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INSURANCE CORPORATION OF BRITISH COLUMBIA -- OCCASIONAL PAPER NO. 2 

ICBC’S DECLINING CAPITAL RESERVE LEVELS 

THE PURPOSE OF THE CAPITAL RESERVE 

Most developed countries require banks, insurance companies and pension funds to maintain sufficient 

capital reserves to meet their obligations. In Canada, federally regulated financial companies must meet 

the capital reserve target established by the Office of the Superintendent of Financial Institutions (OFSI). 

The BC government requires that ICBC follow the OSFI definitions to calculate the capital reserve levels 

for the compulsory Basic and for the Optional insurance programs. 

The OSFI guidelines apply risk factors to various types of assets (bonds, equities, mortgages etc.) and 

liabilities (mostly unearned income and unpaid claims) to calculate the minimum capital test (MCT) 

ratio.1 Assets are calculated at the estimated fair market value at year-end. The risk factor for a 

government bond is zero, while the risk factor for unpaid claims is approximately 6%. Therefore, if an 

insurance company had $1.0 billion in unpaid claims it would be required to hold $1.06 billion in 

government bonds to achieve a 100% MCT ratio. 

The OSFI guidelines require that an insurance company in the competitive market have a “management 

target” (normal operations) MCT ratio of above the “supervisory target” of 150%, with the specific ratio 

reflecting that company’s risk factors.  If the ratio is at or below the supervisory target that company 

would be required to demonstrate to OSFI a viable plan to increase its capital reserve. If a company 

were to fall below the “minimum target” of 100% it could be taken over by OSFI and wound-up. Intact 

Financial Insurance, which has the largest share of the private automobile insurance market in Canada, 

has a management target ratio of 170%, although the actual ratio is usually above this level. 

MONOPOLY INSURERS 

In BC, Saskatchewan and Manitoba the compulsory third party insurance coverage is provided by 

monopoly government-owned insurance corporations. All three also provide additional coverage in 

competition with private insurance companies. The ICBC compulsory insurance is called the Basic 

program, while the additional coverage is called the Optional program. 

The OSFI capital targets were designed for insurance companies in a competitive market. The BC 

government has set the minimum Basic MCT target at 100%, and the Optional minimum is 200%. The BC 

1 The latest guidelines can be found at http://www.osfi-bsif.gc.ca/eng/fi-if/rg-ro/gdn-ort/gl-ld/pages/mct2015.aspx 

http://www.osfi-bsif.gc.ca/eng/fi-if/rg-ro/gdn-ort/gl-ld/pages/mct2015.aspx
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Utilities Commission, which regulates the Basic insurance program, has set the Basic management target 

at 130% plus an additional 15% to account for the government-imposed cap on annual rate changes.2 

The ICBC board has established a 260% capital ratio for the Optional management target. ICBC sells 

about 90% of all the Optional policies sold in this province, and consistently reports large annual profits 

from its Optional program. 

The determination of a sufficient Basic management target for the capital reserve has evolved over the 

last ten years, and a summary of the changes can be found in Chapter 3 of my 12 March 2015 

submission to the BC Utilities Commission.3 

 

BASIC CAPITAL UNDER PRESSURE 

The Basic year-end MCT capital ratio has declined from 153% in 2010 to approximately 85% in 2015. In 

the absence of a cumulative $486 million transfer of Optional capital in 2012 and 2013, the 2015 ratio 

would have been approximately 46%. The highly profitable Optional program recorded an average ratio 

of 306% over the five years, and recorded a ratio of approximately 300% for 2015, after the $138 million 

transfer of “excess” capital to the government. 

In October 2015 the government ordered a further $450 million transfer from the Optional program 

capital to the Basic program, effective in January 2016. This raised the Basic capital ratio to 

approximately 120%, and lowered the Optional ratio to approximately 235%, to begin the 2016/17 fiscal 

year.4 

In late February 2016 ICBC provided a forecast5 for the corporate level 2016/17 capital ratio of 143%, 

which was 14 basis points (or $170 million) lower than the 157% recorded for 2015. As discussed in 

Occasional Paper No. 1, it is assumed that by year-end 2016/17 the Basic program capital reserve ratio 

will decline to approximately 80 to 85%, while the Optional ratio declines to between 240 and 260%. 

