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Matthew Ghikas 

Direct  604 631 3191 
Facsimile  604 632 3191 

mghikas@fasken.com 

November 15, 2013 

File No.:  254656.00118/14797 

BY ELECTRONIC FILING 

 

British Columbia Utilities Commission 

6
th

 floor, 900 Howe Street 

Vancouver, BC  V6Z 2N3 

 

Attention:     Erica Hamilton 

                      Commission Secretary 

 

Dear Sirs/Mesdames: 

Re: ICBC’s Comments on Process for 2013 Revenue Requirements Application 

We represent the Insurance Corporation of British Columbia (ICBC).   

The Commission’s Letter of November 4, 2013 (Exhibit A-5) established an agenda for the Pre-

Hearing Conference on November 19, 2013.  The Commission requested written submissions on 

procedural matters two to five in the Commission’s Letter.  We set out below ICBC’s comments, 

organized item by item.  

Item 2: ICBC and Interveners may make opening statements.   

ICBC is seeking, in broad terms (1) a 4.9% universal compulsory automobile (Basic) insurance 

rate increase for Policy Year (PY) 2013;
1
 and (2) a new Basic insurance Capital Management 

Plan (Basic Capital Management Plan) that, by legislation, can only take effect after this policy 

year, i.e., after August 1, 2014.  ICBC’s requests, and the regulatory context for those requests, 

are summarized in Chapter 1 of its 2013 Revenue Requirements Application (the Application).   

Item 3: Interveners may identify issues regarding the Application.  ICBC and Interveners 

may comment on the scope of the Commission’s review of the Application. 

ICBC will, at this time, only comment on the scope of the Commission’s review.  ICBC may 

comment on issues identified by interveners at the Pre-Hearing Conference. 

                                                 
1
 PY 2013 spans the nine month period between November 1, 2013 and July 31, 2014. 
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There are a number of legislated parameters on the Commission’s review of this Application, 

key among which are:  

 The Commission must employ accepted actuarial practice when setting rates, which 

requires rates to be set so as to recover the costs of Basic insurance, subject to any 

legislated requirements to exclude costs. 

 The Commission must exclude from the rate indication the loss cost forecast variance, 

which is the portion of the PY 2013 costs that reflects the difference between the claims 

cost forecast undertaken for PY 2012 and how that forecast has emerged since then.  

 The Commission must set PY 2013 rates with reference to ICBC’s existing Capital 

Management Plan, which specifies a capital management target of 130% MCT.  The 

Commission has no discretion around the capital provisions applicable in PY 2013. 

 There is, in addition to the mandated capital management target, a regulatory minimum 

level of Basic capital of 100% MCT.  Rate deficiencies (i.e., rates set below what is 

required to cover costs) have the effect of lowering the capital (MCT) level, making the 

requirement to keep MCT at least equal to the minimum regulatory level an important 

consideration.     

A number of issues that have been raised in round one information requests are not within the 

proper scope of this proceeding.  Notable examples are:   

 Whether or not the rate smoothing framework legislated by government in Special 

Direction IC2 to the BC Utilities Commission, BC Regulation 307/2004, as amended 

(Special Direction IC2) and the accompanying Government directive of March 19, 2013 

with respect to Rate Smoothing approved by Order in Council 153/13, March 18, 2013 

(the 2013 Government Directive regarding Rate Smoothing) is a good idea.  ICBC, 

stakeholders, and the Commission must accept that framework “as a given” in this 

Application.   

 The merits of the capital plans (e.g., capital targets, customer rebates, etc.) employed by 

insurance companies such as Manitoba Public Insurance or Saskatchewan General 

Insurance, who operate under different legislative frameworks from ICBC. 

 Basic insurance rate design.  This is a revenue requirements application, not a rate design 

application.   

 Questions related to the Optional insurance business or certain questions related to the 

Transformation Program, which is funded by the Optional insurance business.   
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A material portion of the approximately 900 information requests (IRs) received in round one 

deal with topics that fall within the above categories.  ICBC respectfully submits that the 

remainder of the proceeding will be far more efficient if the Commission provides direction to 

stakeholders confirming that such matters are out of scope.   

Item 4: Comment on the Commission Staff Draft Regulatory Timetable, including 

regulatory review options and timetable.  

