavers want:
predictable., stable rates. An RSR ranage established
usina the 2014 DCAT as a minimum and a hundred vpercent
MCT as the uvpver limit will ensure vpredictable and
stable rates. Six (6) vears aago the Board stated.
aguote:
"The Board finds the diveraence of
views between the Board and MPI as to
what should be the RSR ranage not to
be in the vpublic interest and will
attemot to brinag about a consensus on
an RSR ranoe that can be accevted bv
all parties. Board. MPI, and
Intervenors. While the Board will
make the final call on the matter., it
nonetheless vprefers a consensus on
this important issue."
And that was Order 157/'08. The
Corporation resvectfullv submits that after six (6)
vears of workina on the DCAT throuah annual hearinas,
two (2) technical conferences. and numerous direct
communications and exchanaes of information between the

actuaries., that a consensus has been reached between
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the Board and MPIC.

Unfortunatelv., based on a different

viewpolint held bv CAC, based on an economic theorv of

taxation on demand. the consensus hoved for bv the

Board will not be achieved. It is resvectfullv

submitted that the Board. to use its words. aguote.

"make the final call on the manner -- on the matter."

close cguotes. in this hearinag and avprove —-- approve an

RSR ranoe calculated usina the 2014 DCAT as the minimum

and a hundred vercent MCT as an upver level -- upver

limit.

Transfer from competitive lines to

Basic. The Corvoration's board of directors so

stronalv believe in the DCAT. and notina the wvulnerable

financial position of Basic compared to the two (2)

competitive lines of business., that thev are willina to

replenish the Basic RSR.

As indicated in the pre-filed testimonv

of Mr. Guimond., once the PUB and MPI have aaoreed on a

satisfactorv Basic RSR method and minimum tarcget. MPI

will be able to oo forward and make other business

decisions. Basic has sustained unprecedented. in

recent decades, financial losses in the vast two (2)

vears.

The Corvoration, as it has done in the
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vast when faced with siagnificantlv adverse financial

results, 1s willinag to rebuild the Basis RSR with a

transfer of excess retained earninas from its

competitive lines of business. The final amount to be

transferred and the rate of transfer 1is vet to be

determined but will be based uvon the methodoloav and

minimum tarcet in the order forthcomina from this

arplication.

In his testimonv. Mr. Guimond vprovided

further context and details regardina the intended

transfer from the competitive lines to revlenish the

Basic RSR. The commitment is that we want to close the

gap and get to the minimum amount of retained earninas

as aguicklv as vossible and within four (4) vears.

transcript pvages 130 to 131.

The amount to be transferred is

devendent uvon the financial results of the Extension

and SRA, transcripvt vaage 347. MPI will transfer the

lion's share of the hundred million dollars as fast as

vossible prior to the end of the fiscal vear 1f

evervthinag works out. transcrivot 348. The amount to be

transferred will likelv be more than is currentlv in

the competitive lines of business. as there will be

further profits earned this vear., transcriot 348.

It 1s imperative to move forward on the
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DCAT. MPI needs to know where the PUB stands on the

DCAT and the ranae of the RSR before anv monies are
transferred, transcriot vaage 349. TIf the RSR falls
before the PUB-mandated minimum rance of $80 million
and the PUB does not approve the DCAT, then there will
be no transfer of excess retained earninas and the RSR
will remain under the PUB taracet. transcriot paage 351.

This intended transfer of excess
retained earninas from the competitive lines to
repvlenish the Basic RSR is cuite extraordinarv and is a
reflection of concern regardina the current financial
vulnerabilitv of Basic.

Accumulated other comprehensive income.
The PUB has asked what MPI's position is on accumulated
other comprehensive income for rate-settina purvoses
and for cavital adecuacv. The Corvporation's position
is that calculatinao break-even rates based on fiscal
vear net income provides more rate stabilitv than
utilizina total comprehensive income, and therefore we
do not recommend chanaina the current methodoloav.
That's MPI Exhibit number 53.

With regard to the RSR ranage. which is
to protect ratevavers from volatilitv, MPI recommends
including AOCI which bv its nature is also volatile.

Retained earninas plus AOCI ecguates to total eguitv and
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(BRIEF PAUSE)
MS. KATHY KALINOWSKY: Collision
severitv. PUB members will recall the waterfall araph

that was shown earlier in mv presentation in closina

aroguments that wvisuallv shows that of the two vpoint

2243

four (2.4) rate increase souaght., three point nine three

(3.93), so almost 4 vercent. is attributable to the
ohvsical damage claims forecast.

MPI has exverienced hiagher than normal
claims freauencv based on historical averages in three
(3) of the vast four (4) vears. which is caused mainlv
bv poor winter drivina conditions. The Corvoration
does not believe that this recent exverience is
reflective of lona-term best estimate assumptions.

For example, summer collision freaguencv
was trackina at lower than the most recent five (5)
vear averade durina the 2013/'14 fiscal vear. It was
not until December throuah Februarv that the collision
freaguencv increased sianificantlv above historical
norms. Severitv, however, 1is different.

The table below shows the historical

averadge severities and severitv agrowth rates for
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collision revair., total loss. and overall collision
claims as at twelve (12) months. The important vpoints
are shaded there of the 7.6 vpercent chanoe in revair
severitv in the last vear. the 9.7 vercent increase in
total loss severitv, and the 10.17 vercent increase in
total severitv over 2013/'14. 1It's verv. verv
different from the previous vears.

In liaoght of the 10.17 vercent collision
severitv arowth exverienced in 2013/'14, MPI conducted
a detailed investiacation of the underlvina causes of
the severitv arowth bv component. The chart below
shows the breakdown of the increase in collision revair

severitv. There vou have 1it.

(BRIEF PAUSE)

MS. KATHY KALINOWSKY: The chart below,
on the next vaage, shows the breakdown of the 9.7
vercent increase in collision total loss severitv. So
vou have the 1 vercent decrease in salvage return, 8
percent is attributable to increase in Vehicle
Valuation Tool. and smaller amounts in tax increase and
other.

The PUB has heard evidence that the

Corporation has miticated some of this impact bv
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reducina and then eliminatina the cav between black
book and actual settlement values over the vast few
vears. Here we have a chart with the comparison of
averaage black book values versus the actual averaage
total loss claims settlements. and that was spoken to
at some lenath bv both Ms. Reichert and Mr. Johnston.
And another aravh here. the followina
agravh. shows the historical chanages in rates as
compared to the averace annual aorowth of collision
costs over the vast decade highlightina the increasina

spread.

