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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.

42.35
Attachment
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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

TTCICL_2011:JSC
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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, | am not aware of any subsequent event that would

materially affect the results of my valuation.

TTCICL_2011:JSC
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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.

TTCICL_2011:JSC
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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.

TTCICL_2011:JSC
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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.

Estimate the premium liability including the provision for premium deficiency.

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.

TTCICL_2011:JSC
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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.

TTCICL_2011:JSC
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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.
Future judicial decisions could increase/decrease bodily injury claim amounts.
Potential decreasel/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.

TTCICL_2011:JSC
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EXPRESSION OF OPINION

| 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.

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

sufficient. | 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

(1) Direct unpaid claims and adjustment expenses:

(2) Assumed unpaid claims and adjustment expenses:

(3) Gross unpaid claims and adjustment expenses:

(5) Other amounts to recover:
(6) Other net liabilities:
(7) Net unpaid claims and adjustment expenses

(3)-(4)-(5)+(6):

)
)
)
(4) Ceded unpaid claims and adjustment expenses:
)
)
)

TTCICL_2011:JSC
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Carried in Actuary’s
Annual Return Estimate
$000 $000
0 0
0 0
0 0
0 0
144,772 144,772
144,772 144,772
0 0
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Premium Liabilities

(1) Gross policy liabilities in connection with unearned
premiums:

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

(3
(4
(5
(6
(7
(8

Gross unearned premiums:

Net unearned premiums:

Premium deficiency:

Other net liabilities:

Deferred policy acquisition expense:

S~ N S N S S

Maximum policy acquisition expense deferrable
[(4)*+(5)+(9)]col.1 — (2) col.2:
(9) Unearned Commissions:

Carried in Actuary’s
Annual Return Estimate
(Col.1) (Col.2)
$000 $000
0

0
0
0 0
0
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.

Signature of Actuary

JOE S. CHENG, FCIA
Printed name of Actuary

Toronto, Ontario

Copy#

TTCICL_2011:JSC

13

February 21, 2012

Date opinion was rendered



J. S. Cheng (i)} Partners Inc.

=

REPORT ON THE
EXPECTED FUTURE FINANCIAL CONDITION

OF
TTC INSURANCE COMPANY LIMITED

Goth

AS AT DECEMBER 31,

Joe S. Cheng, F.C.I.A.

J. S. Cheng & Partners Inc.

1500 Don Mills Road, Suite 706
Toronto, Ontario, Canada M3B 3K4
Phone: (416) 510-8360

Fax: (416) 510-8359

E-mail:  jscp@jscp.com

Prepared by:

Date of Opinion:  June xx, 2012

Date of Release: June xx, 2012
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TRANSMITTAL LETTER

June xx, 2012

Financial Services Commission of Ontario
5160 Yonge St, 17" Floor
North York, Ontario M2N 6L9

Dear Sir or Madam:

| hereby submit my report on the expected future ma/ncéj condition of TTC Insurance
Company Limited using data as of December 31, 2

My presentation to the Board of Dlregto s of TTG Insukance Company Limited was
made on June xx, 2012. The presentatlon cove&ed the major assumptions and
results of the base and adverse scenarlo@ }eport

Since the date of my opi lo/\l\am ot aware of any subsequent event that might
affect the conclusions of {Iﬁport

Yours truly,

Joe S. Cheng, FCIA

1500 Don Mills Road, Suite 706, Toronto, Ontario, Canada M3B 3K4
Telephone: (416) 510-8360 Facsimile: (416) 510-8359 E-mail: jscp@jscp.com

TTCIC_DCAT12:JSC:RM:ss
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1.0 EXECUTIVE SUMMARY

The purpose of this report is to assess the financial condition of TTC Insurance
Company Limited hereafter referred to as “the Company” or “TTCIC". The Company
is deemed to have a satisfactory financial condition if its Minimum Capital Test (MCT)
score is greater than 150% in the base scenario for all projection years and it remains

solvent in all adverse scenarios. The standard of materiality used in this report is

$80,000.