ICBC submits, for the reasons summarized below, that a written process is appropriate.  In the 

alternative, any oral process should be limited to actuarial matters in Chapter 3 of the 

Application.  Under either type of process, the timelines reflected in the “strawman” timetable 

provided by Commission Staff must change in order to be fair to all parties. 

 Written Process is Appropriate 

There are several reasons why a written process is appropriate in the circumstances:   

 The written record will be very comprehensive.  ICBC responded to 896 information 

requests in round one alone.   

 ICBC has determined that the Basic insurance rate increase actually required to cover the 

costs of Basic insurance in PY 2013 would be 11.5%, or 6.6 percentage points higher 

than what ICBC is actually seeking as a rate increase.  It is by virtue of the legislated rate 

smoothing framework that 6.6 percentage points of that amount has been excluded from 

the requested rate increase and instead reflected as a reduction in Basic capital.  

 ICBC has cut operating expenses by over $50 million, to the point where they are having 

a favourable impact (-0.6 percentage points) on the rate indication.   

 Investment returns, which are having a favourable effect on the rate indication (-1.1 

percentage points), are determined according to a Commission-approved formula.   

 The capital maintenance provision (+0.9 percentage points), is determined by legislation, 

since the 2013 Government Directive regarding Rate Smoothing has directed the use of 

the existing approved Capital Management Plan for PY 2013.   

 PY 2013 is only nine months long, and ICBC must file another revenue requirements 

application in May 2014, within a few months of the Commission’s decision in this 

Application.   
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 The fact that there is a new legislative framework in place, and a corresponding desire 

among stakeholders to explore the implications of that framework, does not justify 

holding an oral hearing.  The inquiries are not pertinent to an issue that the Commission 

must actually decide; the legislative framework is “a given”, and the outcomes that flow 

from the operation of that framework “are what they are.”   

 Any Oral Hearing Should Be Confined to Actuarial Matters 

If the Commission determines that an oral hearing is necessary, then the oral hearing should be 

limited to actuarial matters in Chapter 3.  The vast majority - 4.4 percentage points - of the 4.9% 

rate increase is attributable to the loss trend to PY 2013, which is a component of the actuarial 

claims cost forecast addressed in Chapter 3. 

An oral hearing on the Basic Capital Management Plan that would take effect after PY 2013 is 

unnecessary.  The three significant new concepts in the proposed Basic Capital Management 

Plan are (1) a change in the capital management target, (2) the rules around when the 

Commission should exclude the loss cost forecast variance, and (3) the introduction of a 

customer renewal credit (CRC): 

 The capital management target is going to change; however, Special Direction IC2 

expressly defines the capital management target as the sum of three components,
2
 two of 

which have already been determined by legislation
3
 or the Commission.

4
 The range of 

outcomes for the third component is relatively small (essentially, not more than 20 basis 

points of MCT). 

 Special Direction IC2 states that, after PY 2013, the Commission may exclude some or 

all of the previous year’s loss cost forecast variance (this year the exclusion is 

mandatory).  ICBC has proposed criteria for when that would occur.  The rationale for 

the proposal is explained in the Application and responses to IRs.  The implications of the 

proposal have also been well canvassed already in round one of IRs, and there are 

different scenarios on the record as well.  It is difficult to see how an oral hearing would 

add value.   

  

                                                 
2
 See definition of “capital management target”. 

3
 The first component is the regulatory minimum of 100% MCT, set by Special Direction IC2. 

4
 The second component is the MCT margin required to address the financial stability of Basic insurance.  The 

Commission set this amount at 130% in 2008 based on extensive analysis, indicating the importance of an 

adequate margin over 100%.  Please see ICBC’s response to 2013.1 RR BCUC.67.1. 
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 The other significant element of the proposed Basic Capital Management Plan is the 

customer renewal credit (CRC), which is a legislated requirement.  The only issue before 

the Commission in this Application related to the CRC is the MCT level that triggers the 

CRC, but again the range of outcomes is limited by the legislated requirements that the 

CRC should only be granted when there is capital well in excess of the capital 

management target and cannot adversely affect rate smoothing.  Implementation rules 

will be addressed in the 2014 revenue requirements application. 