(BRIEF PAUSE)

MS. KATHY KALINOWSKY: The vhvsical
damacge incurred forecast increased bv $26 million in
the 2015/'16 ratina veriod. The maioritv of that
increase is attributable to the significant and
unexpected 10 percent severitv increase in 2013/'14.
The remaininag provortion is attributable to an increase
in the Corvoration's forecasted severitv arowth trend
rate.

The portion of the total 2.4 vercent
rate reaguirement is 3.9 percent for phvsical damace.

As Mr. Johnston stated. when there's a large increase
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in severitv as ver what occurred in 2013/'14. the
forecast has to be re-baselined. Simplv uvndatina the
base collision severitv forecast accounts for the
majoritv of the $26 million increase in the collision
forecast.

Last vear's collision severitv arowth
forecast for 2015/'16 and 2016/'17 was also upndated
from avoroximatelv 3 percent ver vear. and that was at
the 2014 GRA. to 4.5 percent ver vear, and that's in
this 2015 GRA.

The increased trend rate is reflected of
the recent historical exverience. The five (5) vear
average is 4.57 percent per vear. per the previous
table. and the exvectations from the business. And
that's from transcriot paage 671.

For manv vears. the collision severitwv
forecast was verv stable. However., this vear has shown
a auick chanage in arowth and severitv. The increase in
severitv and the chanages in the industrv when -- will
unfold in the next number of vears.

In the meantime., the freaguencv and
severitv forecasts are our best estimate for the
2015/'16 rates based on lona-term results, short-term
large increases. and business insiaght. There is no

evidence on the record to show that this is not the
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best estimate.

Increasing ovhvsical damaage costs. Mr.
Guimond's testimonv was clear on the present and future
siaonificant increases to the collision side of the
insurance industrv.

This was bolstered bv the strona
oresentation of the Manitoba Motor Dealers Association
and Automotive Trades Association revresentatives who
have neagotiated automotive revair labour rates with
MPT.

The PUB heard that US reculation on
agaressive new averadge-mileage standards is resultina
in manufacturers reducina vehicle weiaoht while
preservina safetv and driver amenities. This is
havovenina with the use of complex materials in bodv and
chassis construction. As this trend becomes vpervasive.
the established revair practices inside MPI and the
revalr industrv in Manitoba will be affected.

The scope of the chanage is on par with
the shift to uni-bodv construction and to electronics
two (2) or more decades aco. And that's from MPI
Exhibit number 18.

Evidence was provided that the market
shifts are sustained and pervasive. All OEMs are

embracina the use of complex materials into their newer
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models. This trend will not reverse itself. The
industrv will see a sustained increase in severitv.

The anticivated cost increases due to
more expvensive varts and larager revair dobs when these
tvoes of materials are involved will be material and
will exceed simole inflation rates for cost of arowth
for vehicle repvairs.

The revair industrv will need to invest
in facilitv chanaes. new eguipment. and more extensive
staff traininag to handle the advent of these
technoloaies. MPI, workinag with the revair industrv in
Manitoba. must find a balanced avoroach to avoid these
verv real impacts to the overall collision revair
costs. and consecauentlv the rates Manitobans vav for
Basic insurance.

The Corvoration intends to offset
savinas in other areas in vohvsical damaced based on
imorovina efficiencies and better use of resources to
offset this exvected cost arowth.

Cost arowth in revairs needs to be
miticgated bv cost savinas in other areas such as --
that the overall costs are in line with stable and
predictable rates. And that's all taken from MPI
Exhibit number 18. Some of this is alreadv manifestina

itself in current rates., and it'll be evermore present
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in future rate avvlications.

In his closina aroument. CAC araued
that:

"The collision claims forecast is
clouded bv the chanage in forecastina
methodoloav."

And then identified an extremelv minor
anomalv that occurred for two (2) months and was
immediatelv rectified. This avppeared to be an attemot
to cast doubt on the reliabilitv of the collision
forecast.

Evidence shows that the increase in PD
is because of the new baseline. includina the latest
actual of the vast vear. which had a 10 percent
increase in severitv.

This is the exvlanation of the chanage in
the forecast and leads to the maioritv of the 3.93
vercent PD increase in the rate avpplication. The
collision forecast is completelv solid. and it does
include the most up-to-date loss experience.

I would suagoest mavbe this mioht be a
voint for a break, if that's all riaoht.

THE CHATIRPERSON: Yes. Whv don't we

take a ten (10) minute break. Thank vou.
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-—-- Upon recessinag at 2:42 p.m.

—-—— Upon resumina at 3:05 p.m.

THE CHAIRPERSON: Well., I think we're

all back and readv to move forward. Ms. Kalinowskv,

would vou like to continue with vour closinag arcguments?

Thank vou.

MS. KATHY KALINOWSKY: Yes. thank vou.

I'd also like to acknowledae two (2) individuals that

are in the audience over there. We have two (2) of mv

colleadgues, vice presidents. Christine Martin 1s the

vice president of Service Operations. and Brad Bunko is

the vice president of IT and our chief information

officer at the Corvoration. So thev've come to watch

and see what unfolds and what occurs at the PUB. So

welcome to them.

I did want to oo on and speak about the

PIPP reserve review. And the prior vear -- accident

vears, weeklv indemnitv ultimate loss estimates were

increased significantlv in the October 2013 avvointed

actuarv's revort. The increase was caused mainlv bv a

review of all existina PIPP claims reserves, which

resulted in sionificantlv more case reserves beina

added than exvected.

This was subiect of lenothv criticism bv
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CAC. MPI can indicate it is benchmarkina and. indeed,
the current results are even better. Importantlv,
since we are here for the 2015/'16 rates. we have not
assumed that the negative exverience of the PIPP
reserve review will be reveated. Instead. the
assumptions have rev -- reverted to normal in both the
forecast and the claims liabilitv review, which is what
is important for prosvective rate settina.

Rate-makinag princivles. The Corvoration
states that throuaoh twentv-four (24) vears of these
proceedinas, it has established rate makina and rate
settinag on a consistent basis that is actuariallv sound
and statisticallv based. Rate makina is done on this
basis as set out in the actuarial statement of
princivles. Rates are. and have been predicated. on
what i1s actuariallv sound and statisticallv based.

