
March 12, 2014 

British Columbia Utilities Commission 
Sixth Floor 
900 Howe Street 
Vancouver, BC V6Z 2N3 

building trust. driving confidence. 

Attention: Ms. Erica Hamilton, Commission Secretary and Director 

Re: Filing of ICSC's 2013 Revenue Requirements Application Undertaking 

Dear Ms. Hamilton: 

Further to ICBC's letter of February 20, 2014, enclosed is the response to one additional 
information request that was outstanding after the conclusion of the Oral Hearing (February 
6 to February 14, 2014) on ICBC's 2013 Revenue Requirements Application. ICBC originally 
anticipated filing this undertaking on a confidential basis, but has since determined that the 
information, as presented, is not confidential. 

ICBC expects that the remaining information request will be filed confidentially tomorrow. 

Yours truly, 

~I 
\ 'J 
Yune Elder 
Manager, Corporate Regulatory Affairs 

Cc: Registered Intervenors 
Geri Prior, B.Comm, FCA, Chief Financial Officer, ICBC 
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INSURANCE CORPORATION OF BRITISH COLUMBIA UNDERTAKING 

 

HEARING DATE 

February 14, 2014 

TRANSCRIPT REFERENCE 

Volume 7, page 1170, line 12 to page 1171, line 18 

ICBC REFERENCE 

2013 RR BCUC.UT.14C 

 

REQUESTOR:  BCUC 

 

QUESTION  

Provide any other updated information that ICBC believes would improve the quality of the 

Commission’s final rate decision, and confirm whether there are any constraints precluding 

the publication of this updated information in the decision.   

 

RESPONSE 

In the Transcript Volume 7, page 1170, Commissioners O’Hara and Magnan requested that 

ICBC consider information that it thought would be valuable to the Commission to “improve 

the quality” of their decision.  

 

As requested by the Commission, ICBC has on a confidential basis provided the MCT ratio 

for the end of 2013 and the investment return for 2013 (undertaking 2013 RR 

BCUC.UT.15C).  In this undertaking, ICBC provides additional information to the 

Commission to assist with the quality of the decision in the form of an analysis of the 

sensitivity of the rate indication to certain key assumptions being updated with current 

information.  The results of the sensitivity analysis are not confidential. 

 

  



 ICBC Filing re: Revenue Requirements Application for the 2013 Policy Year 

 

Insurance Corporation of British Columbia  Page 2 of 5 

March 2014 

Updating Key Assumptions within the Rate Indication 

 

ICBC has analysed the sensitivity of the rate indication with current information, including 

the recent revision to Special Direction IC2 that reflects the new filing date by August 31, 

2014 rather than by May 31, 2014.  The following list summarizes the components that 

were updated in the sensitivity analysis: 

1. Extend cost and premium trends to account for additional three month of policies 

written for the full policy year (policy year 2013 will be in effect a full 12 months 

before policy year 2014 rates come into effect, which is 3 months longer than was 

assumed in the 2013 Revenue Requirement Application).    

2. Update loss cost forecast variance and loss trends as of 2013 year-end. 

3. Update operating expense actuals for 2013 as well as updated operating expense 

outlook forecasts for future years. 

4. Update New Money Rate and Yield on Retained Earnings as well as an update of the 

total Basic Equity.   

 

ICBC has performed the analysis and provides Figure 1 to show the sensitivity of each 

element of the rate change to extending the trends and updating the components stated in 

the above list. 
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Figure 1 – Components of Rate Change 

  

Impact (percentage points of 
PY 2013 indicated 

rate change) 

 Line 
No. 

Components 
At 

Application 
Update Difference 

1 PY 2012 Loss Cost Forecast Variance 6.6 6.7 0.1 

2 Loss Trend to PY 2013 4.4 5.2 0.8 

3 Investment Income -1.1 -1.6 -0.5 

4 Impact of IAS 19R and Assumption Changes 0.2 0.2 0.0 

5 Operating Expense (Excluding Line 4) -0.6 -0.7 -0.1 

6 Capital Maintenance Provision 0.9 0.9 0.0 

7 Change in Average Premium 1.0 1.0 0.0 

8 Other 0.1 0.1 0.0 

9 Rate Change to Cover Costs 11.5 11.8 0.3 

10 PY 2012 Loss Cost Forecast Variance Exclusion -6.6 -6.7 -0.1 

11 Indicated Rate Change 4.9 5.1 0.2 

 

Updating these components would increase the required rate change by 0.3 percentage 

points (ppt) to 11.8%.  With the loss cost forecast variance exclusion, which would be 6.7 

ppt, this produces an indicated rate change of 5.1%. 