Draft Regulatory Timetable 

ICBC understands the Commission’s desire to advance this process in a timely manner, and 

ICBC generally agrees with the sentiment.  However, adopting the draft timelines included in 

Appendix A to Exhibit A-5 would be procedurally unfair and would place a very significant 

burden on the individuals involved.  The proposals also go further than is required to resolve this 

proceeding in a timely manner.   

ICBC submits that the following changes are required to ensure that the process is fair and the 

timeline realistic: 

 If a written process: Option B1 contemplates that ICBC’s Final Argument would be due 

on January 15 if there is no intervener evidence.  ICBC submits that, irrespective of 

whether there is intervener evidence, ICBC’s Final Argument should not be due before 

January 31.  The dates of Intervener Argument and ICBC Reply Argument should be 

pushed back accordingly.  It takes time to put together a quality written argument that 

articulates the Applicant’s views and is of assistance to the Commission.  The January 15 

deadline in Option B1 would leave only 14 business days from the date round 2 IRs are 

filed, and almost half of those working days occur over the holiday period. 

 If oral hearing process: The January 13 start date in the Commission’s Option A2 (no 

intervener evidence) would be unfair and unreasonable.  The key individuals that will be 

involved in any oral hearing will be totally consumed with responding to IRs right up 

until Christmas.  A January 13 start would leave those individuals with 10 working days 

between the filing of round two IRs and the commencement of the hearing to prepare.  

The witnesses (and the Commission, for that matter) would have no access to printed 

volumes of the round two IRs for a number of days during the holidays, as there will be 

no printers open that are capable of turning around a large volume printing job on 

Christmas Eve.  Key individuals would also be involved in preparing for ICBC’s year-

end. 

There is simply insufficient time for a witness to reasonably be expected to digest and 

master a huge evidentiary record in order to be able to respond properly to questions 

posed at a hearing starting on January 13.  And, leaving aside the procedural fairness 
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issue, there is a human element to this: even the 10 working days presumes that these 

individuals had no plans to take time off with family over the holidays after the push to 

finish round two IRs, and presumes that these individuals are able to completely put aside 

their other work responsibilities.   

If there is no intervener evidence, a more realistic and fair start date for an oral hearing is 

January 28.  If interveners file evidence, then a more appropriate start date would be 

February 5 for the reasons articulated in the next bullet. 

 In either written or oral process with intervener evidence: It would certainly be a novel 

approach for the Commission to require, as Options A1 and B1 contemplate, interveners 

to file their evidence before ICBC’s round two IR responses are even filed.  There is also 

the matter of ICBC having to prepare IRs on intervener evidence in the midst of 

responding to round two IRs.  ICBC has concerns about the fairness of this approach for 

both interveners and ICBC.  It makes much more sense, and is fairer to all concerned, to 

have the steps more staggered, and if necessary hold an oral hearing in early February 

(ICBC is proposing a February 5 start date). 

ICBC has attached a draft timetable reflecting these changes.   

It is not necessary for the Commission to compress the timelines to the extent contemplated in 

the Options.  While a decision by March 15 would assist ICBC in its preparation of the 2014 

revenue requirements application, there are reasonable alternatives if that becomes impractical.  

The Commission has the option of issuing an order on some or all aspects of the Application 

with written reasons to follow.  If circumstances are such that neither an order nor a decision can 

be issued by March 15, ICBC would file its 2014 revenue requirements application based on the 

PY 2013 interim rate decision and file an evidentiary update or amend the application, if 

required, upon the release of the Commission’s decision.
5
  While this is admittedly not ideal, it is 

certainly a better option than compromising the fairness of the present process. 

Issue 5: Other matters, including whether the Capital Management Plan should be 

addressed in a separate proceeding.  

ICBC opposes hiving off the Basic Capital Management Plan into a separate proceeding.  It 

would be no more efficient or timely than considering it with the rest of this Application.  Please 

see the responses to information requests 2013.1 RR BCUC.1.2.1 and 2013.1 RR BCUC.1.3 

(attached) for explanation.   

  

                                                 
5
 Discussed in 2013.1 RR BCUC 1.2.1. 
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ICBC very much appreciates the opportunity to explain its positions on these issues, as the 

fairness and efficiency of the process is of considerable importance to ICBC.   

