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From: rcmccandless 
Sent: Tuesday, October 1, 2013 11:40 AM
To: Commission Secretary BCUC:EX
Subject: Application for Late Intervener Status--ICBC Rate Increase
Attachments: T-C   WHY WE PAY TOO MUCH  Aug 23rd.pdf

Dear Ms. Hamiltion: 
 
I am writing to apply for late intervener status in the matter of the Insurance Corporation of British Columbia's 
proposed rate increase and related matters. 
 
I am a retired former senior manager with the provincial government who had some active involvement with senior 
ICBC management during the mid‐1990s. I developed an interest in the financing of ICBC following the legislative 
and financial changes of 2010. My research culminated in the publication of my article "Politics and Public 
Automobile Insurance in British Columbia, 1970‐2010" by BC Studies this summer. A copy was provided to Mr. 
Kelsey in August. 
 
I am not associated with any group or organization. My application is late as I did not initally intend to seek 
intervener status and was away on holiday shortly after the application became public. Once I became aware of the 
March OICs and their potential implications, together with the rate smoothing slight of hand, I decided to make the 
Commission aware of my views. These focus on the size of the equity reserve compared to those in Saskatchewan 
and Manitoba. This aspect of the request has not been canvassed by ICBC and has significant implications for future 
rate‐ setting policy. 
 
Attached is an opinion piece from the Victoria Times‐Colonist of August 23, 2012. 
 
 
Yours sincerely, 
 
 
Richard McCandless 
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COMMENTS RESPECTING ICBC’S AUGUST 30, 2013 RATE APPLICATION AND RELATED MATTERS 
        (October 1, 2013) 
 
 
 
I   THE BRITISH COLUMBIA UTILITIES COMMISSION AND THE PUBLIC INTEREST 
 
 
 
Following the Core review of ICBC in 2003 the responsibility for the approval of ICBC’s Basic program, 
and the rates charged for compulsory insurance, was transferred to the BCUC. Since the mid-2000s the 
authority and discretion of the Commission has been constrained through a series of cabinet orders, the 
most recent being approved on March 18, 2013. 
 
In November, 2012 ICBC and the Honourable Polak appeared at Treasury Board, which agreed to forego 
the planned $180.0 million Optional reserve transfer to the province, and instead transfer $372.6 million 
from the Optional to the Basic reserve. The transfer represented approximately 17 per cent of the total 
Basic premium earned revenue and raised the Basic reserve to approximately $1.43 billion, with a 
Marginal Capital Test (MCT) of 137 per cent.  
 
         Note: A personal FOIPA application filed in early May has yet to produce any information on the  
        Justification for the decision or conditions placed upon ICBC by the government. ICBC has stated    
        that their request was verbal. 
 
On March 18, 2013 cabinet approved two new OIC’s (No. 152 and No. 153). The first amends the basic 
direction to the BCUC (Special Direction IC2) to clarify terminology, provide a possible credit to 
policyholders and set conditions on the rate structure. Of particular concern is a new provision that 
prevents the Commission from decreasing rates after the November, 2013 rate approval and limiting 
any future increase to no more than 1.5 per cent above the rate change percentage approved for 
November, 2013. Order 153 also compels ICBC to report to Treasury Board, not the Commission, it the 
Basic MCT falls below 100 per cent. 
 
For various reasons, not least being ICBC’s habit of creating new terminology and data sets every few 
years (making historical comparisons difficult) public discussion respecting appropriate insurance rates 
has all but disappeared in recent years. 
 
Since the Core Review, and particularly after the world financial crisis of 2008-09 ICBC management has 
adopted a policy of financial risk aversion, and no longer speaks of low cost or affordable Basic 
insurance. A large financial reserve, both for Basic and Optional insurance, supports the government’s 
debt management plan at the expense of policy holders. 
 
In light of the new restraints on the Commission’s discretion the decision on the August, 2013 
application is critical for the future direction and cost of Basic insurance. 
 
For reasons that follow the BCUC should reduce the capital management target to 100 per cent and 
direct ICBC to design a simple policy respecting any capital release above the 100 MCT. Current rates 
should be frozen from November, 2013 to July, 2014. For the 2014/15 cycle the Commission should 
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entertain a request to adjust obvious discrepancies, but advise ICBC that the 100 per cent MCT will 
remain until July 31, 2015. 
 
ICBC should be directed to provide a detailed comparison of the three public insurance plans and 
comparable rates to facilitate a full analysis of the operation and cost of Basic insurance in British 
Columbia. ICBC has never produced such a comparison. Their 1,000 page August rate request never 
mentions the other two public plans. 
 