The Corvoration would urace the Board to
not deviate from this basis after two (2) decades of
hard work. effort to achieve rates that adhere to this
actuarial standard. and are reasonable. not excessive,
nor unfairlv discriminatorv.

Motorcvcle rates. MPI has applied for a
6.6 percent decrease in motorcvcle rates. One (1) of
the main drivers behind the observed rate chanaces is

the forecasted increase in interest rates, which lowers
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forecasted investment income. and forecasted PIPP

claims costs. This forecat (sic) res -- forecast

results in a more favourable outcome for classes where

PIPP is a siaonificant compoonent of the class's total

claims costs, like motorcvcles, where avpproximatelv 85

vercent of the total claims cost is PIPP. Motorcvcles

have also exverienced a decline in loss costs for the

vast three (3) vears.

For rate stabilitv purvoses, all

motorcvcle PIPP claims costs are averadged out over ten

(10) vears. So even thouaoh the past three (3) vears

have seen favourable loss experience for this class.

agiven i1ts small number of unit holders. accomvanied bv

the volatilitv in their claims historv., MPI stronalv

believes that a ten (10) vear historical period

continue to be used for rate settina.

There 1s sionificant variabilitv in the

historical loss ratios for the motorcvcle majior class.,

agiven that avrroximatelv 85 percent of the claims costs

are for iniurv claims. and more than half of these

costs are from a small number of serious loss

incidents. The Corvoration sets rates for motorcvcles

consistent with all other classes of vehicles, in that

the historical loss experience of the class is used to

determine future rates.
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The Corvoration acknowledaes that there
was a siagnificant re-evaluation of PIPP claims in 2010,
which changed both the vproiected motorcvcle loss costs
and motorcvcle rate indication on a co-forward basis.
However. despite the sionificant chance in the forecast
-- in the PIPP forecast. motorcvcles still have a
historical loss ratio that is sliohtlv hiagher than that
of private passenager vehicles.

MPI Exhibit Number 67 was provided to
demonstrate how the indicated motorcvcle rate decrease
of seven point three (7.3) was revised to 6.6 percent
after avvlication of the exverience adiustment rules.
i.e. the rate chanoe cavppinag rules. These lona-
standina cavvina rules are vart of the PUB avpvroved
rate-makinag methodoloaies and avplv to all vehicle
classes. The rules have been put in vlace to control
rate shock.

The same rules were in place when
motorcvcle rates were increasina siagnificantlv in prior
vears. Further., all motorcvcles that are affected bv
the experience adiustment cap are alreadv receivina a
rate decrease in excess of 10 percent. The Corvporation
has seen no evidence to supvort chanoina the existina
rate cavpoina rules.

Deductible. There was guite extensive
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aguestionina about the vossibilitv of increasina the
dedu -- deductible. This is a decision of the
Government of Manitoba. as it's contained in the
reaoulations. And since that decision has not been made
bv government, it's not relevant for the 2015/'1l6
rates.

Overatina expvenses. The Basic averaage
total exvenses for the 2015 ratinag veriod are 214.1
million, a difference of 7.4 million over the 2014
ratinag veriod, $206.7 million. It is important for the
PUB to note that $4 million of this increase is due to
an increase in the overall exvense allocation to Basic
due to hiagher claims incurred in 2013/'14 and the
balance is due to the mix of imorovement initiatives.
The increases are not due to hicher corvorate
expenditures.

Normal operatina exvenses are incurred
to manace the dav-to-dav overations of the Corvoration
and exclude initiatives. The slide below indicates the
vercentacge decrease and increase in normal overatina
expenses for Basic. Importantlv, for the vear of the
application, 2015/'16. the increase in normal overatina
expenses 1is less than inflation. at 1.3 percent.

I provided a chart there that shows for

the vear of the avvplication, 2015/'16, it 1is indeed 1.3
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vercent, and the followina vear., 2 percent.

Normal overatina exvenses are not the
kev driver of the reaguested rate increase. The Basic
averadge normal overatina exvenses forecasted in the
ratina vears 2015/'16 and 2016/'17 is two hundred and
eiaght (208) -- or sorrv., 200.8 million. revoresentinag an
increase of 1.3 vpercent and 2 vercent resvectivelv.
These vear-over-vear increases are at or below a CPI of
2 vpercent.

You heard Ms. Reichert indicate that MPI
is containina overall increases in normal overatina
expenses desvite previouslv neagotiated contractual
commitments for salarv increases of 4.5 pvercent. And
that's transcriot paage 689.

You have here a slide of the
compensation exvenses. Basic share. And it shows the
increase of five point two-seven (5.27) for the vear of
the avplication. followed bv three point six-six
(3.66). the other vear of the ratina avo.

She explained whv compensation expense
fluctuates. There's four (4) main reasons. There's
the aeneral waage increases. These are necotiated based
on the mandate provided bv the Province of Manitoba.
There's chanages in the number of staff emoloved. The

chanoes are due to movement on scale. steps on scale,
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and 1ob classification chanaes. And there's chanages in
benefits., both cost and tvpe.

Ms. Reichert testified as to the details
of how each component is managed or is due to the
collective aareement that's alreadv in volace. That's
transcrivt vage 690 to 695. While the number of staff
mav have increased sliaghtlv, there is an increase in
insured vehicles over this veriod too., therebv causina
more work.

We have a breakdown here on this next
slide of compensation over the last four (4) vears and
what it is attributable to. The GWI is general rate --
wage 1increase. It has the dollar amount and the
averaage and compounded amount bv percentacge. Benefits.,
mainlv pension, are the kev driver of the compensation
increase as per above.

And in the next slide. for the next
three (3) vears. because those were the vast three (3)
vears. the next three (3) vears. so includina the vear
of the avplication. benefits continue to be the kev
driver of compensation increases.

With resvect to the vacancv allowance.
Ms. Reichert testified that MPI is forecastina to keeo
more positions vacant in 2014/'15 as vart of the hirina

freeze that the Corvoration had kept vacant in the
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previous vear. Furthermore. the vacancv allowance will
increase acgain in each of the two (2) vears thereafter.
Transcriot vaace 924.