ALL OF WHICH IS RESPECTFULLY SUBMITTED. 

 

Yours truly, 

FASKEN MARTINEAU DuMOULIN LLP 

[Original signed by] 

 

Matthew Ghikas 
MTG/fxm 

Encs 
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Revenue Requirements Application for the Policy Year Commencing 
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2013.1 RR BCUC.1.2.1  Reference:  APPLICATION 
Exhibit B-1, Chapter 1, pp. i to ii 
Approvals Sought 
 
In the Revenue Requirements for Universal Compulsory Automobile Insurance effective 
November 1, 2013 Application (Application), ICBC seeks approval of a 4.9 percent 
increase in universal compulsory automobile insurance (Basic Insurance) rates for the 
policy year commencing November 1, 2013 (PY 2013). 
 
In accordance with Special Direction IC2, the Government Directive of March 19, 2013, 
with respect to Rate Smoothing approved by Order in Council (OIC) 153/13, March 18, 
2013 (the 2013 Government Directive regarding Rate Smoothing), and Commission Order 
G-49-13, ICBC also seeks approval of a new Basic Insurance Capital Management Plan 
(Basic Capital Management Plan). 
 
The 2013 Government Directive regarding Rate Smoothing states that ICBC should bring 
forward to the Commission for approval of a new Basic Capital Management Plan by May 
31, 2014. 
 
What is the impact on the 2014 revenue requirements application if the new Basic Capital 
Management Plan is not approved or is only partially approved in this Application?  
 
Response: 
 

The Government directive of March 19, 2013 with respect to Rate Smoothing approved by 

Order in Council 153/13, March 18, 2013 (the 2013 Government Directive regarding Rate 

Smoothing) states that “…ICBC should bring forward to the Commission for approval by May 

31, 2014, a revised Basic Capital Management Plan…”  As such, if the plan is not approved as 

part of this Application, or is only partially approved, the Commission will have to ensure that it 

is addressed in another proceeding by May 31, 2014. 

 

ICBC needs to have a new Basic insurance Capital Management Plan (Basic Capital 

Management Plan) in place sufficiently in advance of filing in order for the 2014 revenue 

requirements application to reflect the new plan.  Otherwise, as a practical matter, an 

evidentiary update may be required. 

 

An approved Basic Capital Management Plan is particularly required in the event that the rate 

change to cover costs is within the rate change band and below the rate change ceiling.  This 

could occur if, for example, there were a large favourable loss cost forecast variance.  If the 
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MCT is below the 150% capital management target, ICBC may contemplate proposing the 

inclusion of a capital build provision in the indicated rate change according to the formula 

proposed in this Application, Chapter 4, paragraph 62 and subject to Requirement (B).  ICBC 

would not be able to make such a proposal in the absence of an approved Capital Management 

Plan. 

 

If the timing of the Commission’s decision on this Application extends well into the new year, 

then ICBC would propose that the Commission issue an order with respect to the Basic Capital 

Management Plan shortly after the close of the evidence, with reasons for decision to follow 

along with the rest of the Commission’s decision on the 2013 rate change.  This would permit 

ICBC to prepare the 2014 filing with knowledge of the approved Basic Capital Management 

Plan. 
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30 August 2013 Insurance Corporation of British Columbia 
Revenue Requirements Application for the Policy Year Commencing 
November 1, 2013 

 
2013.1 RR BCUC.1.3  Reference:  APPLICATION 
Exhibit B-1, Chapter 1, pp. i to ii 
Approvals Sought 
 
In the Revenue Requirements for Universal Compulsory Automobile Insurance effective 
November 1, 2013 Application (Application), ICBC seeks approval of a 4.9 percent 
increase in universal compulsory automobile insurance (Basic Insurance) rates for the 
policy year commencing November 1, 2013 (PY 2013). 
 
In accordance with Special Direction IC2, the Government Directive of March 19, 2013, 
with respect to Rate Smoothing approved by Order in Council (OIC) 153/13, March 18, 
2013 (the 2013 Government Directive regarding Rate Smoothing), and Commission Order 
G-49-13, ICBC also seeks approval of a new Basic Insurance Capital Management Plan 
(Basic Capital Management Plan). 
 