 
 
II   THE 130 PER CENT MCT IS EXCESSIVE 
 
 
The Commission has adopted an MCT of 130 per cent as the desired level of reserve, and ICBC has now 
assumed that anything below this level jeopardizes the financial viability of the Basic program. 
 
ICBC ended FY 2012 with Basic equity at $1,427.5 million, which they calculate represents a MCT of 137 
per cent. The reserve equates to 65 per cent of 2012 premiums earned (PE), or 8.5 months of revenue. 
(The revenue figures in the corporation’s financial statements appear to include taxes and non-
insurance fees.) The government mandated target of 100 per cent would have required some $1,042.0 
million, or 48 per cent of PE (5.8 months of revenue). 
 
The size of the reserve is key to risk and rate-setting, and the situation of the public automobile insurers 
in Saskatchewan and Manitoba is instructive. Manitoba has a reserve target of 10 to 20 per cent of 
premiums or about 1.2 to 2.4 months of revenue. Saskatchewan ended their last year with reserves 
equalling 17.2 per cent of PE (2.0 months of revenue), compared to 19.8 per cent of PE in 2011. 
 
Are the public auto insurance managers in this province so much less effective than their counter-parts 
in the other two provinces that they need such a large reserve to manage the risk? 
 
Even the 100 per cent MCT is too high as it is assumed to be related to OSFI guidelines. These guidelines 
were designed for the private sector, not a single source, compulsory insurance program where rates 
can be adjusted fairly quickly to meet changing financial conditions. 
 
The Commission cannot set the MCT below the mandated 100 per cent level, but it can reduce the 
management level to 100 per cent to better reflect reality and the public (premium payer) interest. 
 
In their submission ICBC now says that reserves below the 130 per cent level will result in “insolvency,” 
which is absurd in light of the experience of the public programs in Saskatchewan and Manitoba. The 
Saskatchewan Auto Fund reports for 2012 and 2011 show their reserves over two years averaging 18.5 
per cent of PE (some 2.2 months of income). For 2013 the Saskatchewan fund has applied for a 1.2 per 
cent rate increase to raise their reserve to the approved policy minimum of 75 per cent. This level 
equates to 25 per cent of PE in 2012, or three months of revenue, (the 130 per cent target in B.C. 
represents 62 per cent of PE in 2012, or over seven months of income). In their annual report the 
president of the Auto Fund states that the 75 per cent target (as they calculate the liability) is adequate. 
 
The Manitoba Public Insurance reserve target for their compulsory program is a range of 10-20 per cent 
of premiums, and the Manitoba Public Utilities Board has accepted this policy level. For the 2013 year 
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the auto insurer has not sought a rate increase, which they note is the ninth consecutive year in which 
Basis rates have decreased or remained the same. 
 
If a three month of PE policy for the required reserve were adopted for ICBC the amount required would 
be approximately $580.0 million (based on the FY 2012 performance). 
 
 
 
 
                MCT Per Cent             Earned Prem Months        Requirement          Savings 
 
                    137                                   7.8                                     $1,427.5 m           0 
                    130                       7.0      $1,355.0 m         $72.5 m 
      100        5.7      $1,043.0 m         $384.5 m 
       53                     3.0      $   545.0 m         $ 882.5 m 
 
 
A review of past reserve levels is also instructive. In 2000 (prior to separate Basic and Optional 
reporting) the reserves equaled 19.3 per cent of premiums earned, similar to the current situation the 
two other public auto provinces. In 2005 the reserves rose to 35.0 per cent (Basic at 37.3 per cent), and 
by 2010 total reserves had jumped to 93.8 per cent (Basic at 49.3 per cent). After the reserve transfer in 
December, 2012 ICBC ended the year with total reserves of 84.0 per cent, with Basic at 64.6 per cent. 
 
 
III   ICBC MCT CALCULATION 
 
  
ICBC states that they calculate the MCT liability based on the OSFI guidelines. A quick calculation of the 
Saskatchewan 2012 financial report produces the following comparison: 
 
 
    MCT Per Cent        Requirement       PE Months 
 
   BC              100                      $1,355.0 m               7.0 
   Sask           100      $    260.0 m           4.1 
 
The BCUC should ask ICBC to explain why its liabilities appear to be so much higher in relation to the 
premium revenue compared to the Saskatchewan plan. 
 