N

TTCIC was incorporated in 1994; its main purpose/wa/t provide Iiabﬁty cards to the
vehicles operated by the Toronto Transit CommISS|gn/ rom 1994\o 2006, only one
annual policy was issued to the named insured. Sta rting in 2007, the Company

N

issued two annual OAP1 policies to™>~three na{ne)lnsureds Toronto Transit
Commission, Toronto Transit Infrastrwre Limited (formerly Toronto Transit
Consultants Limited) and Toronto Coach“Terminal. Each policy provides minimum
statutory limits and runs-from January\1st fo December 31st each year; the vehicles
covered are those owned, reglstered/uﬁ' leased by the named insureds except for
those insured under.oth poicl}The first policy covers non-revenue vehicles such
as trucks.@nd, the.second pglicy covers revenue vehicles such as buses. In addition

to the polic |e<|ssu d by the Company, the named insureds have excess limit liability

<

insurance covera/ge/of $95 million in excess of $5 million per occurrence. (The

excess insurancé 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 because it is not covered by
external insurance), the Toronto Transit Commission unconditionally guarantees to
reimburse the Company of all claims and 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

TTCIC_DCAT12:JSC:RM:ss
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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

increase the cost of bodily injury liability cost.

In May 2011, 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 involved in a collision. ?e/lbjured person will
continue to have a right to sue and claim tort benefits thr ugh\the legal system.

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

The Company started with only $100,000 paid-up €apital by permission through
“Order in Council’. Currently, th /Com\pany ho1d\s/>:out $3,000,000 cash, the

equivalent amount of one month'’s Iair@ayment before reimbursement from the

Toronto Transit Com?sion./l\

We established a base sce arjo\/usin‘g December 31, 2011 data; we assumed 5%

annual growth/imher Liabilities and investment yields of 1.0%, 1.5%, 2.0%, 2.6%

and 2.6% |n\ytear 2012 - 2016 respectively. Management fees, the only general

expensesithat the Cormpany has, are set equal to the Company’s revenues.

Based on our Dynamic Capital Adequacy Testing analysis, the Company has no
insurance or investment risk. The only risk is a regulatory change that would affect
the existence of the Company. | believe that such change in regulation is very

unlikely to occur during the forecast period.

The MCT score of the Company is above 150% in 2012 - 2016 in the base scenario.
(Note: the MCT score is infinitely large due to division by zero.) The equity is above
zero in all adverse scenarios. Consequently, | conclude that the Company’s future

financial condition is satisfactory.

TTCIC_DCAT12:JSC:RM:ss
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Opinion

| have completed my annual investigation of the financial condition of TTC
Insurance Company Limited as at December 31, 2011 in accordance with

accepted actuarial practice in Canada.

| have analyzed the forecasted financial positions of the company during the
five-year forecast period under a series of scenarios. A description of these
scenarios and their impact on the company is included withi /}ﬂs report.

The analysis incorporates assumptions rél\atmg/% business growth,
investments, claims experience, capntalﬁ( and\other internal and
external conditions during the forecast perlod as well as potential management

responses to various plau31 e adverse scenaros The most significant

assumptions are described in thlsxe}o>

In my opinion, h@ancnal condltlon of the company is satisfactory under

these assumptions.

Joe S. Cheng,
Fellow, Canadian Institute of Actuaries

Toronto, Ontario, Canada

Date: June xx, 2012

TTCIC_DCAT12:JSC:RM:ss
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2.0 INTRODUCTION

21

Purpose and Scope of the Report

2.2

The purpose of this report is:
(1)  To inform the Company management of the likely implications of the

business plan on capital and provide guidance on the significant risks to

which the Company will be exposed; 4
(2)  To satisfy the requirements of the Insurance €ompanigs Act (Ontario);

(3) To recommend courses of action theylay -.it’ﬁa\e any‘plausible threat

to the Company’s financial condition’

The scope of this report is to assess the -'Qanc'al condition of the Company
during the forecast period (from January~, 2012 to December 31, 2016), in
accordance with the standards of\practiceof Canadian Institute of Actuaries
and the regulatoryre u@nen’t\s of ﬁancial Services Commission of Ontario
(FSCO). é

N

Distfibution and Use
il \

Thi repor\t/i?épared for TTC Insurance Company Limited for its internal use
and hin\g)vi h the regulatory authorities under the Insurance Companies Act.

This report is confidential in nature. It 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 company

and its external auditor.

This report is neither intended nor necessarily suitable for any use other than
that stated in Section 2.1. Distribution beyond the intended audiences 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.

TTCIC_DCAT12:JSC:RM:ss
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A

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 suffered by

any third party as a result of decisions or actions made based on this report.

