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November 23, 2016 

 

 

 

British Columbia Utilities Commission 

Sixth Floor 

900 Howe Street 

Vancouver, BC  V6Z 2N3 

 

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

 

 

Re:  ICBC Response to Commission Order G-165-16 

 

 

Dear Ms. Ross: 

 

ICBC writes further to Commission Order G-165-16 dated November 14, 2016 which stated 

ICBC is to file the complete confidential response to 2016.1 RR BCUC.19.1 as part of the 

public evidentiary record by Wednesday, November 16, 2016.  ICBC appreciates the 

Commission granting an extension of time by letter dated November 17, 2016.   

 

By this letter, we are complying with Commission Order G-165-16 and enclosing ICBC’s 

complete response to 2016.1 RR BCUC 19.1, but ICBC remains very concerned about the 

publication of the BCUC’s hypothetical scenarios because they portray potentially very 

misleading results.   

 

The information request in this Order seeks information that goes well beyond the scope of 

the current Application. As set out in our request to keep the response confidential, the 

assumptions dictated by the questions from the BCUC produce hypothetical scenarios that 

represents inaccurate depictions of expected Basic rate increases and capital levels over the 

next five years.  The information request appears to run counter to the legislative framework 

under which ICBC is bound to operate. 

 

Finally, ICBC believes in supporting its policyholders by keeping Basic rates as low and 

affordable as possible.  It believes there is harm associated with publication of a response 

that paints a misleading picture, and is concerned about the potential confusion hypothetical 

scenarios will cause for customers regarding future Basic insurance rates.  To illustrate the 

challenges with this question, ICBC has updated its response to 2016.1 RR BCUC 19.1, adding 

two additional hypothetical scenarios (Tables 3 and 4) using different possible sets of 

assumptions from those outlined in the original question. These additional scenarios are based 

on trends that have materialized in past years, including external trends such as crash rates 

and investment income, as well as past experience in improvements ICBC has achieved in 

direct rate mitigation. The resulting rate forecasts portray a different picture of Basic 

insurance rates which are subject to the same issue of volatile and uncertain external trends. 

 

While all of the scenarios provided are hypothetical, some of the assumptions are more 

plausible than others. For example, the additional scenarios ICBC has provided assume ICBC 

and government will continue, as we always have, to work together on initiatives to mitigate 

rate pressures. The hypothetical scenario that produces the lowest rates in outer years also 
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assumes British Columbians will be involved in fewer crashes including those involving 

distracted driving and make fewer fraudulent claims.   

 

All changes to the response have been blacklined. 

 

In light of our continued concerns about long-term hypothetical scenarios, ICBC respectfully 

advises that, going forward, it will assess the appropriateness of objecting from the outset on 

the basis that long-term hypothetical scenarios directed by the BCUC (a) have no bearing on 

the determination of rates that are the subject of this particular Application and (b) appear to 

run counter to the legislative framework itself, which the Commission has previously 

determined goes beyond the Commission’s mandate.   

 

Yours truly, 

 
Nicolas Jimenez 

Vice President, Insurance Strategy, Product and Pricing 

 

Cc: June Elder Manager, Corporate Regulatory Affairs, ICBC  
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2016.1 RR BCUC.19.1C  Reference:  CAPITAL MANAGEMENT PLAN 
Exhibit B-1, Chapter 3, p. 3-2 
Capital maintenance and capital build 
 
ICBC on p. 3-2 states: 
 
The amendments to Special Direction IC2 require that rates are set in accordance with 
the capital management plan in existence on May 27, 2016, but excluding the plan’s 
capital build and release provisions and using a capital maintenance provision that 
neither increases nor decreases the percentage number of the general rate change for 
that policy year. 
 
