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OCCASIONAL PAPER No. 69                          ICBC 

 

TEETERING ON THE BRINK OF INSOLVENCY: A LOOK AT ICBC’S 2018/19 

FINANCIALS 

 

Last week ICBC released its annual report for 2018/19.1 This paper reviews certain 

positive and negative aspects of ICBC’s financial results, and suggest areas for closer 

examination. As usual, practically all the report detail is focussed at the corporate level 

with only a single ( and now a fine print) summary that separates financial information 

for the compulsory Basic program from the Optional product.  

The results provide some basis for optimism, but also raise questions about ICBC’s 

assumptions and operations. 

 

PART A -- COMPARISONS 

Comparison to the 2018/19 Budget 

In February 2018, ICBC forecast a combined net operating loss of $684 million and 

year-end equity of $439. The actual operating loss was $1.15 billion, while the equity 

dropped to only $119 million thanks to an improved forecast of the value of its assets. 

The main reasons for the variance (dollars in millions) between the budget and the 

actuals were: 

• Lower cost of current year claims                               $   (730) down 12.1% 

• Higher estimate for prior year claims                        $  1,297       n/a 

• Deferred Premium Acquisition Cost change            $   (149)  down 32.7% 

 

Comparison to 2017/18 Actuals 

The operating loss of $1.15 billion was an improvement compared to the record $1.3 

billion loss recorded last year. The main reasons for the variance (dollars in millions) 

were: 

• Higher premiums earned (number and average sales)   $ (494)    up    9.3% 

• Higher investment income                                                          (96)    up 20.8% 

• Current year incurred claims costs                                            224     up    4.4% 

• Adjustment for prior years claims                                             658      up 116.9%  

• Taxes, commissions and Deferred Premium Acq. Cost       (485) down 61.2%  

                                                      
1 https://www.icbc.com/about-icbc/company-info/Documents/ar-19.pdf  

https://www.icbc.com/about-icbc/company-info/Documents/ar-19.pdf
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More detailed summaries of the 2018/19 results are provided in the Appendix. 

 

PART B -- OBSERVATIONS 

1) Why Have Current Year Claims Costs Moderated? 

The moderation in the increase in current year claims costs is encouraging because in 

recent years the major increase in current claims has been the main reason for the rapid 

financial deterioration at ICBC. Table 1 shows the annual marginal change in current 

year claims costs split between the Basic and the Optional programs.  

 

Table 1 – MARGINAL CHANGE IN CURRENT CLAIMS COSTS ($=million) 

      2014     2015 2016/17   2017/18   2018/19 

 BASIC  $         122       322       529        302         170 
            % change          5.6       14.0      20.2          9.6         4.9 
 OPTIONAL  $          89         97       284         171          54 
            % change          9.0         9.0       24.1         11.7         3.3 
       
 COMBINED  $         211       419        814         472        225 
            % change          6.7       12.4        21.4        10.2         4.4 

Source: ICBC annual reports. FY2016/17 is April to March. 

ICBC did not explain why the current claims costs declined. 

ICBC does not separate the injury claim costs from the material damage costs at the 

program level. Table A4 in the Appendix shows that combined current year injury 

claims costs rose by only 1.5%, while the no-fault accident benefits increased by 52.7% 

(up $116 million).  

In a striking turnaround, material damage costs actually decreased by 4.0% (down $70 

million). ICBC noted the decrease in claims; “Current year claims costs are better than 

budget due to improving crash frequency. In 2018/19 there was a reduction in the 

number of crashes, which is an encouraging development from record high levels in 

2016/17 and 2017/18.”2 Unfortunately, ICBC does not include statistics on the number 

of policies sold or the number of crashes and claims in its annual report. 

Why was the increase in the current year claims costs much less than 

during the last three years, and is this lower rate of increase sustainable? 

                                                      
2 https://www.icbc.com/about-icbc/company-info/Documents/ar-19.pdf p. 25. 

https://www.icbc.com/about-icbc/company-info/Documents/ar-19.pdf
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Why did the no-fault Accident Benefits (Part 7) expenditures increase by 

52.7% while the limits on these specific coverages did not increase until 

April 2019? 

 

2) Why is there a Massive Increase in Provision for Prior Years? 

In recent years ICBC has been increasing the reserve estimates to fund the cost of claims 

from prior years. In the three years from 2015 to 2017/18 approximately $378 million 

was added for the Basic program claims and a massive $632 million was added to the 

Optional program’s prior years funding. 

In 2018/19 alone ICBC significantly increased the allowance by adding a further $718 

million for the Basic and $503 million for the Optional programs. This raised the total 

four-year provision to over $2.2 billion. 