Over this three (3) vear veriod. the
vacancv allowance plus actual reduction in permanent
FTEs is a savina of $1.8 million. That's transcriot
vaage 925. This is the ecguivalent of reducina the
comoensation forecast bv an additional thirtv (30)
vositions. And that's transcriot vaace 951.

While it is true that the Corvoration
has not identified the svecific positions to eliminate.
it has reduced the forecasted compensation exvense in
the ratinag period bv the thirtv (30) FTEs referenced
above. The Corvoration takes seriouslv its
responsibilitv to provide excellent service to
customers while controllinag overatina costs. Various
cost containment initiatives have been implemented.

There's a cost containment initiative in
institutinag a hirina freeze, excludina front line staff
where anv other vositions that become vacant must be
reviewed on a case-bv-case basis with -dustification
provided in order to be allowed to fill the vosition.
This has alreadv vielded a savinas of $1.1 million in
addition to the budaeted vacancv allowance for

2014/'15, and that's in MPI Exhibit number 29.
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The PUB heard evidence that the work of
the cost containment committee will be embodied in the
budaet process for 2015/'16. That committee with
representatives from each division identifies areas
where thev mav be able to reduce the recuirements from
the budaet cguideline which alreadv is taracetina a less
than inflationarv increase for Basic normal operatina
expenses of 198.8 million. And that's from transcriot

vage 941 and MPI Exhibit number 37.

(BRIEF PAUSE)

MS. KATHY KALINOWSKY: We notice what
avpears to be a contradiction in the vosition of CAC
with regards to consultants. On the one (1) hand the
CAC verv stronalv obiected to the Corvoration's use of
consultants. It states that:

"External consultants avppear
untouchable."

These consultants produce a tanaible

2258

product for the Corvoration. but the CAC finds that not

chanagina the budaoet for these consultants as difficult

to fathom. The CAC criticizes the Corvoration for lack

of cost containment. However, the CAC wishes MPI to

hire consultants to conduct an indevendent review of
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the management and oversiaoht of PIPP claims in the wake

of BI3 initiative., and wants to hire -- or MPI to hire

consultants to follow up in the MNP revort.

MPI is to hire consultants to update on

the cost effectiveness of the driver's education

proaram within a reasonable time veriod. includinag a

follow upr to the 2014 AAA studv. even thouoh the

current driver education proaram is goina to be

substantiallv chanaed.

These revorts cost a sionificant amount

of monev, a lot of time. and resources of staff at MPI.

Furthermore. these are dust a few of the CAC

recommendations for review that touch on opverational

matters., whether road safetv., PIPP claims manadgement,

or phvsical damacge costs.

The Corvoration continuouslv manacges all

operatina, maintenance. and cavital expenditures. MPI

believes it has shown in the evidence. both written and

in oral. that 1t makes these exvenditures with the

aprprrovrriate dearee of fiscal prudence whether it is

staff numbers, compensation amounts., benefits, data

processina, or postaage. The test 1is whether the

expenditure 1is a positive contributor in the

Corporation's value ecguation.

In summarv., there is simplv no basis for
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the allegation that the management of overatinag and

claims costs is neither reasonable nor prudent.

Operatinag exvenses are not the driver of the reguested

rate increase.

Carital expenditures. There are two (2)

kev tvoes of cavital exvenditures incurred bv MPI in

the deliverv of the Basic proaram. There's the

administrative cavital. includinag vhvsical proverties.

and cavital associated with proiect implementation.

The table below shows -- shows Basic's

share of cavital exvenditures over the next five (5)

vears. If vou just look at the bottom line there. the

total capital expenditure is 33 to 38 million., and then

it starts goinag down., 32 million, 27. 26, 20 million.

The pattern of exvenditure confirms

MPI's commitment to cost containment. Cavrital

expenditures are forecast to steadilv and sionificantlv

decline throuchout the forecast period. This reducina

capital investment will ultimatelv translate into lower

amortization and depreciation costs as related proiects

perceive -- proceed throuach their life cvcle.

The majior initiative over the next few

vears 1s the phvsical damage reenaineerinag proiect that

will deliver and orchestrate the imorovement of the

full cvcle of vhvsical damace claims management
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services 1n vartnership with the extended revair

industrv to meet the evolvina needs for cgualitv.

safetv, cost control. and service.

The claims administration process will

strive for a seamless intervlav with the various

incident touch vpoints bv leveraogina technoloav., and

stavinag abreast of new and emeraina technoloagies,

tools., and processes., and implementina these when

prudent and appropriate, resultinag in convenience to

the customer. Once completelv intimum -- implemented

in 2019, the phvsical damage re-enagineerina proaram

will contribute more than a $13 million reduction in

2261

costs, includina almost $10 million directlv related to

reducing claims costs, which 1s offset bv $5.3 million

in increased operatina costs.

(BRIEF PAUSE)

MS. KATHY KALINOWSKY: The PUB incuired

at the hearina whv the IT costs of MPI are hiagher than
its comparators. Mr. Guimond testified that: 1) the
revenues of MPI are $1.3 billion., a much higher amount
than the $1 billion on the financial statements when
vou include the funds collected on behalf of the

province for reagistration fees and taxes. IT

DIGI-TRAN INC. 1-800-663-4915 or 1-403-276-7611
Serving Clients Throughout Canada




PUB re MPI GRA 2015-16 11-14-2014

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

2262

infrastructure is in place to collect and remit such
monies to the vprovince.

Under the Gartner framework, a companv
with revenues of around $1.3 billion should not have an
IT svend exceedina $60 million. And since MPI's is
around $45 million., it's $15 million less than the
industrv expvectations.

Number 2. Unlike a private sector
insurer, the goal of a Crown Corporation is not to
maximize revenues. With the lowest rates in Canada.
when IT costs are examined as a percentage of revenues,
MPI's score will avppvear less favourable.

Number 3. MPI revenues per emplovee are
approximatelv two hundred thousand dollars ($200.000)
than the industrv averadge. As a break-even
organization., MPI has concentrated on keevina claims
incurred costs low. and conseguentlv., revenues are
lower as well. In order to accomplish this, MPI has
utilized an IT-intensive avpvoroach.

4. MPI has also embraced a distributed
estimate -- distributed enterprise model wherebv it
embeds itself from a technoloav versvective into its
business vartners. whether it's brokers. alass revair
facilities throuah eGlass. or auto bodv revair showvs

throuoh vhvsical damage reenagineerinag to ensure the
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lowest rates and highest coverage in Canada. And

that's from transcrivt paoges 290 to 295.