The 2013 Government Directive regarding Rate Smoothing states that ICBC should bring 
forward to the Commission for approval of a new Basic Capital Management Plan by May 
31, 2014. 
 
Recognizing that the next revenue requirements application must also be filed by May 31, 
2014 as per Special Direction IC2, has ICBC considered bifurcating particular items such 
as the Basic Insurance Capital Management Plan into a separate proceeding to expedite 
the rate review process?  Please discuss. 
 
Response: 
 

ICBC determined that it would be most efficient to consider both the 4.9% Basic insurance rate 

increase for the policy year commencing November 1, 2013, and the proposed Basic insurance 

Capital Management Plan (Basic Capital Management Plan) at the same time, in the same 

proceeding.  ICBC does not believe that excluding the proposed Basic Capital Management 

Plan from the present proceeding would shorten the revenue requirements application process 

in any material way.  Conducting two parallel proceedings would be inefficient.  Having 

sequential proceedings is unlikely to provide any benefits in time savings for either the 

Commission or ICBC.  

 

The Commission should also be cognizant of the May 31, 2014 deadline for approving the new 

Basic Capital Management Plan.  Please see the response to 2013.1 RR BCUC.1.2.1 in that 

regard. 
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2013.1 RR BCUC.67.1  Reference:  NEW BASIC CAPITAL MANAGEMENT PLAN 
Exhibit B-1, Chapter 4, pp. 4-11 to 4-13  
Rate Smoothing Margin of 20% 
 
ICBC states on page 4-11: 
 
“The recent amendments to Special Direction IC2, and in particular the definition of the 
capital management target, now require an additional margin (the rate smoothing 
margin), addressing the fact that the Solvency Target does not account for the use of 
capital for rate smoothing.  In selecting the size of this margin, ICBC considered the 
likelihood of significant fluctuations in Basic capital occurring as a result of rate 
smoothing, as well as the impact of such margin on customers.  ICBC concluded, for the 
reasons set out below that a 20 percentage point additional margin should be considered 
as a reasonable minimum margin to effect rate smoothing as contemplated in Special 
Direction IC2. 
 
Looking over the last 10 years of ICBC’s historical loss cost forecast variance, a 20 
percentage point margin would have been adequate to smooth through the worst single 
year by using capital to absorb volatility.  The proposed 20 percentage point margin is 
also expected to have a minimal impact on rates.  The following paragraphs provide 
additional support for the selection of a 20 percentage point margin.” 
 
On page 4-12 ICBC states: 
 
“While the 20 percentage point margin for the capital management target works well for 
the worst single year loss cost forecast variance in ICBC’s history, it would not be 
adequate to smooth through ICBC’s recent 2-year cumulative loss cost forecast variance 
of 12.1 percentage points: 5.5 percentage points in 2012 followed by 6.6 percentage 
points in 2013.” 
 
On page 4-13 ICBC states: 
 
“However, with the requirement in Special Direction IC2 that ICBC file an annual revenue 
requirement application by May 31, ICBC expects that the likelihood of a cumulative loss 
cost forecast variance in excess of 10 percentage points occurring is low.” 
 
Recognizing that the current MCT Solvency Target of 130% was based on the 
Commission’s overall assessment of ICBC’s risk profile (based on adverse scenarios 
provided by ICBC) so that the minimum target of 100% MCT would be safeguarded, 
shouldn’t the 130% MCT Solvency Target be reduced by some measure if a rate 
smoothing margin of 20% is to be added to the target?  Otherwise, isn’t the smoothing 
buffer overstated and eventually leading to excessive Basic rates? 
 
Response: 

No, the 130% MCT Solvency Target should not be reduced as a result of adding a rate 

smoothing margin.  The MCT Solvency Target and the rate smoothing margin have very 
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different purposes within the new Basic insurance Capital Management Plan, and this is 

expressly contemplated by the definition of capital management target in Special Direction IC2 

to the BC Utilities Commission, BC Regulation 307/2004, as amended.  It provides:  

“capital management target” means the MCT target, determined in a capital 

management plan approved by the commission, that is the total of the following: 

(a) the MCT required under section 3(1)(b) [i.e. 100%]; 

(b) the margin, expressed in percentage points of MCT, that reflects the 

corporation’s risk profile in relation to the  corporation’s universal compulsory 

vehicle insurance business and its ability to respond to adverse events that arise 

from those risks;  