These “loss development” assumptions were explained on page 83 of the annual report, 

but to observe that there has been an “unusually high number of newly large bodily 

injury claims” begs the question of why the original claims cost forecasts are now 

proving to be inadequate. ICBC also states that there has been a lower “disposal rate” 

(settlement rate) on injury claims, despite a large increase in claims adjusters. 

 If the addition of $2.2 billion for the claims reserves is truly necessary one 

must question ICBC’s claims costs estimating model and the training of its 

claims adjudication staff; are the claims staff agreeing to higher settlements 

to speed claim dispute resolution times and reduce the claim liability 

backlog?3 

 

3) Why the Major Swings in the Deferred Premium Acquisition Cost 

(DPAC)? 

ICBC defers a portion of the annual premiums and taxes to align the payments to the 

fiscal year. For example, an annual 12-month payment made in September would count 

as seven months in that fiscal year and five months in the next. Normally, one would not 

expect major changes in the deferral amount between years, but starting in 2016/17 

ICBC has been reporting major annual swings in the deferred premium acquisition cost, 

particularly between the Basic and the Optional program.  

The total reported for taxes, commissions and the DPAC for the year ($338 million) was 

$487 million less that the actual reported for 2017/18, and was $519 million less than 

the amount reported for 2016/17. ICBC’s February 2019 service plan forecasts that the 

2019/20 total for these expenditures will return to near the level reported in 2017/18.4 

The positive adjustment in the DPAC allowed ICBC to report a smaller operating loss 

                                                      
3 The unpaid claim liability increased by $2.4 billion (up 20.1%) as of 31 March 2019 compared to 31 March 2018. 
4 https://www.icbc.com/about-icbc/company-info/Documents/service-plan-2019-2022.pdf p. 18. 

https://www.icbc.com/about-icbc/company-info/Documents/service-plan-2019-2022.pdf
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and to report a small amount of equity; without this adjustment the corporation would 

have reported negative equity (insolvency) of some $360 million. 

In response to my query of the 2018 three-year financial forecast showing a fluctuation 

in the DPAC, Nicolas Jimenez said that the DPAC can swing either positively or to the 

negative based on the expected (not actual) change in the profitability of the insurance 

product.5 

Since both the Basic and the Optional programs were unprofitable in 

2017/18 and 2018/19 one must question why the DPAC is being recorded 

any differently in 2018/19 compared to the previous year. 

 

4) Large Increase in Unpaid Claim Liability 

Last year the value of the unpaid claims liability increased by 20%, which was a poor 

result compared to the 13% increase reported for 2017/18. This worsening of this 

indicator of claim processing efficiency could relate to more pending claims and a higher 

average cost of these claims. ICBC did not discuss this in its annual report. 

 

                        Table 2 – UNPAID CLAIM LIABILITY ($=million) 

        2014      2015    2016/17   2017/18 2018/19 
 BASIC  $      6,245      6,947      7,851      8,608   10,338 
            % change          9.1        11.2        13.0          9.6       20.1 
 OPTIONAL  $      1,960      2,146      2,667       3,288     3,950 
            % change          9.4         9.5        24.5        23.3       20.1 
       
 COMBINED  $      8,205      9,093    10,518      11,896   14,288 
            % change          9.2        10.8         15.7         13.1       20.1 

       Source: ICBC annual reports.  

Between 2015 and March 2019 ICBC added 659 FTE positions (up 29%) to its claims 

division in an attempt to process more injury and property damage claims and restrain 

the growth in the value of the claim liability.6 

In light of the additional staff resources the significant increase in the 

unpaid claim liability in 2018/19 is concerning. This aspect of the 2018/19 

operations requires more explanation. 

                                                      
5 

http://www.bcpolicyperspectives.com/media/attachments/view/doc/jimenez_to_mccandless_march_15_18/pdf/jime

nez_to_mccandless_march_15_18.pdf; see also https://www.icbc.com/about-icbc/company-info/Documents/ar-

19.pdf p. 29. 
6 BCUC, ICBC 2019 RRA, IR1, RM 3.9 (pdf 791/1357); 

https://www.bcuc.com/Documents/Proceedings/2019/DOC_53549_B-2-ICBC-Responses-to-BCUC-Intervener-

IR1.pdf  

http://www.bcpolicyperspectives.com/media/attachments/view/doc/jimenez_to_mccandless_march_15_18/pdf/jimenez_to_mccandless_march_15_18.pdf
http://www.bcpolicyperspectives.com/media/attachments/view/doc/jimenez_to_mccandless_march_15_18/pdf/jimenez_to_mccandless_march_15_18.pdf
https://www.icbc.com/about-icbc/company-info/Documents/ar-19.pdf
https://www.icbc.com/about-icbc/company-info/Documents/ar-19.pdf
https://www.bcuc.com/Documents/Proceedings/2019/DOC_53549_B-2-ICBC-Responses-to-BCUC-Intervener-IR1.pdf
https://www.bcuc.com/Documents/Proceedings/2019/DOC_53549_B-2-ICBC-Responses-to-BCUC-Intervener-IR1.pdf
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5) Has ICBC Avoided Insolvency? 