Gartner Consultinag has also been engaaged

for several vears to provide IT reviews and

benchmarkina. The CIO scorecard shows evidence of

imoroved benchmarkinag results in two (2) kev areas: an

increase i1in the IT spend as a vercentadge of revenue

ratio from 7.6 vercent to 7.2 pvercent: and an increase

in the IT maturitv ratinas from three vpoint zero-two

(3.02) to three vpoint two-zero (3.20).

Achievinag improvements 1n both these

metrics is noteworthv and demonstrates that MPI has

adoprted the correct avpproach in manaaginag its IT. The

IT maturitv ratinas act to evaluate the effectiveness

of the IT oraanization to deliver the needs of the

business. We've provided there a svnorsis of the

metric —-- some of the metrics from the Gartner revort.

The increase 1n the overall maturitwv

ratinas demonstrates the effectiveness of MPI's IT

organization in both suprortinag and executina business

regulrements. Moreover, it confirms that MPI has

ensured that IT governance efforts are focussed on

capturinag benefits realization from its IT investments

in the form of lower opberatinag exvenses.

Remember that Gartner has several vears
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in a row made the analoav that the IT svend at MPI was

hicgh because it was fixina the twentv (20) vear-old

roof. The roof is now revaired. and the IT forecasts

show that MPI is movinag into more stable IT cavital

expenditures.

There are two (2) areas that MPI is

imorovina in: IT FTEs as a vpercentage of companv

emplovees, from 18.4 percent to 17.2 vercent: in-house

IT emplovees versus consultants ITE -- or IT FTE. which

has moved slichtlv from 37 to 36 percent.

This hicher consultant ratio is

reflective of the number of significant IT initiatives

undertaken. However, MPI will be monitorina its

outsourcinag and contractor usacge levels, and takes

precautions to ensure avppropriate knowledoe transfer

takes place so internal resources can be used once its

environment stabilizes.

Similarlv, the hicher IT FTEs should be

considered within the context of the overall entervprise

sourcinag strateav and future state obiectives. Hiogher

IT staffina levels mav be reauired until these

initiatives are complete.

Finallv, MPI will aracue that the claims

expense per reported claim is one (1) of the most

imoortant benchmarkinag metrics. In this metric, MPI
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reports two hundred and sixtv-three dollars ($263) of
claims expvense ver reported claim. compared to the
Canadian Personal Auto Group of eiaght hundred and five
dollars ($805)., the Canadian Benchmark Group at nine
hundred and thirtv-nine (939), and the US Personal Auto
Group of five hundred and fortv-five dollars ($545).
The bench -- that's taken from the benchmarkina. Volume
II. paage 9.

This means that. includinog expenditures
on IT. MPI svends sionificantlv less handlinag revorted
claims than others in the industrv. All IT
expenditures have been necessarv. prudent. and

reasonable on behalf of the Manitoba ratevavers.

(BRIEF PAUSE)

MS. KATHY KALINOWSKY: Road safetv and
loss prevention. Bike Winnivea noted the issue of the
Corvoration's role in road safetv has been before the
Board for a number of vears. I note a difference in
how this role was articulated bv Bike Winnivea and CAA
(Manitoba). CAA Manitoba apvears to understand from
last vear's hearina that MPI has a road -- role in road
safetv, but that the bodv with ultimate resvonsibilitv

for road safetv is the government.
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However, Bike Winnivea apvears to
believe that bv movina -- removina the words, cuote.
"research or educational." end cguote. from Section
6(2) (h) of the MPIC Act. the Corvoration now has
responsibilitv for road safetv in Manitoba. Bike
Winnivea is concerned that the Corvoration is ianorina
the social costs of accidents in favour of return on
investments. This is not the case.

The Corvoration's vosition has been
consistent. It has a role in road safetv. and it can
contribute to safer roads. But it is not the bodv
ultimatelv resvonsible for road safetv in Manitoba. As
such., the Corvoration cannot implement a Road Safetwv
Proaoram as broad as Bike Winnivea would like. As CAA
Manitoba understands. this resvponsibilitv rests with
agovernment.

MPI does have a role in road safetv. of
course. Evervone aagrees that the Corvoration should do
what it can within its -durisdiction to improve safetv
for Manitobans usina the roads. Messaoina against
drinkinag and drivina. sveed., distracted drivina., and
educatinag vouna peovple for safe drivina and other
safetv proorams are the richt thino to do. Whether
there is optimal swvendina on these and other safetv

proaograms 1s an 1issue the Board has asked the
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Corporation to consider. Evervone wants to ensure that
the avporooriate amount of monev is spent on the
appropriate proarams.

Ideallv., the Corvoration would like to
repvort that 'X' dollars was svent on proagram 'Y', and
the result is 'Z'. And based uvon 'Z', an assessment
can be made as to whether the monev spent was optimal -
- ootimallv used. This is what the Corvoration
understands the Board was lookina for in Order 151/'13.
Unfortunatelv. with resvect to road safetv., it's not so
simople an ecuation.

It is impossible to measure the
immeasurable. As Mr. Guimond said, We will never know
how manv children were not hit bv a car on Halloween
because thev were -- because thev were wearina a safetv
flasher. It would be immenselv satisfvina to be able
to point to a particular child and sav that she is
alive todav because she was flar -- wearinao the MPI
flasher, but MPI -- but people do not revort accidents
that do not havven.

There is the temptation to measure
effectiveness bv proxv. Compare the differences in
accident numbers and costs that occur after a prooram
is implemented to baseline data. Althouagh this is

vossible, the measurements mav have limited or no value
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in assessinag the effectiveness of a varticular proaram.

agiven the vast amount of wvariables that can influence

such results.

For example. the number of accidents

involvina vouna drivers between the ages of sixteen

(16) to twentv-five (25) mav go ur or down one (1) vear

to the next. irresvective of the cgualitv of the hiah

school driver ed proaram. Possible factors affectina

the number of accidents could be weather, the price of

agas. or the emplovment rate of vouna vpeovle. One

cannot make a direct correlation 1n the measurements.

as the results can be misleadinag both pos -- both

positivelv and neagativelv. These numbers should be

tracked., but care must be taken in intervretina and

relvinag upon such measurements.

