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PART ONE: INTRODUCTION 

1. In Order No. G-2-17, dated January 12, 2017, the British Columbia Utilities 

Commission (Commission) approved ICBC’s request for a 4.9% Basic insurance permanent rate 

increase for policy year (PY) 2016.  Order No. G-2-17 thus determined the main issue in this 

proceeding.  ICBC’s Final Submissions address the two remaining matters that the Commission 

has determined are in scope.1  ICBC makes the following points:  

 First, ICBC’s proposal to allocate corporate Deferred Premium Acquisition Cost 

(DPAC) between Basic insurance and Optional insurance, instead of calculating 

Basic DPAC separately, is necessitated by financial reporting requirements and has 

limited practical impact on Basic customers.   

 Second, ICBC’s proposal to report on government initiatives annually as part of 

each revenue requirements application achieves transparency in an efficient 

manner that reflects how government initiatives relate to the Commission’s 

mandate. 

 

PART TWO: DPAC ALLOCATION METHODOLOGY IS NECESSARY AND REASONABLE 

2. ICBC described the nature of DPAC and the proposed DPAC allocation 

methodology in Chapter 3 of the Application.2  The Commission should approve the proposed 

methodology.  As described below, the change from direct calculation of Basic DPAC to a 

corporate DPAC allocation between Basic and Optional insurance is driven by International 

Financial Reporting Standards (IFRS) financial reporting requirements.  The change had no impact 

on PY 2016 Basic rates.   

                                                      
1 Order No. G-23-17: “For reasons set out in Appendix A of this Order, the remaining process will be scoped to 

providing argument on the two outstanding requests from the Application: (i) DPAC Allocation Methodology and 
(ii) Government Initiatives Reporting Requirement.” 

2 Application, pp. 3-5 to 3-7. 
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A. OPTIONAL INCOME TRANSFERS NECESSITATE DIFFERENT APPROACH  

3. The Basic DPAC has, to date, been calculated directly.  The recent Government 

directive to transfer Optional income and capital - a transfer that was beneficial to Basic 

insurance policyholders - has necessitated the change to an allocation approach.3  The 

Commission’s approval of the allocation methodology is necessary for ICBC to comply with 

financial reporting requirements.4 

4. IFRS Accounting Guideline AcG-3 Financial Reporting by Property and Casualty 

Insurance Companies provides, in part, that DPAC should be “determined by reasonable 

groupings of business, consistent with an insurer’s manner of acquiring, servicing and measuring 

the profitability of its business.”5  ICBC’s initial analysis to determine what would qualify as 

“reasonable groupings of business” predated the Government Directive of August 22, 2016 with 

respect to Optional Transfers.6  ICBC described its assessment at that time as follows: 

Previously, an analysis was performed to determine what would qualify as 
“reasonable groupings of business”.  A review of the recoverability of DPAC and 
assessment of premium deficiency test determined that the facts and 
circumstances surrounding ICBC’s business required the two lines of business 
(Basic and Optional) to be calculated separately: rates for each line were set 
independent of each other; profitability of each line was viewed independently 
(Basic insurance rates were set on a non-competitive basis to cover costs and meet 
capital targets, while Optional insurance rates were set to make profit in a 
competitive environment);  there was no income cross-subsidization between the 
lines of business; management and regulation of pricing, and reporting related to 
Basic and Optional insurance as separate business groupings.  Therefore, it was 
concluded that AcG-3 required the assessment of DPAC and premium deficiencies 
to be calculated separately for Basic and Optional insurance lines of business.7 

5. The Government Directive of August 22, 2016 with respect to Optional Transfers 

directed ICBC to transfer both Optional capital ($172 million) and income ($300 million) to Basic 

insurance.8  While Government had previously directed capital transfers, this was the first 

                                                      
3 Application, p. 3-6. 
4 Application, Chapter 3, para. 20. 
5 2016.1 RR BCUC.20.1. 
6 Order in Council 615/16, August 24, 2016. 
7 2016.1 RR BCUC.20.1. 
8 Application, Chapter 3, para. 4. 
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combined transfer of income and capital.  Capital transfers and income transfers affect Basic 

insurance differently.  Whereas capital transfers are applied to replenish Basic capital (i.e., 

increase Basic MCT) and have a less direct impact on current rates, the transfer of income from 

Optional insurance was applied to offset Basic costs in the coming policy year.   