2.3 Role of the Appointed Actuary
Mr. Joe S. Cheng, the Appointed Actuary, being duly appointed by the Board
of Directors of the Company, is required by appliia‘éi{sur nce legislation to
report on the expected future flnan0|al condltlon of ’kCompany in
accordance with accepted actuarial practlce n Can da.

24 Process \ <

First, we developed a ba se sc ina\r‘io usingRe Company'’s business plan and,

where necessary /made |table\ mddifications and provided additional details.
We exammec&ne\mk ategon § that the Company would most likely face.

They are:
/ %fre uewand severity risk
7

Po liability risk

Inflatio 4sk
N\

Rretium risk

1

2

3

4

5, Reinsurance risk
6 Investment risk

7 Government and political risk
8 Off-balance sheet risk

9

Related Company risk

For each of the above risk categories, we subjected the Company to a plausible

adverse scenario and determined if its equity would remain positive throughout the

forecast period.

TTCIC_DCAT12:JSC:RM:ss
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In our investigation, we tested the adverse scenarios against FSCO's
supervisory MCT target score of 150% and reported any scenario in which the
Company’'s MCT score could fall below 150%.

2.5 Data and Reliance

We used the 2011 Annual Statement and the 2011 Appointed Actuary’s
Report that the Company submitted to FSCO.

2.6  Variability of Actuarial Estimates

There is a limitation upon the accuracy of etuarlal forecast as there is
inherent uncertainty in any estlma e of futurezp emiums, claims, expenses,

investment incomes, taxes an lato rekn:ves required.

The emphasis of tmnaxoreé;fmeasure the marginal change in

equity and ca@ %jequacy n er various adverse scenarios, and determine
if the Comp

9\2 continue’to dlscharge its policy obligations. The adverse
scenarlos are y

t\/tl al and unlikely to occur during the forecast period.
The base scenarlo is the best estimate forecast.

2.7 Actuarial'Present Value

All reserves are calculated on an actuarial present value basis.

2.8 Standard of Materiality

The materiality standard we used in this report is $80,000, about 0.1% of the
Company'’s assets at the end of 2011. This standard is used to determine the

level of rigor required in the second stage of analysis.

TTCIC_DCAT12:JSC:RM:ss
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29 Rounding
Figures in this report may differ slightly from figures on detailed worksheets
due to rounding.

210 Changes from Last Year’s Report
There are no material changes from last year’s report.

2.1

Dynamic Capital Adequacy Testing (DCAT) Mo;iel
A\

N\
This report utilizes an internally developed DCAT model to-@ecast pro-forma

financial statements and to model expetted changes during and after adverse
events. The model has been?t@ely tested.and locked to allow users to
input only historical figures an forecast\par@eters. The model is annually
updated to incorporate changes in, P&C1 statements and current underwriting
and investmeyv S.

<
The model has three~main~modules. The first deals with underwriting

activitm econd deals with investments, and the third deals with

The ur@;rwriting activities are reflected either by a growth factor from the

previous year plus a flat amount if required, or by a percentage of a reference
value. For example, written premiums (direct, assumed and ceded) are
derived by applying a growth factor to the previous year’s value plus a flat

amount. Gross and ceded unearned premiums are derived as a percentage of
the respective written premiums. Similarly, net and ceded loss ratio are

derived as a percentage of net and ceded earned premiums respectively.

Investment activities are captured by purchases, maturities and sales.
Purchases of bonds are from a small group of pre-selected government and

corporate bonds. In each year, half of the purchases are made on January 1st

TTCIC_DCAT12:JSC:RM:ss
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and the other half on December 31st; this is intended to reflect the equivalent

effect of evenly distributed purchases throughout the year.

Individual bond details such as maturity, coupon rate, frequency of interest

payment (default is semi-annual), amortized cost and market value, are kept.

The model has pre-determined yield curves based on the credit risk profile of

individual bonds in relationship to government bonds. This allows the model

to estimate future market values of each bond as it m?neA toward maturity.
co

The amount of investment income for each bond is a ted for depending

on the bond's classification: held till maturity, a@able for\sale or held for

\%
trading.
Equity (common and preferred stock) investme -gare made in bulk on July 1st

of each year. The cost, market value aanalized income (e.g. stock
? Ve

e\lﬁlz

dividends) are kept at a bu Future market values are driven by

selected price trends:

Term depositwe purcth/d in bulk on July 1st of each year. Cost and

marketValue ace @ to be the same.

