
Preliminary Observations on the August 2012 Review 

of ICBC by the Internal Audit and Advisory Services (IAAS) 

1.0 GENERAL 

1.1 The review is useful as it is the first external review of ICBC operations since the core review 

of 2003, which was not made public. The review drew public attention to the significant 

increase in management and excluded staff and there compensation during the past few 

years. However, it also allowed a glimpse into certain areas of the corporation that have not 

been open to public scrutiny.  

1.2 The review can be faulted for its lack of discussion of the large surpluses developed during 

the last ten years, and the appropriation of the Marginal Capital Test (MCT) targets 

mandated by the provincial government which produced the surplus. The review was also 

lacking in the meaningful discuss of the aspects of the operation and comparisons to similar 

automobile insurance organizations in Saskatchewan and Manitoba. 

  

2.0 OBJECTIVES  

2.1 The objectives of the review were wide ranging and vague; to determine the extent to which 

ICBC is “well managed and adhering to the public sector mandate …” (P6). The IAAS did not 

disclose their expertise (either staff or contracted) in the insurance field.  

2.2 The review did not supply a discussion about the role of ICBC and its degree of independent 

from the government. It seems to assume that there should be more government oversight 

of the operations of ICBC (See Recommendation 1). 

  

3.0 CLAIMS 

3.1 The review says that “bodily injury costs have not been well managed” (p.14) but does not 

supply any rationale for this sweeping statement. The Review acknowledges that – given the 

current operating model – most of the cost drivers are beyond the control of ICBC. The 

Review does not discuss other models, such as a true no-fault system, or caps on awards 

(e.g., whiplash injuries). 

  

4.0 LEGAL COSTS 

4.1 The Review provides useful information on legal costs which are major component of the 

total cost of insurance. It notes that plaintiff with legal representation has risen from 31 

percent in 2000 to 40 percent in 2011, but does not provide reasons for this increase.  

4.2 Its recommendation to review the utilization of internal and external lawyers is vague and 

there is no discussion about possible savings from greater mediation or arbitration.  

 

5.0 PREMIUMS 

5.1 The Review’s discussion about premium and rates is overly simplistic and minimizes the role 

of the government in setting insurance rates. It suggests that Basic rates are designed to 

cover costs, and Optional rates should generate a profit. There is no legal requirement that 



the Optional business generate a profit for government; this depends on the rates and the 

mandated MCT. 

 

6.0 MINIMUM CAPITAL TEST (MCT) 

6.1 The MCT is the key to the size of the annual profit generated from the Basic and Optional 

business lines. The Review notes that ICBC is obligated by the government to achieve a 

certain financial reserve level but does not explain why the Board of ICBC set MCT levels 

higher than required.  

6.2 The Review document does not analyze the appropriateness of the MCT, neither the Office 

of the Superintendent of Financial Institutions (OSFI) level, the higher levels chosen by the 

government, nor the even higher levels adopted by ICBC.  

6.3 The Review does not explore the role of the BC Utilities Commission (BCUC) in setting rates 

for Basic insurance when the government is setting surplus targets for Basic through the 

MCT directives. The Review does note (p.20) that the government recently intervened in the 

setting of Basic rates by lowering the MCT to 100 percent moderating the increase in 2012 

rates to (only) 11.2 percent.  

 

7.0 BROKERS 

7.1 The Review provides a useful discussion of the role of brokers (appointed agents) and the 

consolidation of the 906 licenses. The freeze on new licenses since 1992 has increased the 

license value leading to a consolidation so that there are only 250 distinct brokers in the 

province (p. 25) sharing the $325 million in fees paid in 2011.  

7.2 It is of interest that the broker commission represents almost nine percent of the total 

insurance cost and there is a wide difference between Basic (3 percent) and Optional (14 

percent). The Basic fee is a fixed amount while the Optional fee is a percentage “to be 

competitive with” the private insurers (p. 25).  

7.3 In addition to the insurance fees, the broker receives additional fees for collecting 

government fines and taxes. There is no discussion of the fees paid for licensing and 

registering vehicles.  

7.4 Nor is there any exploration of the financial savings (and increased convenience) to the 

public through a different business model such as online renewals. Saskatchewan is 

pursuing this service. Given the amount of money currently paid to brokers, one may 

wonder if the explanation that ICBC prefers the current in-person model is reasonable (p. 

26). Some may remember that in 1977 the government blocked ICBC’s attempt at mail-in 

renewals, presumably due to broker pressure.  

 

8.0 INFORMATION TECHNOLOGY AND TRANSITION PROGRAM (TP) 

8.1 ICBC has a vast number of applications (over 450), and the Corporation is highly dependent 

on its computerized operation. The Review finds that the IT area is effectively managed.  

8.2 The Review focuses on the TP designed to modernize the aged systems and recommends 

that there be more program reports to the government, and that the government be more 

involved in other IT projects. Given the problems with the new systems implementation 



within the government one wonders why the IAAS recommends that the effectively 

managed ICBC operation should be more closely aligned to the government. The 

recommendation would also further blur the line between the appropriate role of this 

Crown corporation (with its own board of directors) and the government (or BCUC for that 

matter).  

 

9.0 ROAD SAFETY 

9.1 The Review suggests that the various road safety programs are helping to control claims 

costs, and notes that the Basic policyholders are paying the full cost (except for auto crime) 

of these programs (p. 44). ICBC’s 2011 annual report (p.85) suggest that road safety 

expenditures are split between Basic and Optional.  

9.2 There Review does not explain the rationale for Basic carrying the cost when the Optional 

business receives a benefit from these programs. It does note that the BCUC approved the 

allocation methodology.  

9.3 The Review does not mention the approximately $23 million being transferred to the 

government annually for traffic enforcement, which is in turn transferred to the RCMP to 

fund 19 integrated road safety units across the province. It is important that the public and 

the politicians be reminded that this is insurance premium money, not the tax dollars.  

 

10.0 DRIVER AND VEHICLE LICENCING 

10.1 The Review notes that ICBC administers and pays for the driving licensing, the vehicle 

licensing and registration and the identification card programs on behalf of the government. 

It also withholds the annual vehicle license until all fees owing to the government are paid.  

10.2 The Review seems to question why the purchasing of Basic should pay for these government 

services, but does not pursue this $112 million question (ICBC Annual Report 2011, p.85).  

10.3 Of interest is the fact that none of the $400 million being spent on system upgrades is going 

to the aging licensing program (p.46).  

 

11.0 CONCLUSION 

11.1 As noted at the outset, the Review is useful in exposing the rapid increase in management 

staffing and compensation, and for proving some insight into the inner workings of the 

public automobile insurance in BC. 

11.2 The Review could have been more meaningful in encouraging a broader and deeper 

discussion about how rates and surplus targets are set, and why ICBC has chosen certain 

operating models. If political pressure has been applied to maintain the status quote why 

hide the fact?  

11.3 A more fulsome discussion of why the government chose the MCT targets for Basic and 

Optional, and how the targets have generally increased as the surplus capital funds 

increased from 2004 to 2011, would have been enlightening.  

Richard C. McCandless 
August 21, 2012 