The Corvoration is provosina to the

Board a two (2) part measurement for assessinag whether

there is optimal svendinag on safetv proaorams. The

first vart will entail measurina the effectiveness of

its road safetv proarams aloballv under the headina of

loss prevention.

Because of our mandate and all the

mvriad of different reasons causinag losses and because

of the underlvinag safetv message interconnectinag manv

proaorams, the Corvoration believes that the success of
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its initiatives should be based uvron the alobal impact

of the vproarams. Therefore., the dollar spvent versus

dollar saved will be measured at the alobal level of

all loss prevention proarams.

Individual proarams will continue to be

measured for whether thev met the aoals of that

varticular vrodaram. For example., there are veovle who

will never drink and drive. others who do drink and

drive, and there's manv who micht be tempted. A

varticular 'don't drink and drive' campaion mav or mav

not changoe a verson's behaviour., but over time.

cultural chanae occurs.
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As such., success of a vparticular proaram

should be based on si -- svecifics about the vproaram.

Did it catch veople's attention? Did the mess --

messadge resonate? Was it delivered to the avvropriate

audience? This would be the criteria for determininag

success.
How safelv Manitobans use our roads is

cultural. Improvina the safetv culture is a lona-term

endeavour. Measurinag the optimum use of safetv proaram

fundino must be based uvon the understandina that the

cgoal 1s to achieve societal and cultural chanaoe. One

(1) proagram does not chanage a culture. But aloballv,

number of proaorams can shift attitudes which. in turn.

a
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can change culture, and that's what needs to be

measured. The challenoge is how to measure this optimal

use. The Corvoration has put forward what it believes

is reasonable and is seekinag the Board's feedback.

(BRIEF PAUSE)

MS. KATHY KALINOWSKY: The role of the

Intervenors at the PUB hearina. A takeawav for the

Board to consider is the future role of some of the

Intervenors at GRA hearinas and what 1s the best wav

for relevant information to be broucht before the

Board.

The Board heard from the Intervenors on

numerous occasions of the good cooverative and

collaborative relationshivs that Bike Winniveda.

Recvclers., CMMG., and CAA have with MPI. MPI works with

each of the organizations and aroups on operational

matters. The relationships are agood and are valued bv

the Corvoration. But the Board has witnessed cross-

examination into overational matters and saw that 1t

was not verv effective.

The Board also witnessed an alternative

aprproach taken bv other Intervenors and presenters.

You saw the IBAM, the Manitoba Motor Dealers
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Association., and the Automative -- Automotive Trades
Association. I believe the Board found these
oresentations verv informative and useful.
This leads one to ask: Is the nature of

cross—-examination the prover wav to discuss and work on

and improve overational matters? Does a cross-

examination of overational matters discussed between

the Corvoration and Intervenors helvr the Board aporove

rates?

The Corvoration submits that the

response is, no, and encourades all its business

vartners to work collaborativelv with MPI throuchout

the vear on the overational matters.

(BRIEF PAUSE)

MS. KATHY KALINOWSKY: So finallv,

conclusion. The Corvoration stands bv its application.

First, that premiums charged with resvect to compulsorv

driver and vehicle insurance., rates for services are

effective March 1st., 2015.

There would be a 2.4 percent overall

Basic in —-- insurance rate increase effective March

1st, 2015.

Number 3) an RSR rebuildina fee of 1
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vercent on each Basic Autovac premium effective March
l1st. 2015.

4. A minimum lower RSR taraet of $194
million in retained earninas based on the result of the
2014 DCAT.

5. A minimum or lower RSR taraet of 213
million in total ecuitv based on the results of the
2014 DCAT recommended bv MPI.

And 6) a ranae above the recommended
minimum RSR taraget based on the minimum DCAT amount
with the upper ranoge based on the hundred percent MCT
value.

With regard to the second vpoint, MPI
reiterates the suagagestion made bv its CEO that the PUB
mav wish to allow the 3.4 vercent in rates and remove
the RSR rebuildina fee.

Indeed. agiven the most recent forecasts
as contained in MPI Exhibit number 69, the PUB mav see
fit to provide an even -- even hicgher rate increase
than 3.4 vercent., devendinag uvon their assessment of
the interest rate risk that ratevavers are willina to
acceont.

The DCAT is indeed readv to be adooted
bv the PUB to establish the minimum level of retained

earninas. The DCAT will wvarv somewhat everv vear,
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agiven the underlvina adverse scenarios and MPI's

financial condition. MPI is willinag to review the 100

vercent MCT 1n four (4) vears to provide the Board with

comfort that this upver limit is not cast in stone.

This avvlication 1s unicue in that the

MPI board of directors has communicated its pvlan to

transfer excess retained earninas from its competitive

lines to revlenish the RSR. Of course. this is

conditional uvpon knowina that minimum retained earninas

are prescribed bv the DCAT results. Then the board of

directors can be confident in ensurina that Basic 1is

financiallv viable with adecguate levels of capvital. and

therefore can establish the amount of monev to be

transferred.

Contrarv to the CAC recommendation to
oppose a —-- impose a 2.75 percent overall rate chanae
agiven their verceived lack of MPI -- their perceived

lack of MPI's cost control. MPI has provided strona

evidence that the operatinag expenses are not the main

driver of the rate increase, and that MPI is

controllina these in anv event.

MPI has expvlained that risina ophvsical

damacge costs attributed to chanages in the auto

manufacturinag industrv will be manaced over the next

number of vears to miticate otherwise likelv premium
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increases.

So in closina. I would like to sav that

MPI submits it has satisfied the onus that its rates as

arplied for are -dust and reasonable. and reaguests that

the PUB avpprove them. The Corvoration has placed

sufficient evidence on the record for the PUB to

approve the rates.

It is critical for the Corvoration to

receive the order bv December 1st., 2014. This 1s due

to reguired svstem chanaes. draftina of a new

recgulation of certificates and rates bv Leaislative

Council. there have to be two (2) avpprovals bv Cabinet.

And keevinag 1in mind that the first notices to customers

for vavment of premiums and the renewals occurs on

Januarv 15th., so that's fortv-five (45) davs prior to

the March 1st. 2015, effective dates of the rates.

So that's some of the context as to whv

we need the rates -- the rate order bv December 1st.

Of course, I didn't put in there that there's holidav -

- holidav time, of course, beinag a verv important

period for manv peorle at that time of the vear.