If the Basic ratio for year-end 2016/17 is between 80 and 85% the capital will be between $200 to $250 

million below the 100% government regulatory minimum level. 

 

MIS-ALIGNMENT IN PRICING 

From 2011 to 2015 the cumulative price of Optional insurance declined by almost 8%, yet in the same 

five-year period the net premiums earned revenue rose by 15%.6 For Basic, the five -year cumulative 

                                                           
2 Beginning in 2013 the government limits the Basic rate change to +/- 1.5% of the prior year rate change. The 
management target for the compulsory no-fault insurance in Saskatchewan and Manitoba is 100%. In BC, 
claimants can still sue for pain and suffering damages, which is known as the tort model. 
3 http://www.bcuc.com/Documents/Arguments/2015/DOC_43293_03-12-2015_McCandless_Final-Argument.pdf 
 
4 The government changed ICBC’s fiscal year from January to December to April to March commencing in 2016; 
thus the 2016/17 bridge year will include 15 months. 
5 ICBC Service Plan for 2016/17 to 2018/19. 
6 All of the information in this section is calculated from ICBC’s annual financial statements. 

http://www.bcuc.com/Documents/Arguments/2015/DOC_43293_03-12-2015_McCandless_Final-Argument.pdf
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price increased approximately 30%, while the net premium revenue rose 35%. The greater revenue 

reflects growth in the number of policies and changes in the average cost per policy. 

In the five-year period the accumulated net income of the Optional program was approximately $1.73 

billion and, after allowing for changes in the market value of assets, the potential increase in capital was 

$1.7 billion. Including the October 2015 cabinet directed transfer of $450 million to the Basic program, 

the actual increase in capital was negligible. This is because of the $1.7 billion available, $615 million was 

claimed by the government as “excess” and $936 million was transferred to rebuilt the Basic capital 

reserve (essentially to subsidize the Basic rates). 

In these five years, the accumulated net income for Basic insurance was a loss of approximately $660 

million, and the resulting loss of capital was approximately $880 million when the reduction in the value 

of assets was included. The Basic capital has been kept above the minimum reserve level by the infusion 

of additional Optional capital. 

The pricing between Optional and Basic insurance has not kept pace with the growth in the cost of 

claims. From 2011 to 2015, Basic claims expenditures (including adjustments for prior years’ claims 

costs) has grown by 60%; in the same period Optional claims costs have risen by only 23%. This is the 

main reason for the cumulative operating and capital losses in the Basic program. 

For 2015, had Optional rates been reduced by $200 million (about 19%), and Basic rates increased to 

generate $200 million more revenue (about 7.5%), the 2015 Optional MCT ratio would have been 

approximately 250%, and the Basic would have been approximately 100%. Such a large reduction in the 

price of the Optional product may result in a number of private insurers withdrawing from the BC 

market. Independent insurance agents, who receive a fee based on the value of the Optional policy sold, 

will lose some income because the Basic insurance commission is a flat fee.7 Such a pricing re-alignment 

would better reflect the cost of the Basic and Optional insurance, and would help stabilized the Basic 

funding, but it would only be temporary as Basic costs keep rising much more rapidly than the consumer 

price index. 

 

 

© Richard C. McCandless             July 30, 2016. 

 

The writer is a retired senior BC government public servant who’s paper on the 40-year financial history 

of ICBC was published by BC Studies in 2013. The same academic journal will be publishing his paper 

describing the BC government’s manipulation of the finances of BC Hydro from 2008 to 2014 in the fall. 

He has been an intervener in the BC Utilities Commission’s 2014 and 2015 reviews of ICBC’s rate 

requests. 

 

                                                           
7 There are approximately 900 agent or broker licences, although may corporate insurance companies own 
multiple licences. ICBC paid $394 million in 2015 for commissions. 




