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 TTC INSURANCE COMPANY LIMITED 
 REPORT NO. 
 
 
 

MEETING DATE: June 21, 2012 
 

SUBJECT:  ACTUARIAL FINANCIAL REVIEW 
 

ACTION ITEM 
  
 
 
RECOMMENDATION 
 
It is recommended that the Board of Directors of TTC Insurance Company Limited (TTCICL) 
receive the attached summary from the Annual Actuarial Report and approve the attached 
Expected Future Financial Condition (EFFC) that forecasts the expected future financial 
condition of TTCICL as prepared by our actuary J.S. Cheng and Partners Inc. 
 
 
FUNDING 
 
Sufficient funds are included in the 2012 TTC Operating Budget. 
 
 
BACKGROUND 
 
Subsection 121(17) of the Insurance Act states that “an actuary of the insurer shall meet 
with the Board of Directors of the insurer or, if the Directors so chose with the Audit 
Committee of the insurer at least once during each fiscal year”. 
 
 
DISCUSSION 
 
J.S. Cheng & Partners Inc. provides an actuarial estimate of reserves for outstanding claims 
for TTC Insurance Company Limited.  As part of the actuary’s duties, J.S. Cheng & Partners 
Inc. prepare an Expected Future Financial Condition (EFFC) on a yearly basis.  The actuary 
will be present to answer any questions. 
 
 
JUSTIFICATION 
 
The actuary meeting with the Board of Directors, on a yearly basis, is a mandatory 
requirement of our insurance company, as set out in subsection 121(17) of the Insurance 
Act. 
 
 - - - - - - - - - - - - 
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EXECUTIVE SUMMARY 

______________________________________________________________________ 
 

This report is part of the annual statement required by Financial Services Commission of 

Ontario (“FSCO”).  The purpose of this report is to provide an opinion on the 

appropriateness of policy provisions for TTC Insurance Company Limited as at December 

31, 2011.  The standard of materiality used in this report is $685,000, the same as last 

year. 

 

TTC Insurance Company Limited (hereafter referred to as “the Company” or “TTCICL”) is 

a provincially registered insurance company whose main purpose is to provide liability 

cards to the vehicles operated by the Toronto Transit Commission.  Starting in 2007, the 

Company issued two annual OAPI policies to three named insureds: Toronto Transit 

Commission, Toronto Transit Infrastructure Limited (formerly Toronto Transit Consultants 

Limited) and Toronto Coach Terminal (collectively referred to as the policyholder). 

 

The Company does not have ceded reinsurance agreements.  However, the named 

insureds have excess limit insurance coverage of $95 million xs $5 million per occurrence 

for both auto and general liability.  This excess insurance does not apply to no-fault 

claims. 

 

By way of a special deductible on liability and accident benefit claims, the Toronto Transit 

Commission will reimburse the Company up to $5 million per claim.  If an accident benefit 

claim should exceed $5 million and since it is not covered by external insurance, the 

Toronto Transit Commission unconditionally guarantees to reimburse the Company for all 

claims or expenses in excess of $5 million.  Consequently, the Company has no 

insurance exposure at all. 

 

On September 1, 2010, Ontario introduced automobile insurance reforms reducing 

accident benefits.  At the request of the policyholder, the Company amended the two 

policies so that only the new standard accident benefits will apply to accidents after 

August 31, 2010.  These reforms should reduce the cost of accident benefits and 
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increase the cost of bodily injury liability cost. 

 

In May 2011, the Ontario passed a law that applies to public transit only.  Essentially, the 

law allows the Company not to pay accident benefits to injured persons on an insured 

transit automobile if it is not involve in a collision.  The injured persons will continue to 

have a right to sue and claim tort benefits through the legal system. 

 

Since the enactment of this new law, the cost per insured vehicle by the Company has 

fallen significantly as follows: 
 

 Claim Cost per Vehicle ($) 

Year Liability No Fault Other Expense Misc. Total 

2009 5,748 11,041 232 762 205 17,988 

2010 6,967 9,570 154 759 220 17,670 

2011 8,050 4,967 191 733 413 14,353 

 

A comparison of the actual experience with the expected experience for the last eight 

years on a gross basis is shown in detail in the report.  The comparison shows that the 

unpaid estimates as of December 31, 2010 were deficient by $8.9 million on a ground up 

basis. 