With that, I would like to thank verv

much the manv peovrle that put a lot of effort into this

General Rate Avpplication. There are enormous amounts

of peovle back at the Corvoration that have svent a lot
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of time vputtinag together this application. I'd 1like to

thank the witnesses that vou see. There's the vpeovle

that come in for the back row. I'd 1like to thank Board

counsel, the advisors for their helv. the court

reporter, and the Intervenors alwavs provide a

verspective that keepns MPI on its toes. and vou can

alwavs sav that the -- the hearinag process improves

with the interventions.

And I would also like to thank the Board

members verv much. And now i1t gets wverv busv for vou

aguvs, so thank vou verv much.

THE CHAIRPERSON: Thank vou verv much.

Ms. Kalinowskv. We have some cguestions from the vanel.

and I believe we're goina to start with Mr. Gosselin.

MR. REGIS GOSSELIN: Yeah., I guess -- 1
do, and I -- and I -- and mavbe dust in a formulation
of vour reguest, and -- and it has to do with the

dichotomv between 3.4 vpercent of rate increase versus

two point four (2.4) rate increase plus 1 percent.

So on the one (1) hand vou're savina,

Approve the rates as apvlied for. and then on the other

hand, Let's go with three point four (3.4). So I --

I'm havina trouble with that. but I think I understand

clearlv that -- that MPI is seekina 3.4 percent based

on the comments that I heard from Mr. Guimond. And
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that's -- that's mv assumption. notwithstandina the

fact that we have a bunch of material before us that --

that was based on a two point four (2.4) plus 1

vercent.

So -—— so I'm not --— I -- I understand

the dilemma vou're facino in terms of -- but from our

standpoint, am I correct in assuminag the recguest is 3.4

vercent of a rate increase?

MS. KATHY KALINOWSKY: Yes, it is. I

was beina verv technical and verv lawverish bv savina

2.4 vercent as avvplied for. recoanizina that there was

no formal amendment to the avvlication.

MR. REGIS GOSSELIN: Now -- now the --
the discussion around the -- the DCAT. I guess I'm
trvinag to situate the comments -- the -- the offer that

was made bv MPI of the actuarv actina on behalf of PUB
to hold the ven. So., vou know., the avo -- the material
before us todav sugaests. accept the DCAT. But we
haven't completed the work that relates to the holdina
the ven offer.

So could vou agive me vour comments about

that?

(BRIEF PAUSE)
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MS. KATHY KALINOWSKY: Thank wvou. It's

alwavs difficult to provide areat responses on verv

technical aspects., but. vou know, it's -- vou're --

vou're askinag about the vass the pen to Pellv avpvoroach

versus accevnt the DCAT now, from what I understand of

vour guestion.

And I can sav that all the reguests that

were made in that DCAT suvrer-undertakina be --

responded to several of the recguests alreadv. And Mr.

Johnston on the record I believe has made the case that

this 1s the information that's alreadv been provided in

the resvonse to this super-DCAT undertakina that the

PUB needs to make its decision on the DCAT.

There are other items still outstandina

that he's acknowledaoed. And those will be vprovided

over the next vear. but thev are not goina to

materiallv chanoe the result of the 2014 DCAT.

We want to verv much encouraage the

adortion this vear of the DCAT. It's been five (5)

vears. You asked the cguestion vesterdav of Mr.

Williams about., vou know, Are we ever cgolnag to get to

the end of the DCAT. was the thrust of vour aguestion.

We think that we are there riaoht now.

The DCAT is alwavs goina to improvements to it.

There's adverse scenarios. Those will chanaoe everv
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vear as new risks are identified. and indeed those

risks cuantifv differentlv over time. There are --

it's based on the financial situation that MPI is

currentlv is.

So we think that the pass the vpen to

Pellv approach is goinag to be an ongoina approach that

occurs over the vear. and so that when Mr. Johnston

next vear is vputtinag forward some adverse scenarios and

includinag different tvoes of -- of data. he can pick up

the vhone and sav. Okav. vou know. Brian., what's --

what's up with this? What's up with that? and aget to

more of a finalization and an improvement over time.

But at this stace. we're verv much

thinkinag that the DCAT is not goina to chanae based

upon anv of those information that was reaguested in

that DCAT suvrer-undertakina. and that it's verv much

the time 1s now to go with the DCAT.

MR. REGIS GOSSELIN: Now. there -- I

want to challenage one (1) of the statements vou have in

vour -- 1in vour closinag arguments, and that's on paage

42. Pace 42, which is the discussion around MCT as the

upper ranage of the RSR. And the statement there is,

There 1s consensus on the opurvose of the RSR. And I

would venture to sav that there isn't consensus., based

on what I heard from Mr. Williams vesterdav.
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In other words., he's savina the RSR was

desiagned for a certain set of events. cer -- certain --

was a certain construct., and -- but the -- the wav in

which it's actuallv verformed is that it's been used as

the rainv dav fund for all kinds of events that

influence income of MPI -- the net income of MPI. So.

in other words, if vou have a bad vear., vou know, the

RSR is taken down to cover off the bad vear. So in

realitv, the RSR functions dust like reaular retained

earninas.

And so to what extent are we served bv

havina a -- a RSR construct. wvarticularlv in the face

of the evidence that we heard from Mr. Williams that

consumers don't understand what an RSR is? Thev

understand retained earninas., but thev don't understand

RSR. So I'd like to hear what vou have to sav about

that.

(BRIEF PAUSE)

THE CHATIRPERSON: Excuse me. This is
to the MPI vanel over there. If vou would like to dust
give us somethinag in writina when -- vou know, later,
that would be -dust fine. You don't have to be -- svend

a lot of time develovinag a position at this voint. We

DIGI-TRAN INC. 1-800-663-4915 or 1-403-276-7611
Serving Clients Throughout Canada




PUB re MPI GRA 2015-16 11-14-2014

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

2280
would avppreciate that.
MS. KATHY KALINOWSKY: Yes., we'd like
to verv much realize that this is somethina extremelv
imoortant and -- for the Public Utilities Board and for

the Corvoration. So there's lot of input. You saw a

lot of flurrv of activitv. et cetera. veovrle handina

notes and so on like that. so we verv much welcome the

opportunitv to get somethinag in verv aguicklv. Thank

vou.