ICBC’s reported combined year-end equity of $116 million. This was an improvement 

compared to the February 2019 forecast of negative equity $273 million for the year-

end, and was the result of more favourable financial markets in March compared to 

December, which increased the market value of ICBC’s assets. The return on investment 

rose from 2.9% in 207/18  to 3.4% for the year just ended. The discount rate on unpaid 

claims of 3.7% was somewhat better than the 3.1% recorded for 2017/18, which lowered 

the unpaid claims liability.7  

ICBC should avoid insolvency for the current fiscal year because the new cap on pain 

and suffering awards for minor injuries will significantly reduce current year claims 

expenditures and improve the net income of the Basic program. 

ICBC has not indicated how it intends to rebuild its capital reserves to achieve the 

minimum capital ratios for the Basic and Optional programs. 

 

©Richard McCandless   July 25, 2019.          http://www.bcpolicyperspectives.com/  

 

The writer is a retired senior BC government public servant whose paper describing the BC government’s 

manipulation of the finances of BC Hydro from 2008 to 2014 was published by BC Studies in November 

2016. BC Studies published his paper on the 40-year financial history of ICBC in 2013. He is an 

intervener in the BC Utilities Commission’s current reviews of ICBC’s and B.C. Hydro’s rate requests. 

 

 

APPENDIX     ICBC’s 2018/19 FINANCIAL RESULTS 

 

Table A1 compares the 2018/19 results to the prior year at the combined Basic and 

Optional program level. 

                            Table A1 -- CORPORATE SUMMARY ($=million) 

       2017/18     2018/19     Difference      Per Cent 
 Earned Revenue         5,442       5,949           507           9.3 
      
 Claims – Current          5,084       5,308           224           4.4 
                   Prior Years            563       1,221           658        116.9 

                                                      
7 Ibid. p. 27. 

http://www.bcpolicyperspectives.com/
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    Total Claims Cost         5,647       6,529           882          15.6 
    Tax, Comm. & DPAC            793          306          (487)        (61.4) 
    Other Costs            662          698             36            5.4 
 Total Costs         7,103       7,533           430            6.1 
      
 Investment Income            462          557             95          20.6 
 Non-Insurance Costs             127          126              (1)           (0.8) 
 NET INCOME (LOSS)        (1,325)      (1,154)            171           12.9 
      
 Total Comp. Loss        (1,455)        (868)           587           40.3 
      
 EQUITY             987           119         (868)         (88.0) 
      

Source: ICBC 2017/18 and 2018/19 annual reports. 

Highlights: 

• The increase in earned revenue was in line with recent years and reflects 

price/rate increases, growth in policies sold and the change in the average sales 

price (including the seniors’ discount on Basic insurance). 

• The moderate increase in the cost of current claims is a positive development that 

requires further explanation. 

• The massive increase in the adjustment for prior years claims raises questions 

about ICBC’s claims reserving process. 

• The large reduction in the deferred premium acquisition cost (DPAC)  requires 

more review. 

• ICBC avoided insolvency (liabilities greater than assets) because of an 

improvement in the market value of its assets. 

 

Table A2 shows the net income at the program level from 2013 to 2018/19. The Basic 

program is expected to break-even, while historically the Optional program has 

generated a positive net income. 

                                       Table A2 – NET INCOME ($=million) 

        2013       2014      2015    2016/17   2017/18  2018/19 

 BASIC            3          87      (257)       (329)    (1,096)     (868) 
     From Optional            201           99  
     Reported            3          87      (257)       (128)       (997)     (868) 
        
 OPTIONAL       365        285       387       (283)       (230)     (285) 
      To Basic          (201)         (99)  
      Reported       365        285       387       (484)       (329)     (285) 
        
 TOTAL        368        372       130       (612)    (1,325)   (1,154) 

Source: ICBC annual reports. From 2013 to 2015 the fiscal year was January to December; after 2015 it 

became April to March. 
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Highlights: 

• Basic net income slipped into deficit during 2015 as claims costs began to rapidly 

increase. 

• The following year the Optional program began to record significant losses, 

exacerbated by the government directives to shift funds to the Basic program. 

 

Table A3 shows the deterioration in the year-end equity from 2013 to 2018/19. 

Transfers from the Optional to the Basic program are included in these numbers. 