Other investments are made based on specific formulas to reflect their unique

characteristi€s.

Corporate activities are captured by tax provisions, dividends to shareholders,
additions and withdrawals of capital, and MCT calculations. Tax provisions
would capture timing differences as well as permanent differences. Tax
effects of Other Comprehensive Income (OCIl) gains or losses are done
through the OCI account. A composite tax rate is used for each year, based
on the provincial premium weight and the latest budgetary information in

Canada as well as each province.

TTCIC_DCAT12:JSC:RM:ss
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2.12

International Financial Reporting Standard (IFRS)

Phase 1 implementation of IFRS in Canada is in place for the financial
statement year 2011. Any significant actuarial impact has already been
reflected in the pro-forma financial statements. Phase 2 implementation of
IFRS will have more actuarial impacts; however, many issues have yet to be

finalized. Until those issues are finalized, further impacts cannot be estimated.

TTCIC's arrangements with its named insureds, which provide for full
reimbursements of claims incurred, will not be\/coﬁsidered\as insurance
contracts under IFRS. However, TTCIC is tréatirg premﬁr&s/and losses from
its named insureds as deposits and p ables/re/s/\pectively; unpaid claims are
classified as Other Liabilities with co:egzondir{; receivables from its named
insureds. As a result, moving to IFRS_for i@r«\ance contracts will have no
material impact for TTCIC during @for@period.

TTCIC_DCAT12:JSC:RM:ss
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3.0 ANALYSIS OF NINE RISK CATEGORIES

1. Claim Frequency & Severity Risk
All claims will be zero after indemnification from the named insureds. This risk

is not applicable.

2. Policy Liability Risk

The Company has no. policy liabilities. If Other Liabilities§hould increase, there

will be a corresponding increase in Other Receivables.to offset the increase.

The risk is immaterial. w

3. Inflation Risk

This risk is not applicable (see 1)
4. Premium Risk ﬂ
(o)

The sole purpose~of the C mpa% to provide liability cards to the named
t

/

insureds. There_is no-Competitiop-for these insureds. This risk is not applicable.

5. Reaénsui:Tce>Ris
The.Company/ha
\“\7

6. Investmerit Risk

The Company has cash only. The impact of this risk is very small because the

no reinsurance arrangements. This risk is not applicable.

amount of revenues is completely offset by an equal amount of management
fees.

7. Government and Political Risk
If the regulator requires TTCIC to increase its capital to a normal level, then the
named insureds of the Company could be forced to use an alternate carrier to

issue liability cards and the Company would have to start its run-off operation.

TTCIC_DCAT12:JSC:RM:ss
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However, all claims would be indemnified by the named insureds. The impact

of this risk is very small.

8. Off-Balance Sheet Risk

There are none.

9. Related Company Risk
The receivables due from the Toronto Transit Commission (ultimate parent) are

-

unconditionally guaranteed by both the Toronto Trans'ié)o{nmission and the

e

City of Toronto. In the unlikely event that the Totonto rans-l\Commission is

unable to meet its obligations to the Compa @ City of Toronto will assume
responsibility for these obligations. The ip pact\gf/f@risk is very small.

TTCIC_DCAT12:JSC:RM:ss
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J. S. Cheng (« Partners Inc.

4.0 NOTE

The deductibles that are due from the Toronto Transit Commission are classified as
receivables. As a condition to maintain the Company’s license, these receivables
must be unconditionally guaranteed by the Toronto Transit Commission and the City
of Toronto. | infer that these receivables are government grade, and therefore, do

not require any capital.

Consequently, the excess capital over the required amourit is, $1005Q00 (the equity of
the Company). The Minimum Capital Testing (MC ?o e is nat n('lx

division by zero. Please refer to Appendix 1 for tU

and MCT exhibits.

nlngful due to

rodorma flnanCIaI statements

o L

TTCIC_DCAT12:JSC:RM:ss
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J. S. Cheng ;‘ Partners Inc.
\ -

5.0 ONTARIO AUTOMOBILE INSURANCE REFORM

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

increase the cost of bodily injury liability cost.