 

Since the date of this opinion, I am not aware of any subsequent event that would 

materially affect the results of my valuation.  
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DISTRIBUTION AND USE 

______________________________________________________________________ 
 

This report is part of the annual statement required by the Financial Services Commission 

of Ontario.  The report contains confidential information about TTC Insurance Company 

Limited.  It does not deal with the future financial condition or profitability of the Company.  

Its sole purpose is to provide an opinion on the appropriateness of policy provisions for 

TTC Insurance Company Limited as at December 31, 2011. 

 

This report may be distributed to any regulator in a jurisdiction where the Company 

operates or intends to obtain a license.  Furthermore, the Company may distribute this 

report to its parent, its affiliated companies and its external auditor.  Anyone else should 

be considered as a third party. 

 

This report is neither intended nor necessarily suitable for any other use.  Distribution 

beyond the parties mentioned in paragraph two is permitted provided that it is authorized 

by the Company and the recipient acknowledges that he or she is a third party to this 

report. 

 

Any use which a third party makes of this report, or any reliance on or decisions to be 

made based on it, are the responsibility of such third parties.  J.S. Cheng & Partners Inc. 

accepts no responsibility for damages, if any, suffered by any third party as a result of 

decisions or actions made based on this report. 

 

Third party agrees to keep this report confidential and make no further distribution of this 

report without the expressed written consent of the Company. 
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 VARIABILITY OF ACTUARIAL ESTIMATES 

______________________________________________________________________ 
 

There is a limitation upon the accuracy of claims liability as there is an inherent 

uncertainty in any estimate of claims liability.  There is uncertainty in any estimate 

because future events could affect the ultimate claim payments.  Some examples of 

future events are: 
 

 (1) severe inflation or deflation; 

 (2) more or less lawsuits than in the historical period; 

 (3) extreme late reporting of claims; and 

 (4) judicial decisions which affect the amount of damages awarded. 

 

Therefore, one must acknowledge that the actual ultimate claim amount may differ 

materially from our estimates.  In our judgment, however, we have employed standard 

actuarial techniques and assumptions which are appropriate, and our conclusions 

presented in this report are reasonable, given the information currently available. 
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 SCOPE OF THE REPORT 

______________________________________________________________________ 
 

The scope of this report is to: 
 

1. Estimate the unpaid automobile claims liability on a direct, assumed, ceded, and 

net basis, including the liability assumed from Markel Insurance Company of 

Canada. 

2. Estimate the premium liability including the provision for premium deficiency. 

3. Determine the maximum deferred policy acquisition expense allowed. 

 

All valuations are done as of December 31, 2011, in accordance with FSCO's 

instructions. 

 

For the purpose of this valuation, future reimbursements from named insureds are treated 

as receivables and claims liabilities are estimated before reimbursements. 

 

The general liability figures shown in this report do not form part of the liability on the 

Company's balance sheet.  The analysis performed on general liability is for the benefit  

of the Toronto Transit Commission (“TTC”).  They are shown in this report for 

reconciliation purposes. 

 

Since the Company is an automobile insurer, it would normally have to assume a share of 

the Facility Association / Risk Sharing Pool (“FA/RSP”) losses.  However, FSCO granted 

the Company an exemption from participating in the FA/RSP in March 2005. 
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 DATA AND RELIANCE 

______________________________________________________________________ 
 

We have relied on the direct claim payments and case reserves from TTC’s claims 

department.  The claim payments were by file year and calendar year.  The data for the 

last 22 calendar years (1990-2011) was available.  Case reserves were also available by 

file year and valued as of December 31, 2011.  TTC's case reserves were available for 

automobile and general liability separately; however, the claim payments were combined 

with non-automobile liabilities for calendar years 1990-1993.  In 1994, payments by policy 

type became available. 