6. From a financial reporting perspective, the introduction of Optional income 

transfers to subsidize Basic insurance rates, combined with the Optional capital transfers, 

represents a significant change in the facts and circumstances.  In effect, ICBC is now managing 

Basic insurance rates using the combined corporate resources of both product lines together.  

The previous method of calculating the DPAC adjustment separately for Basic and Optional 

insurance is no longer appropriate in these circumstances.  A new “grouping of business” must 

be determined for financial reporting purposes.  The most appropriate method of calculating 

DPAC is now at a combined Corporate level, with an allocation to permit the Commission to fix 

Basic insurance rates separately.9 

7. ICBC’s use of the proposed allocation methodology does not depend on 

Government directing further income transfers (there is no such legislation at present), but will 

be able to accommodate any transfers ordered in the future.  ICBC elaborated:  

The proposed allocation methodology does not rely on continuing income 
transfers, but will be able to accommodate such if they are ordered in the future.  
As further discussed in the response to information request 2016.1 RR BCUC.20.1, 
the change from a direct determination of Basic DPAC to an allocation to Basic 
insurance from a Corporate DPAC asset is driven by financial reporting 
requirements associated with the existing income transfers from Optional 
insurance to Basic insurance, and the corresponding change to management of 
the profitability of both product lines together.   

… 

The only factor that ICBC is assuming in the proposed allocation methodology is 
that managing its overall capital position takes precedence over managing the 
capital position of individual lines of business.  While managing Basic and Optional 
capital positions individually is important, managing the overall capital position of 

                                                      
9 2016.1 RR BCUC.20.1. 
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ICBC takes precedence, which means accounting policy requires the calculation of 
DPAC on a corporate basis and then allocating that amount by line of business.10 

8. ICBC’s proposal to first determine DPAC at a corporate level and then allocate by 

line of business is the standard by which other Canadian insurance companies determine DPAC.  

ICBC is not aware of any other insurance company that determines DPAC directly for each line of 

business.11  

B. BASIC INSURANCE CUSTOMERS ARE FINANCIALLY INDIFFERENT OR BETTER OFF 

9. ICBC sets out the calculation of DPAC for the 2016/17 Outlook under both 

methodologies in Figure 3.3 of the Application.12  ICBC provided a scenario analysis in its response 

to 2016.1 RR BCUC.20.4.  The analyses demonstrate:  

 The proposed allocation approach produces the same amount of Basic DPAC as 

the direct calculation for the 2016/17 Outlook;    

 Basic insurance policyholders will continue to be financially indifferent to the 

proposed change in most circumstances;  

 Basic insurance policyholders will never be disadvantaged by the change from 

direct DPAC calculation to an allocation methodology; and 

 Basic insurance policyholders potentially benefit in the unlikely circumstance 

where the Optional unearned premium is significantly more profitable than the 

Basic unearned premium after consideration of the income transfer.13   

                                                      
10 2016.1 RR BCUC.20.2. 
11 2016.1 RR BCUC.20.1; 2016.1 RR BCUC.20.2. 
12 ICBC expanded on the analysis in 2016.1 RR BCUC.20.3.  Also see Exhibit B-1-2 where ICBC corrected the value of 

the premium deficiency liability for Basic insurance provided in the Application, Chapter 3, para. 23 to $5 million 
to conform to Figure 3.3, line (6).  

13 The DPAC asset, or premium deficiency reserve liability, is a balance sheet item that affects the financial position 
of the (Basic or Optional) insurance business, and correspondingly affects the amount of capital associated with 
the business.  A larger DPAC (or smaller premium deficiency reserve) means a stronger capital position.  See:  
Application, Chapter 3, p. 3-7 and 2016.1 RR BCUC.20.3. 
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C. THE CHANGE IS CONSISTENT WITH THE SEPARATE REGULATION OF BASIC INSURANCE 

10. TREAD suggested in its scoping submission14 that ICBC’s requested approval is 

inconsistent with its position that matters connected to Optional insurance are out of scope for 

a revenue requirements application.  ICBC’s position is, in fact, internally consistent.  The 

Insurance Corporation Act requires that the Commission ensure that the Basic insurance business 

does not subsidize the Optional insurance business.15  The Commission must therefore approve 

the cost allocation practices that affect the determination of Basic insurance rates.  ICBC must 

request the Commission's approval to use the proposed allocation methodology for DPAC, 

whether or not it has an impact on the rate indication for PY 2016.  ICBC has, in prior revenue 

requirements applications, applied for changes to the Commission-approved financial cost 

allocation methodology.  The current proposal is akin to previous changes approved by the 

Commission.   