In May 2011, Ontario passed a law that applies to public tra}si{on y.\EssentiaIIy, the
law allows the Company not to pay accidentyeﬁtéto injured persons on an
insured transit automobile if it is not involved in“a collision. The mjKed person will

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

N

Since the enactment of this new law, thWnsured vehicle by the Company

has fallen significantly aylows;)

/ </ L\C"la\im Cost per Vehicle ($
Year Ligbﬂity\ NoSFault—{~ Other Expense Misc. Total
2009 75,748\ [\ 11,041 232 762 205 17,088
20107 | <6967 | 9570 154 759 220 17,670
2011 8,050 /| 4,967 191 733 413 14,353

%4

TTCIC_DCAT12:JSC:RM:ss
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6.0 APPENDIX 1

Base Scenario

TTCIC_DCAT12:JSC:RM:ss
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J. S. Cheng @ Partners Inc.

BASE SCENARIO
($000)

Cash and Cash Equivalents
Investment Income due and accrued
Assels held for sale

Investment
Short Term Investments
Bonds and Debentures
Morgage Loans
Preferred Shares
Common Shares
Investment Properties
Other Investments
Total Investments (lines 4 to 10)

Receivables:
Unaffiliated Agents and Brokers
Policyholders
Instalment Premiums
Other Insurers
"Facility Association” and the "P.R.R."

iaries, A i and Joint Vi
Income Taxes
Other Receivables

Recoverable from Reinsurers:

Unearned Premiums

Unpaid Claims and Adjustment Expenses
Other Recoverables on Unpaid Claims

in e
Property and Equipment
Deferred Policy Acquisition Expenses
Current Tax Assets

Deferred Tax Assets

Goodwill

Intangible Assets

Other Assets

TOTAL ASSETS

H:\2012DCAT\150M0363\Base

A | and Joint Vi

20
21
22
23
24
25

27

30
31
37

40
41
43
52
44
54
56
88

8!

<

TTC Insurance Company Limited Appendix 1
Dec. Dec. Dec.
2008 2010 2011 2012 2013 2014 2015 2016
2,600 2,600 3,004 3.007 3,152 3.305 3,465 3,633
2 7 3 - - - - -

- - - 0 0 0 0 0

- - - 0 Q 0 Q 0
110,953 127,442 144,772

\ uer|

113,555 130,049 147,779 155,018 [ >\ 162763’ 170,897 179.436 188,403

20
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J. S. Cheng Partners Inc.

LIABILITIES, CAPITAL , SURPLUS AND RESERVES

($000)
BASE SCENARIO

LIABILITIES
Overdrafis
Borrowed Money and Accrued Interest

Payables:
Agents and Brokers
Policyholders
Other Insurers
Subsidiaries, Associates and Joint Ventures
Expenses due and accrued
Income Taxes due and accrued
Other Taxes due and accrued
Policyholder Dividends and Rating Adjustments
Encumbrances on Real Estate
Uneamed Premiums
Unpaid Claims and Adjustment Expenses
Unearmned Commissions
Premium Deficiency
Liabilities held for sale
Current Tax Liabilities
Deferred Tax Liabilities
Provisions and Other Liabilities
Total Liabilities

EQUITY
Shares issued and paid
Contributed Surplus

Retained Earnings

Reserves

A Other Comp
Non-controlling Interests
Total Equity

TOTAL LIABILITIES AND EQUITY

H:\2012DCAT\150\40363\Base

Income (Loss)

29

41
42

.43

44
45
47

49

89|

TTC Insurance Company Limited Appendix 1
Dec. Dec. Dec. Dec.
2008 2009 2010 2011 2012 2013 2014 2015 2016
2,502 2,507 2,907 2,907 3,052 3,205 3,365 3,533
110,953 127,442 144,772 152,011 59,611 167,592 175,971 184,770
113,455 129,949 147,679 154,918 162,663 170,797 179,336 188,303
\ :A
100 100 100 100 100 100 100 100
, - \ © > a 0 ] 4
. - = 0 (0 (0) 0) (L}
100 100 100 [~ 100 100, 100 100 100 100
( \, A
100 113,655 130,049 147,779 155,018 162,763 170,897 179,436 188,403
N \ v
10/05/2012 604 PM

Balance Sheet
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J. S. Cheng Partners Inc.