Specifically, section 3 (1) (e) of Special Direction IC2 states: 
 
… for the 2016 policy year and each following policy year up to and including the 2020 
policy year, ensure that rates are set in accordance with the capital management plan in 
existence on May 27, 2016, 
 
(i) excluding the capital build or release provisions of that plan, and 
(ii) using a calculation in relation to the capital maintenance provision that neither 
increases nor decreases the percentage number of a rate change fixed by a general rate 
change order for that policy year; 
 
Please provide a detailed assessment of the impacts that the suspension of the capital 
build provision and the limitation on the capital maintenance provision are likely to have 
on the rate indications, and the Minimum Capital Test (MCT) levels from 2016, up to and 
including the 2020 policy year. In particular, please provide detailed calculations of the 
rate indications and the MCT levels in each policy year, from 2016 to 2020 under the 
following hypothetical scenario: 
 
• The actuarial cost trends in this Application are maintained for the next 5 policy years; 
• The Capital Management plan comes back into full force in 2017, and ICBC proceeds 
towards the 145% MCT Target as provided in the Capital Management Plan; 
• There are no further prospective adjustments in 2017 and beyond; 
• Operating costs rise at a level equal to an inflation assumption of 2 percent; 
• Investment returns continue at the same percentage level assumed in PY 2016; 
• Growth in policies written, and the impact of an aging population continues as forecast 
in this Application; 
• A new Road Safety Memorandum of Understanding (MOU) is negotiated in 2016, with a 
spending cap in the next 5 years of approximately $50 million per year; 
• Future rate changes are limited to the prior year approved change and +/- 1.5 percent. 
Please show the results of the above scenario assuming annual capital from other 
sources (e.g. Optional transfers), will be transferred to Basic to maintain the MCT at 
100% when necessary and, alternatively, assuming no further capital transfers from other 
sources to Basic.  
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Response: 
 

As discussed in ICBC’s teleconference with the Commission staff and their consultant actuary 

Oliver Wyman on September 29, 2016 regarding this information request, ICBC had noted that 

several of these assumptions for this hypothetical scenario may not be reasonable to implement 

due to modeling constraints or conflicts with the current legislative framework.  The Commission 

staff had requested that ICBC state each assumption that is used in the hypothetical scenario and 

elaborate on reasons why they have deviated from the scenario provided in this information 

request.  Therefore, ICBC developed the response to this information request based on the above 

assumptions, but modified as required and discussed below. 

 

 The actuarial loss cost trends as provided in the Application are utilized for the forecast 

years, which include the prospective adjustments that were filed in the current Application.  

The loss trend is higher in the outer years because the long term bodily injury (BI) severity 

trend is higher than the short term trend.  For more information, please see the response 

to information request 2016.1 RR BCUC.9.6.  

 

 ICBC must follow the current legislative framework when setting Basic insurance rates to 

cover costs, which specifies the exclusion of the capital build provision and using a 

calculation for capital maintenance provision that neither increases nor decreases the rate 

change; therefore ICBC’s forecast model adheres to this legislative framework.  

 

 Assumes no further prospective adjustments in 2017 and beyond.  Please note that this 

is not a likely assumption given ICBC’s commitment to continue to work with government 

and other various stakeholders to develop new strategies to mitigate claims costs (please 

see the response to information request 2016.1 RR BCUC.2.1 for further information).  

Nevertheless, for the purposes of this forecast, ICBC does not assume any additional 

future prospective adjustments beyond what is already included in the Application.  

 

 Operating costs reflect a 2% increase in future years.  Please note that for simplicity, the 

forecast assumes no impact on the indicated rate from the growth of operating expenses 

for the forecast years. 
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 Investment returns are consistent with ICBC’s 2016 second quarter outlook and financial 

forecast and are based on the same assumptions that were used for policy year (PY) 

2016. 

 

 Continued growth in policies written and no impact of an aging population in the forecast 

years (the aging population actually will have a slightly unfavourable impact on future rate 

changes since ICBC will collect less premium on average as the senior rate class 

continues to grow as a percent of total policies; however for simplicity ICBC has not 

accounted for this impact in this hypothetical scenario). 

 

 A new Road Safety Memorandum of Understanding with a spending cap of $50 million a 

year is very unlikely to occur.  In addition, ICBC would need to estimate the favourable 

impacts to the rate indication as a result of this increase in spending. As a result, ICBC 

has not implemented this assumption in this model. 