 

As of December 31, 2011, the aggregate case reserves for the Company's auto policies 

were approximately $69,800,000.  The aggregate general liability case reserves were 

approximately $6,330,000.  The total case reserves of TTC (excluding the 1997 subway 

accident and class action suit of 2001) were $76,130,000. 

 

The Company provided us with an aggregate payment of $34,041,000 (including 

$2,211,000 for general liability).  These claim payments included the full HST paid.   The 

HST rebate from the HST paid will be about $578,000.   This amount, when received, will 

not be credited as a negative payment to any individual claim file.   

 

We did not audit the claim data but reconciliation was performed to ensure that no 

material data was omitted (see Appendix E).  We have used the work of 

PricewaterhouseCoopers LLP, the external auditor of the Company, to verify our 

valuation data against the financial data of the Company.  A copy of the letter sent to the 

auditor is included in Appendix F. 
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 STANDARD OF MATERIALITY 

______________________________________________________________________ 
 

For the purpose of this valuation, an omission or inexplicable difference of $685,000, 

about 0.5% of the unpaid claims, would be considered as material.  This materiality 

standard is the same as the last report. 

 

However, this does not imply that the actuary's provision is accurate within 0.5%.  In fact, 

the future claim payment could be significantly different from the actuary's provision due 

to adverse/favourable claim developments. 

 

Some examples of causes of adverse/favourable claim developments are: 
 

1. Claim inflation rate may be higher/lower than what was prevailed in the recent 

past. 

2. Future judicial decisions could increase/decrease bodily injury claim amounts. 

3. Potential decrease/increase in termination rate of no fault claims could 

increase/decrease the future claim payments. 

4. Claim development pattern may be substantially different from the historical 

pattern due to some of the reasons cited above. 

5.   An unexpected increase/decrease of loss of earning capacity claims. 
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EXPRESSION OF OPINION 

______________________________________________________________________ 

 

I have valued the policy liabilities of TTC Insurance Company Limited for its balance 

sheet at December 31, 2011 and their change in the statement of income for the year 

then ended in accordance with accepted actuarial practice in Canada, including 

selection of appropriate assumptions and methods.   

 

I am satisfied that the data utilized for the valuation of these liabilities are reliable and 

sufficient.  I verified the consistency of the valuation data with the company’s financial 

records. 

 

The results of my valuation together with amounts carried in the Annual Return are the 

following: 

 

Claims Liabilities Carried in 
Annual Return 

Actuary’s 
Estimate 

 $000 $000 
(1) Direct unpaid claims and adjustment expenses: 0 0 
(2) Assumed unpaid claims and adjustment expenses: 0 0 
(3) Gross unpaid claims and adjustment expenses: 0 0 
(4) Ceded unpaid claims and adjustment expenses: 0 0 
(5) Other amounts to recover: 144,772 144,772 
(6) Other net liabilities: 144,772 144,772 
(7) Net unpaid claims and adjustment expenses 
     (3)-(4)-(5)+(6): 

 
0 

 
0 
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Premium Liabilities 

Carried in 
Annual Return 

(Col.1) 

Actuary’s 
Estimate 
(Col.2) 

 $000 $000 
(1) Gross policy liabilities in connection with unearned 

premiums: 
 0 

(2) Net policy liabilities in connection with unearned 
premiums: 

 0 

(3) Gross unearned premiums: 0  
(4) Net unearned premiums: 0  
(5) Premium deficiency: 0 0 
(6) Other net liabilities: 0 0 
(7) Deferred policy acquisition expense: 0  
(8) Maximum policy acquisition expense deferrable 
     [(4)+(5)+(9)]Col.1 – (2) Col.2: 

 0 

(9) Unearned Commissions: 0  
 

 

In my opinion, the amount of policy liabilities makes appropriate provision for all policy 

obligations and the financial statements fairly present the results of the valuation. 

  

 

 

 
     ____     February 21, 2012  
  Signature of Actuary     Date opinion was rendered 
 
 
  JOE S. CHENG, FCIA__ 
  Printed name of Actuary 
 
 
  Toronto, Ontario 
 
 
  Copy #_____   
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