PART THREE: REPORTING REQUIREMENT FOR GOVERNMENT INITIATIVES 

11. ICBC undertakes a number of initiatives on behalf of Government.  ICBC’s 

government initiatives reporting applies to: (i) non-insurance services specified in the Service 

Agreement between ICBC and the Government, (ii) changes in the Road Safety Memorandum of 

Understanding (MOU), and (iii) one-off items that fall outside of the Service Agreement and Road 

Safety MOU and are supported by a Government directive.  ICBC reports to the Commission on 

these initiatives because the Commission is directed to fix Basic insurance rates so as to cover 

costs.  ICBC proposes to continue reporting on government initiatives annually in a chapter in 

each revenue requirements application, while discontinuing quarterly reporting.16  The proposed 

approach will continue to provide the Commission and interveners with pertinent information 

on government initiatives, and will streamline compliance reporting. 

                                                      
14 Exhibit C5-6, p. 3. 
15 Insurance Corporation Act, RSBC c.228, section 49(1). 
16 Application, Chapter 9, Section D. 
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A. PROPOSAL ACHIEVES TRANSPARENCY IN AN EFFICIENT MANNER 

12. There are several reasons why ICBC’s government initiatives reporting proposal 

makes sense:  

 First, ICBC’s revenue requirements applications will continue to inform the 

Commission and interveners of new government initiatives and changes to 

existing initiatives.  ICBC also files with the applications (i) any updated Service 

Agreement and (ii) any changes to the Road Safety MOU funding formula.17  This 

information is useful to the Commission in the context of an application 

specifically concerned with Basic rate setting.   

 Second, more frequent reporting has not, as a practical matter, provided 

additional information or insight.  In recent years, there have been no one-off 

initiatives outside of the Service Agreement documentation filed with revenue 

requirements applications that resulted in significant costs for Basic insurance 

policyholders.18   

 Third, even if the Commission were to disagree with new government initiatives 

identified in quarterly reporting, the Commission is not empowered to direct any 

change in the initiatives themselves.  Government determines the need for the 

initiatives.  The Commission’s role, defined by Special Direction IC2, is in 

determining the cost of these initiatives so as to ensure that rates are sufficient to 

cover the costs.  The Commission undertakes its analysis of how the costs of 

government initiatives affect Basic insurance rates annually in the context of 

revenue requirements applications, not in response to quarterly reporting.   

 Fourth, ICBC’s proposal to streamline compliance reporting is consistent with the 

recommendations of the November 14, 2014 Independent Review of BCUC Final 

Report regarding streamlining of compliance reporting.19   

                                                      
17 2016.1 RR BCOAPO.2.1. 
18 2016.1 RR BCOAPO.2.1. 
19 Application, Chapter 9, para. 16. 
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B. GOVERNMENT INITIATIVES REPORTING IS DIFFERENT FROM REPORTING ON THE 
STATUS OF REGULATION OF BASIC INSURANCE  

13. TREAD has suggested in its comments on scoping20 that the streamlined reporting 

for government initiatives that ICBC has proposed "is highly inappropriate in light of the 

Government's increasing actions to limit or remove Commission discretion in regulating ICBC."  

TREAD is conflating two different matters.  The reporting for government initiatives that is the 

subject of ICBC’s request refers to (i) non-insurance services specified in the Service Agreement 

between ICBC and the Government, (ii) changes in the Road Safety MOU, and (iii) one-off items 

that fall outside of the Service Agreement and Road Safety MOU and are supported by a 

government directive.  The government initiatives reporting addressed in ICBC’s proposal does 

not include actions taken by Government outside of these areas.   

PART FOUR: CONCLUSION AND ORDER SOUGHT 

14. The proposed DPAC allocation approach is just and reasonable, and has either a 

neutral (normally) or positive (the exception) impact on Basic insurance policyholders.  The 

proposed reporting framework regarding government initiatives provides transparency in a 

manner more closely aligned with the Commission’s rate setting mandate.  ICBC respectfully 

submits that the Commission should approve both proposals.   

 
 
 
ALL OF WHICH IS RESPECTFULLY SUBMITTED. 
 
 
 
Dated: March 6, 2017  [original signed by Matthew Ghikas] 

   Matthew Ghikas 
FASKEN MARTINEAU DUMOULIN LLP 
Legal Counsel to ICBC 

 

                                                      
20 Exhibit C5-6, p. 3. 


