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FURTHER COMMENTS ON ICBC’S RATE AND CAPITAL PLAN PROPOSAL 

                                                        December 6, 2013.   
 

 

1.0 General Comments 
 

In general, ICBC is to be complimented for producing a large number of answers, with supporting 

information, in response to both the Commission’s and intervener questions, which were both wide-

ranging and detailed. Unfortunately, ICBC chose to not respond in a meaningful way to the questions as 

to how their capital reserves and the marginal capital test (MCT) targets compare to the other two 

provincial Basic insurance plans. 

Instead, ICBC and their lawyers (Fasken Martineau, November 15, 2013) advance the notion that 

because ICBC has a different legislative/regulatory framework its operation cannot be compared to the 

Saskatchewan and Manitoba corporations. In light of the fundamental similarities, and the fact that ICBC 

does acknowledge comparisons in other parts of its operations, one is left to conclude that ICBC finds 

the equity reserve/MCT comparisons not convenient rather than not applicable. 

In these observations and suggestions I will try to avoid repeating my letter of October 1, 2013. With all 

due deference to the Interpretation Act, I will reference Special Direction IC2 as a regulation, and OICs as 

cabinet orders. ICBC and their lawyers prefer to refer to these cabinet-approved rules and directives as 

“legislation.” This may give some readers the impression that these orders have received some public 

review prior to filing. I prefer the more precise reference. 

 

2.0 Saskatchewan and Manitoba as Models 
 

There are many important lessons that can be learned from a review of the Saskatchewan Government 

Insurance (SGI) and the Manitoba Public Insurance (MPI) Basic insurance models. In the absence of 

ICBC’s considerable research and analysis capability I have summarized the Basic equity reserves for 

2012, and the average for the 2011 - 2012 period ($=millions) from the annual reports. 
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   Prem Earned           Equity         Per Cent   Aver. 2011/12 

ICBC    $ 2,178.6      $ 1,427.5                     65.5                 60.3 

ICBC (pre-$373m)   $2,178.6       $1,054.5               48.4         51.7 

Sask. AutoFund     $    781.2        $   132.1              16.9         18.1 

Manitoba PI     $   746.0        $   141.5              19.0         23.2 

 

 

Even excluding the $373 million infusion ICBC’s two year average equity reserve is more than twice that 

of the other two public insurers. Saskatchewan has requested a rate increase over three years to raise 

their reserve to about 20 per cent of earned premiums. 

Had the MCT target been 50 per cent (equity at 25 per cent of premiums earned) ICBC would have had 

some $925.0 million surplus equity at the end of FY 2012. In other words, based on the practice in the 

other two public insurance provinces there was about $300 per policy available for future cost 

pressures, or for a rebate. 

Why has the government and ICBC allowed the Basic reserves to grow over the last decade to this level? 

Part of the answer is the belief that the Basic program should “adhere to the same capital requirements 

as other federally regulated insurers in Canada” (response to BCUC 66.5). This OSFI standard is designed 

for companies operating in a competitive market situation, not for monopolies with a captive risk pool. 

Saskatchewan considered the OSFI guidelines, but rejected it as inappropriate given the monopoly. One 

might assume this also applies to their neighbour Manitoba. 

The lower equity reserve targets in the two provinces have been accepted by their independent review 

boards and, by inference, by the government of Saskatchewan which must approve the rates. It should 

be noted that the two provincial governments, unlike the B.C. government, do not set a minimum MCT 

target for their Basic plans, nor do they attempt to limit the discretion of their independent oversight 

bodies through cabinet orders. 

All three public monopolies manage the driver licencing systems on behalf of their governments. In 

Manitoba the government reimburses the MPI for this service, which was the case in B.C. until 1998. The 

annual cost is estimated by ICBC at some $ 55.0 million which is paid from the Basic insurance rate. The 

province continues to charge a fee for this licencing activity which is separate from the fee paid to ICBC. 

ICBC should seek a reimbursement of this activity from the government, as well as other services it 

provides including the collection of provincial fines. As things currently stand the 3 million Basic policy 

holders are providing a subsidy to the 2.2 million who pay provincial personal income tax (which is 

assessed on a progressive basis). 
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3.0   THE NEW ACCOUNTING STANDARD IMPACT 
 

The change to the IFRS standard on January 1, 2011 had important implications for all public 

organizations, and was predicted to lead to increased volatility in year over year financial results (see 

B.C. Public Accounts Committee, December 1, 2009). This was the case for ICBC where the re-stated 

2010 MCT dropped by 12 per cent when compared to the GAAP accounting (ICBC response to 60.2). 

 

Since the initial government-mandated MCT minimum of 100 MCT, established in 2004, was not 

adjusted in 2011 to reflect the new rules, the real effect (all else being equal) is to increase the reserve 

equity target by 12 per cent. This point was raised by Mr. Duck in the 2012 rate review, but ICBC stated 

that the impact was only 0.4 per cent of the proposed 11.2 per cent rate increase. 

 

4.0   RECENT CABINET DIRECTIVES 
 

The B.C. government transferred the supervision and rate setting authority over the Basic insurance 

program to the BCUC in 2004 to depoliticize the process. Since then it has continually imposed direction 

through a regulation (Special Direction IC2) and directives in the form of OICs which are binding on the 

regulator. 