UNDERWRITING OPERATIONS
($000)
BASE SCENARIO

Premiums Written
Direct
Reinsurance Assumed
Reinsurance Ceded
Net Premiums Written
D ( in Net L P
Net Premiums Earned
Service Charges
Other
Total Underwriting Revenue
Gross Claims and Adjustment Expenses
Reinsurers' share of claims and adjustment expenses
Net Claims and Adjustment Expenses
Acquisition Expenses :
Gross Commissions
Ceded Commissions
Taxes
Other
General Expenses
Total Claims and Expenses
Premium Deficiency Adjustments
Underwriting Income (Loss)

INVESTMENT OPERATIONS

Income
Recognized Gains (Losses)
Expenses

Net Investment Income

OTHER REVENUE AND EXPENSES

Income (Loss) from Ancillary Operations
(net of Expenses of $000.........)

Share of Net Income (Loss) of Subsidiaries, Associates and Joint Ventures

Gains (Losses) from fluctuations in Foreign Exchange Rates

Other Revenues

Finance Costs

Other Expenses

Income (Loss) before Income Taxes

INCOME TAXES

Current
Deferred
Total Income Taxes

Extraordinary Items (Net of Income Taxes of $000......)

NET INCOME (LOSS) FOR THE PERIOD
ATTRIBUTABLE TO:

Non-controlling interests

Equity Holders

Loss Ratio

Expense Ratio

Combined Ratio (LR + ER)
ROE

H:\2012ADCAT\150M0363\Base

B T Y S

3
33
34

40
41
42

TTC Insurance Company Limited Appendix 1
Dec. Dec. Dec.
2009 2010 2011 2012 2013 2014 2015 2016

11 16 31 30 47 89 94

11 16 31 30 47 66 89 94
(11) (16) (31) (30) 7)) %) (89)) (94)

1" 16 - - 0 0 0 0

- - - A 0 0 0 0

1 16 < A0 ZaN 0 0, 0 0

3 31 30 > 47 66 89 94

-> - > (0) 0 0 0 0

vV /\/ 7~
A

- ] = 3 = - -

hd = © 0 0 0 0

5 - (0) 0 0 1]

Al N/A N/A] N/A| /A N/A N/A| N/A|

Al N/A| N/A| N/A /A N/A| N/A| N/A]

Al N/A N/A N/A /A N/A| N/A N/A

0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Income 10/05/2012 6:04 PM
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Partners Inc.

STATEMENT OF RETAINED EARNINGS
($000)
BASE SCENARIO

Balance at beginning of year
Prior period adjustments,

Adjusted balance at beginning of year
Net income (loss) for the Period
Divi

to
Decrease (Increase) in Reserves

during the period

Net i ) in Retain i
Balance at end of year

% of (11) to RE at the beginning of year

H:\2012DCAT\15040363\Base

TTC Insurance Company Limited Appendix 1
Dec. Dec. Dec. Base
2009 2010 2011 2012 2013 2014 2015 2016
- - - - @ 0 0
= % = - (0) 0 0
- - - ©) 0 0 0
« % = © 0 0 0
= = - (0) Q 0 0
0% 0% 0% 0.0% 0.0% 0.0% 0.0%
Retained Earnings

23
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J. S. Cheng @ Partners Inc.

