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December 23, 2016 

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

building trust. driving confidence. 

Attention: Ms. Laurel Ross, Acting Commission Secretary and Director 

Re: ICBC's Submission regarding the Commission's Letter 
Dated December 20, 2016 

Dear Ms. Ross: 

ICBC is responding to the Commission's letter dated December 20, 2016, Exhibit A-14, 
regarding the requested Basic insurance rate change for the 2016 policy year. 

ICBC concurs with the Commission's assessment that, in light of the December 16, 2016 
amendment by Order in Council 960/16 to Special Direction IC2, BC Regulation 307/2004, as 
amended (Special Direction IC2), the requested Basic insurance rate change of 4.9% for the 
2016 policy year should be approved at this time on a permanent basis. ICBC generally 
agrees with the reasons that the· Commission Panel has provided for approving the requested 
Basic insurance rate increase. The proposed Basic insurance rate increase is just and 
reasonable, reflecting accepted actuarial' practice, the applicable legislative framework as 
amended by Order in Council 960/16, the Commission-approved Capital Management Plan, 
and having accounted for the steps being taken by ICBC to reduce costs. 

Accepted Actuarial Practice 

The evidence is that ICBC requires a Basic insurance rate increase for the policy year (PY) 
commencing November 1, 2016 (PY 2016) of 4.9% in order to comply with accepted actuarial 
practice. Accepted actuarial practice is the cornerstone for the regulation of Basic insurance 
rates, by virtue of Special Direction IC2. 1 The application of accepted actuarial practice 
requires, in essence, that Basic insurance rates reflect the costs of providing Basic insurance, 
subject to applicable legislation. 2 

Mr. Carpenter, the Filing Actuary1. and Mr. Weiland, the Reviewing Actuary, have certified that 
the rate indication of 4.9% accords with accepted actuarial practice. 

Reflecting the Costs of Providing Basic Insurance 

The costs of processing and paying out claims ("claims costs") represent the vast majority of 
the costs of providing Basic insurance. 3 The projected claims costs for PY 2016 are estimated 

1 Special Direction IC2, section 3(1)(c). 
2 Application, Chapter 2, para. 1. 
3 Application, Chapter 1, para. 11; Chapter 7, para. 1. 
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by actuaries who are bound by .professional standards to provide unbiased best estimates. 
ICBC's actuarial modelling reflects the expectation that bodily injury (BI) claims costs continue 
to rise, a function of the increase in BI frequency and the continued upward trend in BI 
severity. 4 The actuarial modelling also reflects the expectation that Property Damage (PD) 
claims costs will rise, a combination of a flattening trend in PD frequency (a change from the 
historical downward trend) and an increasing trend in PD severity. 5 The challenge of rising 
claims costs is compounded by the impact of lower interest rate forecasts on revenues 
generated by ICBC's investments. 6 ICBC continues to exercise fiscal discipline over 
controllable operating expenses, which has a slight favourable impact on the rate indication. 7 

The Application discusses a number of steps ICBC is taking to manage rising claims costs. 
Those steps which are recognized through a favourable impact on the rate indication include: 
(i) increasing injury claims staff to address the number of BI claims that are continuing to 
increase and the growth this would otherwise cause to BI claims pending levels; 8 and (ii) 
prospective adjustments including the implementation of a technical solution to assist in 
targeting claims with the highest risk of fraud. 9 ICBC is also (iii) focusing on those factors 
that impact customers' propensity to seek legal representation over which ICBC has some 
influence; and (iv) partnering with its stakeholders to extend the reach of its Road Safety 
initiatives. 10 

Requested Basic Insurance Rate Increase Recognizes Legislative Framework and 
Capital Transfers 

ICBC's requested Basic insurance rate increase of 4.9% reflects directed income and capital 
transfers from its Optional insurance business to its Basic insurance business, and the 
legislated rate smoothing framework. A significant portion of ICBC's expected cost of 
providing Basic insurance in PY 2016 has been offset by a directed transfer of $300 million in 
income from the Optional insurance business. 11 In absence of this transfer, the rate change 
to cover costs would have been 15.5%, which includes the favourable impact on the rate 
indication of the steps ICBC is taking to manage claims costs. 12 A directed transfer of $172 
million of capital from the Optional insurance business has restored the Basic Minimum Capital 
Test (MCT) ratio above the regulatory minimum of 100%13 set in Special Direction JC2. 14 As 
part of the rate smoothing framework and the amended Basic Capital Management Plan, there 
is no capital provision for PY 2016. 15 

The new cap of 4.9% included in OIC 960/16 is an additional overarching consideration in 
setting Basic insurance rates based on accepted actuarial practice. 

4 See, for example, Application, Chapter 2, Figure 2.11 and Figure 2.15. 
5 See, for example, Application, Chapter 2, Figure 2.8 and Figure 2.14. 
6 Application, Chapter 2, para. 14. 
7 Application, Chapter 2, para. 17; Chapter 5, para. 2. 
8 Application, Chapter 2, para. 43. 
9 Application, Chapter 2, Appendix E.O. 
10 Response to information request 2016.l RR BCUC.2.1. 
11 Application, Chapter 10, Attachment 10 Cl; the August 2016 Government Directive regarding Optional Transfers. 
12 Application, Chapter 1, para. 3. 
13 Application, Chapter 10, Attachment 10 Cl; the August 2016 Government Directive regarding Optional Transfers. 
Also see Application, Chapter 3, Figure 3.2 showing the MCT ratio of 102%, following the transfers, at the end of the 
2016/17 fiscal year. 
14 Special Direction IC2, section 3(l)(b). 
15 Special Direction IC2, section 3(l)(e)(i) suspends the capital build provision of the rate smoothing framework 
through 2020. 
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ICBC operates in a closed system where any forecast variance flows through Basic insurance 
capital triggering a correction to future premium rates. 16 This ensures that any positive or 
negative variances do not leave the system, but remain and contribute over time in the 
calculation of required annual rate levels. 

Order Sought 

The proposed PY 2016 Basic insurance rate increase of 4.9% is just and reasonable and should 
be approved at this time on the terms specified in Chapter 1 of the Application. 

Nicolas Jimenez 
Vice President, Insurance Strategy, Product and Pricing 

Cc: Registered Interveners 
June Elder, Manager, Corporate Regulatory Affairs, ICBC 

16 Application, Chapter 2, Exhibit E.O, para. 11. 
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