 
  
IV   INVESTMENT INCOME 
 
 
Investment income is an important aspect of insurance schemes as the investment return on the 
premium income helps offset overhead and other costs. For 2012 ICBC reported Basic investment 
income of some $280.9 million, or a 0.9 per cent increase ($2.5 million) over 2011. 
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Page 5B-2 of the August 30, 2013 submission shows the fair value of their total investment portfolio at 
$12.47 billion, up some 7.4 per cent ($860.0 million) from 2011. 
 
Why did the distribution of the Basic investment income rise only 0.9 per cent? A seven per cent 
increase in the distribution would have produced some $20.0 million more for the reserves available. 
What is ICBC’s policy on distributing investment income in light of asking for rate increases while their 
portfolio grows? 
 
 
 
 
V  NON- INSURANCE PROGRAMS 
 
 
For FY 2012 ICBC’s financial statements show that some $117.3 million was expended against the Basic 
program for driver licencing, vehicle registration, provincial fine collection and other non-insurance 
programs operated on behalf of the province. The province used to provide ICBC funding for these 
programs, but the full cost was transferred to the corporation in the late 1990s, although the province 
continues to collect a fee for driver licences.  
 
In Manitoba, which operates a similar system, the province provides the insurer a fee for these services. 
Some years ago ICBC added a new fee to the annual policy renewal to provide for these costs. Why is 
this income not shown as an offset to the non-insurance expenditures? 
 
 
VI   RATE SMOOTHING 
 
 
ICBC’s rate smoothing proposal (as far as it can be understood) is in keeping with their general approach 
of building reserves at the expense of providing low cost insurance coverage to the driving public. In 
earlier years the equity fund used to be called the “Rate Stabilization Fund” as this was the main reason 
for the reserve. 
 
ICBC accepts this principle, but rather than propose a simple formula or model based on the mandated 
MCT of 100 per cent they have chosen a MCT of 150 per cent to provide the trigger point of any rebate, 
since the 130 per cent MCT is now a “Solvency Target” (page 4-16). 
 
ICBC does not discuss the rebate system currently in place, which is the safe driver discount. It is only 
mentioned as another reason to increase rates because as the mean age of drivers increases their safety 
record improves and ICBC’s average income per policy declines. 
 
The proposal adds another unnecessary level of complexity to the rate determination exercise and 
should be rejected. Instead the MCT should be based on the mandated 100 per cent and ICBC should be 
required to submit a plan to reduce their Basic reserves to about six months of earned premiums over 
the next two to three years. 
 
Re-setting to an MCT of 100 per cent produces a “surplus” of approximately $375.5 million in the Basic 
reserve as of January 1, 2013.  
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About $107.0 million would be required to fund the requested 4.9 per cent increase for the November, 
2013 to July, 2014 period. A further $144.0 would be required to accommodate (if necessary) ICBC’s 6.6 
per cent under forecasting. This would leave a good margin to address cost pressures in the 2014/15 
cycle once there is more time to assess the claims rate and the financial situation in a year’s time. 
 
The simple change in the MCT target achieves the government’s stated desire for more predictable and 
stable rates and retains the mandated MCT of 100 per cent. Over a period of time this change will move 
Basic rates toward those in effect in the other public jurisdictions. Reducing the MCT target to a more 
realistic level of three or four months of premiums earned should be the ultimate goal. A capital 
management target of 100 per cent also retains more flexibility for the Commission to consider a 
broader range of rate changes given the new requirements in OIC No. 152. 
  
 
 
VII   SUMMARY 
 
 
The decision on the August 30, 2013 rate application is critical for the ongoing management of the Basic 
insurance program and the future relationship of the Commission, representing the public’s interest, 
and the corporation. The applications to the Commission provide the public with the best source of 
information on the operation of part of our insurance corporation. 
 
ICBC simply has too much money. When compared to Saskatchewan and Manitoba our Basic rates are 
too high. The rates have been designed to create a huge reserve fund that far surpasses those utilized in 
the two other public jurisdictions. 
 
The March 18, 2013 amendments to Special Direction IC2 limiting the Commission’s ability to change 
rates in the future require the Commission to carefully consider its response to the August 30, 2013 rate 
request. A 130 per cent MCT may have been prudent in 2010, but not today. Reducing to 100 per cent 
meets the financial prudence and the rate stability and predictability criteria and begins the process of 
moving to a more affordable system. 
 
 
 
 
     End 
 
 
 
 
 
 
 
 
 
 
 



6 
 

 
 
 
 
 
  