 

 Future rate changes are limited to the prior year’s approved rate change +/- 1.5 

percentage points. 

 

Other assumptions/caveats that have been utilized for this forecast are as follows: 

 

 This forecast represents a hypothetical scenario and is subject to considerable 

uncertainty. 

 

 Future rate changes are calculated using a simplified rate forecast model including: 

 

o A loss cost forecast variance of zero for policy years 2017 and onward. 

o A -0.4 percentage point rate impact from the change in the investment income on 

policyholder supplied funds for policy years 2017 and onward (‘Other Components 

of Rate’ in Tables 1 and 2). 

o An additional -0.4 to -0.5 percentage point rate impact from income on capital 

transfers from other sources (‘Other Components of Rate’ in Table 1). 
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o The Rate Exclusion for PY 2016 and the Removal of Prior Year’s Rate Exclusion 

for PY 2017 include the impact of the $300 million income transfer from Optional 

insurance to Basic insurance.  

 

 Tables 1 and 2 below summarize the indicated rate change for PY 2016 to 2020 and the 

estimated Basic MCT levels as of the end of the next four fiscal years assuming the 

proposed Basic insurance rate change for PY 2016 of 4.9% is approved by the 

Commission and the MCT ratio for fiscal year (FY) 2016/17 is 102% (for the purpose of 

the Application).  Table 1 shows a scenario where the MCT ratio is maintained at 100% 

through ongoing capital transfers from other sources while Table 2 shows a scenario 

where there are no further capital transfers after PY 2016.  

 

 The scenario summarized in Table 2 below does not consider that if the MCT ratio were 

to fall below the regulatory minimum of 100%, this would require ICBC to report to the 

Treasury Board and file an appropriate plan to address capital levels to the Commission, 

nor does it consider the content of any such plan. 
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Table 1 – Assuming Annual Capital from Other Sources will be Transferred to Basic 
Insurance to Maintain Basic MCT Ratio at 100% (Confidential) 

 PY 2016 PY 2017 PY 2018 PY 2019 PY 2020 

Removal of Prior Year’s Rate 
Exclusion 

5.5% 10.2% 7.6% 4.3% 0.2% 

Loss Cost Trend 5.0% 5.2% 5.9% 6.3% 6.3% 

Other Components of Rate 5.0% -0.8% -0.9% -0.9% -0.9% 

Rate Change to Cover Costs 15.5% 14.5% 12.5% 9.6% 5.6% 

Rate Exclusion -10.7% -8.1% -4.6% -0.2% 2.3% 

Indicated Rate Change 4.9% 6.4% 7.9% 9.4% 7.9% 

 

 
FY 2016/17 FY 2017/18 FY 2018/19 FY 2019/20 FY 2020/21 

MCT Ratio 102%* 100% 100% 100% 100% 

Capital Transfer From Other Sources $172M $330M $405M $405M $365M 

*Fiscal year 2016/2017 Outlook MCT ratio accords with Special Direction IC2 which includes the $99 million transfer of 

income from the Optional insurance business on April 1, 2017. 

 

Table 2 – Assuming No Further Capital Transfers from Other Sources to Basic Insurance 
(Confidential) 

 
PY 2016 PY 2017 PY 2018 PY 2019 PY 2020 

Removal of Prior Year’s Rate 
Exclusion 

5.5% 10.2% 8.0% 5.2% 1.5% 

Loss Cost Trend 5.0% 5.2% 5.9% 6.3% 6.3% 

Other Components of Rate 5.0% -0.4% -0.4% -0.4% -0.4% 

Rate Change to Cover Costs 15.5% 14.9% 13.5% 11.0% 7.4% 

Rate Exclusion -10.7% -8.5% -5.6% -1.6% 0.5% 

Indicated Rate Change 4.9% 6.4% 7.9% 9.4% 7.9% 

 

 
FY 2016/17 FY 2017/18 FY 2018/19 FY 2019/20 FY 2020/21 

MCT Ratio 102%* 76% 50% 27% 10% 

*Fiscal year 2016/2017 Outlook MCT ratio accords with Special Direction IC2 which includes the $99 million transfer of 

income from the Optional insurance business on April 1, 2017. 
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Subsequent to the filing date of this information request on October 20, 2016, ICBC has amended 

the response to also illustrate two additional hypothetical scenarios, which produce alternative 

five year forecasts using two sets of different hypothetical assumptions.  ICBC has adjusted 

several of the assumptions to illustrate the sensitivity this has on forecasted rates in the following 

Tables 3 and 4.   