(c) any additional margin, expressed in percentage points of MCT, consistent with 

relatively stable and predictable universal compulsory vehicle insurance rates; 

 

The Solvency Target, which is the sum of (a) and (b) in the above definition, is in place to 

protect ICBC from becoming insolvent from adverse volatility that can arise in the insurance 

business, while the rate smoothing margin (which is reflected in (c)) is in place to enable the use 

of capital to absorb rate volatility.  The rate smoothing framework actually adds additional risk to 

ICBC in that the volatility that otherwise occurs can be intensified in situations where 

unfavourable loss cost forecast variance is excluded or the rate change ceiling is triggered. 

 

Please refer to the response to information request 2013.1 RR BCUC.66.4 for further details on 

the risks of lowering the MCT Solvency Target. 



 
 

  
 

ICBC 2013 REVENUE REQUIREMENTS APPLICATION 
ICBC RECOMMENDED CHANGES TO 

COMMISSION STAFF DRAFT REGULATORY TIMETABLE OPTIONS  
 
 

ACTION 

OPTION A1 –  
FULL OR PARTIAL ORAL 

PUBLIC HEARING 

PROCESS – WITH 

INTERVENER EVIDENCE 

OPTION A2 –  
FULL OR PARTIAL ORAL 

PUBLIC HEARING 

PROCESS – WITH NO 

INTERVENER EVIDENCE 

OPTION B1 –  
FULL WRITTEN PUBLIC 

HEARING PROCESS – 

WITH INTERVENER 

EVIDENCE 

OPTION B1 –  
FULL WRITTEN PUBLIC 

HEARING PROCESS – 

WITH NO INTERVENER 

EVIDENCE 

 Date (2013): Date (2013): Date (2013): Date (2013): 

Commission and 
Intervener Information 
Request (IR) No. 2 

Monday, 
December 2 

(same) 

Monday,  
December 2 

(same) 

Monday,  
December 2 

(same) 

Monday,  
December 2 

(same) 

ICBC IR No. 2 Responses 
Monday,  

December 23 
(same) 

Monday,  
December 23 

(same) 

Monday,  
December 23 

(same) 

Monday,  
December 23 

(same) 

 Date (2014): Date (2014): Date (2014): Date (2014): 

Intervener Evidence 
Monday,  

December 9 January 
13 

Not Applicable (N/A) 
Monday,  

December 9 January 
13 

N/A 

Commission and ICBC IR 
on Intervener Evidence 

Thursday,  
December 19 Friday,  

January 17 
N/A 

Thursday,  
December 19 

Tuesday,  
January 21 

N/A 

Intervener IR Responses 
on Intervener Evidence 

Friday, January 3 
Friday,  

January 24 
N/A 

Friday, January 3 
Tuesday,  

February 4 
N/A 

ICBC Notice of Rebuttal 
Evidence 

Wednesday,  
January 8 
Monday,  

January 27 

N/A 
Wednesday, January 

8 
February 5 

N/A 

ICBC Rebuttal Evidence 
(Tentative) 

Wednesday,  
January 15 

Friday, January 31 
N/A 

Wednesday, January 
15 February 12 

N/A 

ORAL HEARING 

Commencing 
Tuesday, January 28 

Wednesday, 
February 5 

Commencing 
Monday,  

January 13 Tuesday,  
January 28  

N/A N/A 

ICBC Final Argument 
(Tentative) 

Monday,  
February 17 
Wednesday, 
February 19  

Friday, January 31 
Tuesday,  

February 18 

Wednesday, January 
29 

Tuesday,  
February 18 

Wednesday, January 
15 Monday,  
January 27 

Intervener Final Argument 
(Tentative) 

Monday, March 3 
Friday, February 28 

Monday,  
February 17 Tuesday,  

February 25 

Thursday,  
February 13 Tuesday,  

February 25 

Wednesday, January 
29 Thursday,  
February 6 

ICBC Reply Argument 
(Tentative) 

Monday, March 17 
Friday, March 7 

Monday, March 3 
Thursday, March 6 

Thursday,  
February 27 Tuesday, 

March 4 

Thursday,  
February 13 Tuesday,  

February 18 

 