TTC Insurance Company Limited Appendix 1
COMPREHENSIVE INCOME (LOSS) AND
ACCUMULATED OTHER COMPREHENSIVE INCOME (LOSS)
($000)
BASE SCENARIO Dec. Dec. Dec. Base
2009 2010 2011 2012 2013 2014 2015 2016
Comprehensive Income (Loss)
INELINCOMB. .. et e ieceeiecaers e eescreae e se seesn sne nassas mansansansns 1 - - - {©) 0 0 0 0
Other Comprehensive Income (Loss):
Available for Sale:
Change in Unrealized Gains and Losses:
-Loans......iicevesniasenn 2 - - - - - - - -
-Bonds and Debenture: 3 - - - 0 0) (0) (V) 0
EQUIIBS.: svsisicstaimsiasiesssisission 4 - - - - - - - -
Reclassification to Eamings of Gains/(Losses, 5 - - - - - - - -
Derivatives Designated as Cash Flow Hedges
Change in Unrealized Gains and Losses. [} - - - - - - - -
Reclassification to Eamings of Gains/(Losses] 7 - - - - - - - -
Foreign Currency Translation
Change in Unrealized Gains and Losses.. 8 - - - - - - - -
Impact of Hedging.... 9 - - - - - - - -
Share of Other Comprehensive Income of
ies, A & Joint " - - - - - - - -
Other. 12 - - - - - B - -
Total Other Comprehensive Income (LosS)... 21 - - - 0 (0) (0) ) 0
Total Comprehensive Income (Loss) 39 - - - () 0 0, 0 0
ATTRIBUTABLE TO: / &
N 60 - - - - o - - -
Equity Holders.............. 82 - - - (0) 0 0 0 Q
< AN
Dec. Dec. Dec. Base }0/ X\ \
2009 2010 2011 20, \ 13 2014 2005 2016
7
A Other Ci Income (Loss) \/
Accumulated Gains/(Losses) on:
Available for Sale:
-Loans.......ocieene 42 - - - - - - - .
-Bonds and Debentures.. 43 - - - ( (0) (0) (0) (0)
-Equities.......c.ceenn 44 - - - - - - - -
Derivatives Designated as Cash Flow Hedges 45 - - - - - - - -
Foreign Currency Translation (net of Hedging Activities).... 48 - - - - - - - -
Share of Other Comprehensive Income of ¢ ~
Subsidiaries, Associates & Joint Ventures 51 - - - < - - = .
Other. 49 - B w - - - g
I at end of year. 59 - \ -/ - 0 (0) (0) (0) (0)
%
\2012DCAT\150140363\Base Other Income

24
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J. S. Cheng
MINIMUM CAPITAL TEST

Partners Inc.

(S000)
BASE SC ARIO
Capital Available
Total Equity less A Other Comp! ive Income
Add:
b i and ble Preferred Shares
A Other Compr 0ss) on:

Available for Sale Equities Securities
Available for Sale Debt Securities
Foreign Currency (Net of Hedging Activities)
Share of Other Comprehensive Income of non-qualifying
Subsidiaries, Associates & Joint Ventures
Revaluation Losses in Excess of Gains on Own-use Property
OSFI Advisory on Fair Value Accounting
Less:
Accumulated net after-tax fair value gains (losses) arising from
changes in the company's own credit risk
Unrealized Fair Value Gains (Losses) from Own-use Property at Conversion
Shadow Accounting Impact
Assets with a Capital Requirement of 100%

IFRS Conversion Phase in
Total Capital Available

Capital Required
Balance Sheet Assets
Uneamned Premiums / Unpaid Claims / Premium Deficiencies
Catastrophes
Reinsurance Ceded to Unregistered Insurers
Interest Rate Risk
Foreign Exchange Risk (for future use only)
Structured Settlements, Letters of Credit, Derivatives and
Other Exposures

Minimum Capital Required

Excess Capital Available over Capital Required
(line 19 minus line 29)

Line 19 as a % of line 29

H:\2012DCAT\150140363\Base

o1
02
03
04
05
36
32
30
12
16
17
13

18
19

20

24
26

40
28
34
29

89

920

TTC Insurance Company Limited Appendix 1
Dec. Dec. Dec. Base
2009 2010 2011 2012 2013 2014 2015 2016
S oy 160 [t 100 100 10| 16
4 U 0 [ (i 0| 0 [
0| 0| 0| [U [U [} 0 0
0 0 0 0 -0 -0 -0j -0)
0 0 0 0 0 a 0 0
0 0 0 0 0 0 0) 0
o 0 o 0| 0 0] 0 0
0 0| 0 0| i 0
0 0 0 [y Q 0 0 0
o 0| 0 4 &l 0 0 0
0 o 4] 0 0 0 0 0
0 0| 0 0 0 0 0 0
0] [§ 0| 0 0| 0 0| 0
100 100 100 100) 00| 100 100 100)
] 0 0 ] 0 i 0
0| 0| 0 0 0] 0 0
Y a il o ol i o
0| 0| 0 [0 0 0
< 0 i i 0 o
0| 0) 0 0 0 0) 0
1 0 0| 0) 0 0 0|
100 00| 100] 100 100 100/ 100 100
it N/A » N/A N/A N/A N/A N/A N/A
10/05/2012 6:04 PM
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CAPITAL REQUIRED FOR BALANCE SHEET ASSETS
(S000)
BAS

J. S. Cheng Partners Inc.

NARLO

Cash

Investment Income duc and accrued

Investments:

Term Deposits Bonds and Debentures

Commercial Paper

Loans (at amortized cost):
Govemnment Grade
Loans rated A- and higher, and Residential Mortgages\
Commercial Mortgages
Other

iaries,A & Jaint \ ed capital)