 

Hypothetical Scenario B: Improved Investment Returns and Changes in Claimant 
Behaviour  

 

 The claims performance optimization programs described in the Application, Chapter 2, 

Exhibit E.0 achieves about double the amount of expected savings in the forecast years. 

 

 ICBC working with government and other various stakeholders continue to develop new 

mitigating strategies that are implemented in 2017 with an expected annual savings on 

claims costs of $50 million per year starting in 2017. These are accounted for in future rate 

changes through prospective adjustments. 

 

 Improvement in Bodily Injury frequency trend over the next five years due to changes in 

claimant behaviour. 

 

 Bodily Injury severity improves to a 3.5% trend as a result of fewer represented claimants 

in the forecast years. 

 

 The new money rate increases by 1 percentage point for PY 2017. 

 

 All other assumptions are set equal to the current assumptions as provided in the 

Application. 
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Table 3 – 5 Year Rate Forecast based on Hypothetical Scenario B 

 PY 2016 PY 2017 PY 2018 PY 2019 PY 2020 

Removal of Prior Year’s Rate 
Exclusion 

 
5.5% 

10.2% 0.0% 0.0% 0.0% 

Loss Cost Trend 5.0% 4.5% 4.5% 4.5% 4.5% 

Other Components of Rate 5.0% -9.4% -0.4% -0.4% -0.4% 

Rate Change to Cover Costs 15.5% 5.3% 4.1% 4.1% 4.1% 

Rate Exclusion -10.7% 0.0% 0.0% 0.0% 0.0% 

Indicated Rate Change 4.9% 5.3% 4.1% 4.1% 4.1% 

 

 

 

Scenario C: Improved Fraud Results and Reduced Crash Rate  

 

 The counter fraud program described in the Application, Chapter 2, Exhibit E.0 achieves 

two times the amount of expected savings in forecast years. 

 

 ICBC working with government and other various stakeholders continue to develop new 

mitigating strategies that are implemented in 2017 with an expected annual savings on 

claims costs of $50 million per year starting in 2017. These are accounted for in future rate 

changes through prospective adjustments.  

 

 Property damage frequency trend returns to its pre-recessionary long term downward 

trend resulting in an improvement to the bodily injury frequency trend due to the success 

of new road safety initiatives (including impact from distracted driving). 

 

 Investment returns are consistent with ICBC’s 2016 second quarter outlook and financial 

forecast and are based on the same assumptions that were used for policy year (PY) 

2016. 

 

 All other assumptions are set equal to the current assumptions as provided in the 

Application. 
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Table 4 – 5 Year Rate Forecast based on Hypothetical Scenario C 

 PY 2016 PY 2017 PY 2018 PY 2019 PY 2020 

Removal of Prior Year’s Rate 
Exclusion 

5.5% 10.2% -0.4% -0.4% 0.0% 

Loss Cost Trend 5.0% 3.0% 3.0% 3.0% 3.0% 

Other Components of Rate 5.0% -10.2% -1.1% -0.4% -0.4% 

Rate Change to Cover Costs 15.5% 3.0% 1.5% 2.2% 2.6% 

Rate Exclusion -10.7% 0.4% 0.4% 0.0% 0.0% 

Indicated Rate Change 4.9% 3.4% 1.9% 2.2% 2.6% 

 

 

 
The above four scenarios demonstrate how different hypothetical assumptions can portray a 

range of equally speculative basic insurance rates.  They do not constitute real forecasts and may 

result in misleading conclusions about the future of Basic rates in British Columbia. 