MR. REGIS GOSSELIN: Now., I wanted to

talk about the duration mich mas —-- duration mismatch

issue. And verv svecificallv. the concern I have 1is

around the continuinag vosition that MPI 1s in. where

vou still have a one (1) vear mismatch.

And based on the evidence that I've

seen., vou're much more affected bv a drov in rates than

vou are bv an increase in rates. In other words., 1f

vou're duration mismatched the wav vou are. vou end up

losina more monev in a droo in -- 1n a —-- 1n a 1nterest

rate environment where rates are drovvina than vou are

i1f vou're in the other environment., where rates are

increasinag.

So —-- and I guess the other piece that

is related to that is because of the duration mismatch.

there was a statement made bv Mr. Williams that vou've
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lost hundreds of millions of dollars over the vears

because of this mismatch. and I think that's a

statement that needs to be addressed bv MPI. It 1s on

the record. and I'd like to hear what vou have to sav

about that.

And I think his statement was related to

the fact that we've been in an environment of drovpvina

interest rates. successive drops in interest rates over

the last five (5) to six (6) vears. and the duration

mismatch is not workina in favour of MPI.

I fullv realize that. vou know. vou

weren't trackinag this until a few vears aco. but now

vou're 1in a situation where I heard Mr. Guimond sav.

vou know, Rates are not goinag to go up. and vet vou're

savina, Let's wait for a studv before we make a

decision. So I'd like to know what vour -- whv vou --

vou're clinaginag to that duration mismatch issue.

(BRIEF PAUSE)

MS. KATHY KALINOWSKY: Thank vou for

vour aguestion. We understand it's with reagards to the

duration matchinag and the continuina vosition of MPI

with retainina the plus or minus one (1) vear mismatch

and, of course., as vou stated correctlv, that we're
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more affected bv a droo than an increase.

We'd would like to state that. ves., in
the past when interest rates declined. then we were at
plus or minus two (2) in duration. Since that time
when we started to analvze it and monitor it. we've
gone down to plus or minus 1 percent in our investment
volicv statement -- one (1) -- one (1) -- sorrv., plus
or minus one (1) vear in the investment policv
statement to mitigate this as we do the studv.

The studv is currentlv beina done.

We're expvectina it. There's testimonv from. I believe,
Ms. Reichert savinag that it's goinag to be done bv the
end of this vear, meanina calendar vear, so it's
December. It's within. wvou know. a -- a month that
it's coina to be done. We are goina to be lookina at
the entire strateav then. and executina uvon it at that
voint.

And finallv, we did take a hit. so to
speak. when interest -- on the -- on the wav down. so
to speak. and we'd like to benefit when the interest
rates do increase, so we're continuouslv monitorina it.
We think we are on the cusp of havina somethina
chanaged. 1It's not in time for this hearina,

unfortunatelv.
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(BRIEF PAUSE)

MS. ANITA NEVILLE: The hour is movina
on. so I'll -- I'll trv and be brief. I was Tust
reviewina the closina testimonv of Bike Winnivea and
Mr. Monnin. and I'm struck bv the lack of resvonse bv
MPI that cited -- to the Board order cited bv Mr.
Monnin on road safetv.

You have develoved a new construct of
loss prevention. which is fair enouach in itself. but it
strikes me that there's a areat deal more that has not
been addressed. And it's been oput forward in Board
orders, and perhaps vou're araguina jurisdictional
issues with it., but I think that has not vet been
resolved. and the fact that MPI has not responded to
those Board orders redguires some comment.

It's rather convoluted., I'm sorrv.

(BRIEF PAUSE)

MS. KATHY KALINOWSKY: Bike Winnivea
preven -- presented a lot of different points in its
closina testimonv, as did all of the Intervenors.
Indeed there was. I believe, six and a half (6 1/2)

hours of closina testimonv vesterdav. And I -- in mv
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closina, I resvonded to manv, manv aspects. But vou --

I would aogree that I did not resvond directlv to that

one (1) asvect of Bike Winniveaq.

The lack of resvonse is in no wav.

shave. or form to -- to portrav MPI as dismissive of

it. And -- but I do want to sav that it's our intent

as part of this new construct., this loss prevention

model., which. if the PUB accepts this model. then next

vear we can move forward on a lot of those items in

this loss prevention framework.

We are, of course, administrators of the

vlan on behalf of the Government of Manitoba. and we

believe that we can satisfv some., not all., of PUB's

demands in this loss prevention framework. And it

aglves us more leewav and more latitude. And we will.,

of course. alwavs ensure that we stick within our

jJurisdiction and -- but we believe that a lot of the

thinags can be vplaced in this new construct of the loss

prevention framework for next vear.

MS. ANITA NEVILLE: Thank wvou.

THE CHAIRPERSON: Well, this concludes

the 2015 Manitoba Public Insurance Corvoration aeneral

rate avplication hearina. On behalf of the Board

vanel, I'd like to thank evervone for their cooveration

throuoghout this hearina. This includes the front row
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of MPI, Mr. Guimond. Ms. Reichert. Mr. Johnston. and

Mrs. Kalinowskv. And, of course, the MPI staff behind

the scenes there as well.

Our Intervenors., CAC. CMMG., CAA. ARM,

Bike Winnivea, and IBAM. All the presenters who came.

the associate and actina secretarv of the Board. Ms.

Jennifer Dubois. and our document manacer Ms. Diana

Villeaoas. Our court revorter. Ms. Chervl Laviane. Our

counsel Ms. Grammond, and our -- of course, our

advisors Mr. Cathcart and Mr. Pellv.

I would also like to thank Mr. Guimond

for avvearina throuchout the hearinag process. Your

presence and input has been verv much appreciated.

The —-- the Board also avppreciates the

member of the -- members of the public who took time to

sit in on the hearinag durina the course of the

hearinas. And the vpanel -- djust to let vou know. the

vanel will be meetinag in the verv near future to

deliberate and make our final determinations on the

matters before us.

However, before we devart, I'd like to

extend mv best wishes to evervone for the upcominag --

cominag holidav season.

So that's concludes our hearina, and

enijov vour trips and holidavs and whatever.
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1 MS. ANITA NEVILLE: Travel safetv.
2
3 --- Upon adiourninag at 4:07 po.m.
4

5 Certified correct.

10 Chervl Laviagne. Ms.

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

DIGI-TRAN INC. 1-800-663-4915 or 1-403-276-7611
Serving Clients Throughout Canada