The decline in interest rates following the 2008/09 financial crisis has had a significant impact on ICBC’s 

investment income. Combined with the drop in the value of the investment portfolio, the reduction in 

the IFRS defined assets and rising claims costs, ICBC reserves were badly eroded in 2011, and again 

during 2012. The MCT was in danger of falling below the minimum in early 2013, which was not 

welcomed by a government already grappling with significant financial shortfalls at BC Ferries and BC 

Hydro and facing an election in May. In December, 2012 the government approved a $373 million 

transfer of Optional capital to the Basic program (OIC 82/13) with the result that the Basic MCT moved 

back to 137 per cent at year-end. When the transfer became public in February the minister responsible 

said it was to keep Basic rates low and affordable (Times Colonist, February 20, 2013). 

The government has attempted to meet two often conflicting objectives; to have stable (and low) Basic 

insurance rates and to maintain the financial health of the program. This is evident in the March, 2013 

amendments to SD IC2 (OIC 152/13), and the concept of a rebate (OIC 153/13). The SD IC2 was 

amended to fix annual rate changes at August 1st and to limit future rate increases or decreases 

following the rate change approved for November, 2013. 
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The rate limitation is a major intrusion on the authority of the BCUC, and almost forces the Commission 

to set a high rate increase for November to allow “sea-room” for a subsequent lift on August, 2014 to 

recognize claims cost increases and the impact of continuing low interest rates on investment income. 

OIC 153/13 explicitly suggests that the Basic capital should be used to promote stable and predictable 

rates and acknowledges that the minimum MCT target is a guideline, rather than a hard floor. It inserts 

Treasury Board into the process where the equity reserve is below the minimum, which acknowledges 

the actions of late 2012. The renewal credit concept is confusing, as the Commission already has a 

rebate plan in place (MCT above 130 per cent), as well as the safe driver discount (which is recognized in 

the financial statements of the other two public insurers). 

ICBC has seized on OIC 153/13 to advance the notion that the 130 per cent MCT (which they now call 

the solvency target) is too low to provide a rebate. They are asking the Commission to raise the limit to 

150 per cent, and admit that 171 per cent would be a safe level before a $25 credit would take effect. 

Using the 2012 actuals the change from an MCT of 130 to 171 per cent results in an average policy 

increase of about $135—in order to receive a $25 credit! ICBC calls this unwarranted increase “rate 

smoothing”, which would likely to have caused even George Orwell to raise an eyebrow. They deny that 

their proposal would lead to excessive rates (response to BCUC 67.1), but their plan forwarded to the 

Commission would not provide a future date for the rebate. In a sense it is like the Doomsday Machine 

in the classic Dr. Strangelove movie, designed with the intent to never be used.  

The B.C. Ferries Corporation has financial difficulties as a result of relatively fixed costs, capital needs 

and declining revenues. B.C. Hydro has financial difficulties due to high and growing capital 

expenditures. ICBC has relatively stable revenue and has no debt. For ICBC to ask their policy payers to 

insulate them from another market crash is not viable, especially in light of the government’s desire to 

use their capital to buffer the rates, and in light of the practice in Saskatchewan and Manitoba. 

 

5.0   A PROPOSAL 
 

5.1 Approve the requested rate increase. 

The Commission’s rate setting discretion has been limited by the March change to SD IC2. Approving the 

4.9 per cent increase will allow rate setting flexibility for 2014 and future years if required. The 4.9 per 

cent increase has already been instituted, and a change now will result in public confusion and 

administrative cost. 

 

5.2 Confirm the 100 per cent MCT, but request a change to 50 per cent. 
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The current minimum incorporates an OSFI guideline designed for competitive corporations. The 

Saskatchewan and Manitoba examples clearly demonstrate that a 50 per cent (about 25 per cent of 

premiums earned) is adequate for this province’s monopoly plan. It is time to correct the 2004 error. 

5.3 Pending a positive response to 5.2, direct ICBC that a MCT of 110 per cent will trigger a customer 

renewal credit (rebate), commencing in PY 2014. 

This will achieve the government’s desire for moderate rate changes by reducing the reserve fund. The 

specific rules for the initiation of the credit would be approved by August 1, 2014. The MCT should be 

calculated both as a point in time (the last quarter) and as a rolling 12 month average. 

5.4 For the 2014 rate approval process, direct ICBC to prepare a 2013 to 2017 financial forecast using 

the same format as that shown on page 46 of their 2012 annual report, including the MCT forecasts. 

It would be helpful if the Optional figures were included in order that the Commission has the complete 

financial picture. ICBC should publish quarterly financial results for the Basic program. Their actuals for 

the first six months of 2013 would indicate a moderation in the rise of claim costs, but the numbers 

include the Optional program. 

5.  Direct ICBC to seek re-imbursement from the government for the cost of providing driver licencing 

services, as was the case prior to 1998. 

The provincial government is receiving significant revenue from driver licence fees while Basic policy 

holders also pay ICBC for the actual cost. Additionally, the government receives significant benefit from 

ICBC providing the fine collection service through refusing annual vehicle licencing for those owing 

provincial and traffic fines. 

5.6 Develop a shorter time-frame for the annual rate approval process. 

An open process requires time to accommodate interested parties, but seven months seems excessive. 

Forecasting errors in one cycle should be corrected in the next. 

 

 

With the adoption of these proposals the Commission will meet the intent of the recent government 

directives, and help make the aspiration on the ICBC letterhead a reality. 

 

 

Richard McCandless 

December 6, 2013. 