 

The updated loss cost forecast variance is slightly more unfavourable, due to an increase in 

the loss cost of Accident Benefits claims.  This was partially offset by favourable 

development in the Bodily Injury loss cost due to lower frequency.  

 

The largest impact on the rate indication is the loss trend at 0.8 ppt.  About half of the 

impact is from the additional inflation on claims costs that comes from extending the 9-

month policy period of the application by 3 additional months. Other changes to the loss 

data and trend models selected at year-end account for the other half of the increase in this 

cost component.  
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The net result of updating investment yields and the amount of Basic Equity was a 

favourable rate impact of 0.5 ppt.   The updated New Money Rate decreased from 3.75% to 

3.64%, which on its own would have an unfavourable impact on the rate indication;1  

however, this unfavourable impact is more than offset by higher investment income earned 

from Basic Equity, which has increased as a result of 1) favourable investment gains in 2013 

and 2) a transfer of capital from Optional insurance to Basic insurance which took place as a 

result of the Government directive of February 17, 2014 with respect to Excess Optional 

Capital Transfer and Annual Basic Rate Filing Date approved by Order in Council 055/14, 

February 18, 2014.   

 

The updated operating expense reflect all the commitments made to the Commission during 

the Oral Hearing regarding the allocation of costs to claims administrative support and the 

standard benefit rate, which was discussed in the response to 2013 RR BCUC.UT.12.  

Despite favourable savings to operating expense in 2013, this has a relatively small impact 

on the rate indication due to policy year 2013 only encompassing a small portion of 2013 

operating expense.  The impact of extending the trend for operating expense to 12 month 

cost level had an unfavourable impact on the rate indication.  Overall, updates to this cost 

component had a favourable 0.1 ppt impact. 

 

Impact of Potential Changes to Statutory Discount Rates 

 

ICBC also believes it would be useful for the Commission Panel to be aware of the potential 

changes to the statutory discount rates used to calculate the amount of lump sum 

settlements.2  These rates are currently under review by the Chief Justice of the BC 

Supreme Court.  If the decision (expected in April 2014) reflects a reduction in these 

discount rates, this would put additional pressure on claims cost associated with future 

wage loss and future care amounts.  These costs would then contribute to an unfavourable 

loss cost forecast variance for policy year 2013, which would be reflected in the 2014 

Revenue Requirements Application. 

 

                                                           
1 It should be noted that the updated New Money Rate of 3.64% used for this analysis is based on a 12 month 
policy year.  This differs from the New Money Rate of 3.58% provided in the response to 2013 RR BCUC.UT.9, 
which was based on the 9 month policy period used in the Application. 
2 The potential for changes to the statutory discount rates was identified in the Application, Chapter 3, Exhibit E.0, 
paragraph 25. Its potential to impact the Basic Equity and MCT levels was also discussed in the response to 2013 
RR BCUC.UT.8. 
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ICBC has considered a scenario in which costs associated with future wage loss and future 

care increase as a result of reduction of these discount rates.3  Assuming this change would 

take place in April 2014, ICBC estimates this impact would be an increase of about 1.6 ppt 

to Basic insurance rates.   

 

Since it is currently not known when and by how much the statutory discount rates will 

change, this impact cannot be taken into account in the setting of Basic insurance rates for 

policy year 2013.  A change in the statutory discount rates would affect all claims from prior 

years that have already occurred, but have yet to be settled, and therefore any rate impact 

would be seen almost entirely in the loss cost forecast variance component of the rate 

indication (and not in the loss trend component).  Recognizing an increase in the cost of 

claims from prior years would also result in a reduction to existing Basic Equity.  

                                                           
3 For this scenario, it is assumed that effective April 2014, the future care discount rate will change from 3.5% to 
2.0%, and the future wage loss discount rate will change from 2.5% to 1.5%.  These assumptions are consistent 
with the recommendations in the report prepared by the consultant to the BC Supreme Court on this issue.  The 
report can be found online at: http://cba.org/bc/initiatives/pdf/Real_Discount_Rates_Prescribed_under_the_Law 
_and_Equity_Act.pdf. 
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