Adjustment to reflect difference between amortized cost
and Balance Sheet value of loans

Preferred Shares

Common Shares

Investment Properties

in idiaries, A
Other Investments

& Joint Ventures

Receivables;
Government Grade
Facility Association" and the "P.R.R."
Agents, Brokers, F A

ies and Other

- Instalment Prem(not yet due)
- Outstanding less than 60 days
- Outstanding 60 days or more
Insurers

Joint Vent , Non-qualifying

- Registered Associated
- Registered Non-Associated
- Unregistered

Recoverable from Reinsurers:
- Registered Associated - Unearned Premiums
- Unpaid Claims

N -1

- Unpaid Claims

- Regi P
- Unregistered
Other Recoverables on Unpaid Claim including SIRs not deducted from capital
Real Estale for insurer's own use
Deferred Policy Acquisition Expenses
Premium Taxes
Commissions
Other

Deferred Tax Assels:
Discounted Reserves, and Unrealized Gains
Other

Other Assets: Goodwill and Other Intangibles

Computer Software

Other Assets (net of Goodwill,Other

TOTAL

H:\2012ADCAT\IS0W0363\Base

34
35

50
51

TTC Insurance Company Limited

Appendix 1

Factor

Dec.
2011

Dec.
2010

Dec.
2009

2013

2014

2015

2016

.0t
2.00%

33.00%|

15,0030
15.00%

Noic!
15.00%%]

0.60%,

00005
4007

00055

D.00%
A3.00%)
.00

Note
Note

Capial Required

26
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Partners Inc.

TTC Insurance Company Limited Appendix 1
Net Unpaid Claims (60.30
(5000)
BASE SCENARIO (default 2011)
Dec. Dec. Dec. Basc Distribution | Distr. Selected
Factor 2009 2010 2011 2012 2013 2014 2015 2016 2011 Forecast
Property - personal 03 - - - - - - - 0.00% 0.00%)
- 07 - - - - - - - 0.00%, 0.00%|
Property - total........ 08 - - - & « - - 0.00%5 0.00%|
Aircraft 10 B : ~ " 3 5 - 0.00% 0.00%|
A ile - liability. 19 - - - - - - - 0.00%% 0.00%)
20 a - s - - - - 0.00% 0.00%,
21 % 5 = - : - - 0.00% 0.00%)
A 29 - - - - - - - 0.00%0) 0.00%
Boiler and Machinery........ooovveveieneen. 32 15 0074 - - - - - - - 0.00%% 0.00%)|
Credit 34 13.00% - - - - - - - 0.00%%] 0.00%)
Credit Protection........cc.ccooeeueereecsirennns 35 15.00%) - - - - - - - 0.00%) 0.00%|
Fldelityiuicisssiissisman 36 15.00%5 - - - - - - - 0.00 0.00%|
Hail 38 15.00% - - - - - - - 0.00% 0.00%)|
Legal Expense 40 135 0054 . = = = . . = 0,008 0.00%)|
Liability..... 59 13 - - - - - - - 0.00%% 0.00%)|
! 62 15.00%] - - - - - - - 0.00%, 0.00%
Other Approved Products...........cc.eec.. 63 15.00%% - - - - - - - 0.00%, 0.00%|
Surety. 64 15.00%% - - - - - - 0.00%, 0.00%
Title. 66 135 0074 - - - - - - - 0.00% 0.00%|
Marine 68 13.00% - - - - - - P 0.00% 0.00%)|
Accident and Sickness. 70 0,00 - - - - - / - 0.00% 0.00%,
TOTAL 89 - - - - - /- N & 0.00%)] 0.00%|
Capital Required Margin on Claims/WP/UPR / A
a) Claims margin (max of net margin or 25% of gross margin) - - - \/ - ERROR ot |
b) 50% of WP (excl. A&S) - - - -
c) NUPR (excl. A&S) - - o -
d) 8% of max(b,c) (max of net margin or 25% of gross margin) - - -
e) A&S Margin (max of net margin or 25% of gross margin) - - - - -
f) 8% of Premium Deficiency - % 3 s =
g) total margin (a+d+e+f) A~ - - N - -
H:\2012DCATVIS0M0363\Base Net Unpaid Claims 10/05/20126:04 PM
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