 

                     Table A3 – DETERIORATION in YEAR-END EQUITY ($=million) 

        2013       2014      2015    2016/17   2017/18 2018/19 
 BASIC      1,716      1,633       1,071      1,456         831       167 
            % change       20.2        (4.8)      (34.4)        35.9      (42.9)    (79.9) 
 OPTIONAL      1,927      1,983      2,075        990         156    (48.0) 
            % change         5.9          2.9          4.6      (52.3)      (84.1)        -- 
        
 COMBINED     3,643      3,616      3,146      2,446        987       119 
            % change       12.2        (0.7)      (13.0)      (22.3)      (59.6)    (88.0) 

       Source: ICBC annual reports. 

 

Table A4 shows the change in the value of claims incurred by the type of claim for 

2018/19 compared to the previous year. 

 

                 Table A4 -- CLAIMS INCURRED ($=million) 

     2017/18    2018/19    Difference    Per Cent 

 Net Claims Incurred             
    Injury       3,902     4,854          952      24.4 
    Material Damage        1,745      1,675          (70)       (4.0) 
    Total        5,647     6,529          882       15.6 
 Current Year Incurred     
    Injury        3,114     3,162            48         1.5 
    Accident Benefits           220        336           116      52.7 
    Total       3,334     3,498           164        4.9 

Source: ICBC annual reports. 

Highlights: 

• Current year injury claims increased by only 1.5%; a much lower rate of increase 

in relation to recent years. 
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• Material damage claims (primarily vehicle damage) costs actually declined 4%, 

again a positive change compared to recent years. 

• No-fault accident benefits jumped almost 53%. 

 

Tables A5 and A6 provide revenue and expenditure detail at the program level showing 

the variance to the actuals for the previous year. 

 

                 Table A5 -- BASIC PROGRAM SUMMARY ($=million) 

       2017/18     2018/19  Difference    Per Cent 
 Net Premiums Earned         3,149        3,390         241          7.7 
 Other Revenue              69              74             5          7.2 
 Total Revenue         3,218        3,464         246          7.6 
      
 Claims – Current          3,451        3,621          170          4.9 
                   Prior Years             218            718         500     329.4 
 Total Claims Cost         3,669        4,339         670        18.3 
 Claims Costs & Safety             274           280             6          2.2 
 Administration Costs             122            120           (2)         (1.6) 
 Taxes, Comm. & Other             446          (136)       (582)          n/a 
 Total Costs          4,511        4,603           92          2.0 
      
 Investment Income             325            397           72        22.2 
 Non-Insurance Costs             127            126            (1)         (0.8) 
     Transfer fm. Optional             (99)            --           99          n/a 
 NET OPERATING LOSS        (1,095)          (868)         227         20.7 
      
 Total Comp. Loss        (1,090)          (664)        426         39.1 
      
 EQUITY            831            167      (664)       (79.9) 
      

     Source: ICBC 2017/18 and 2018/19 annual reports. 

Highlights: 

• Basic premiums were raised by 6.4% on 1 November 2017. 

• Current claims costs increased by only 4.9% (mostly because of a large increase 

in the no-fault accident benefits), but the adjustment for prior years claims 

jumped by over 300% ($500 million). 

• A change in the deferred premium acquisition cost resulted in a massive offset to 

Basic expenditures (Taxes, Commissions and Other). 

• The year-end equity is now well below the suspended 100% MCT ratio that was 

previously deemed as the minimum requirement (approximately $3.0 billion). 
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              Table A6 -- OPTIONAL PROGRAM SUMMARY ($=million) 

       2017/18     2018/19   Difference   Per Cent 
 Net Premiums Earned         2,180        2,433        250        11.5 
 Other Revenue              44              51            7        15.9 
 Total Revenue         2,224        2,484        257        11.6 
      
 Claims – Current          1,633         1,687          54          3.3 
                   Prior Years            345            503        158        45.8 
 Total Claims Cost         1,978         2,190        212          10.7 
 Claims Costs & Safety            128            139           11          8.6 
 Administration Costs            139            159          20        14.4 
 Taxes, Comm. & Other            346            443          97        28.0 
 Total Costs         2,591         2,931        340         13.1 
      
 Investment Income            137             161          24         17.5 
 Non-Insurance Costs             nil              nil          --          -- 
     Transfer fm. Optional              99              --          --          -- 
 NET OPERATING LOSS          (329)          (286)          43         13.1 
      
 Total Comp. Loss          (358)          (204)         154         43.0 
      
 EQUITY            156            (48)       (204)          n/a 

     Source: ICBC 2017/18 and 2018/19 annual reports.  

Highlights: 

• Optional premiums were raised by approximately 10% on 1 November 2017. 

• Current claims costs increased by only 3.3%, but the adjustment for prior years 

claims costs increased by almost 46%. 

• The DPAC adjustment for 2018/19 was much less than that recorded for the Basic 

program. 

• The Optional program had negative equity of $48 million as of 31 March 2019, 

and is approximately $2.5 billion below the level required to achieve an MCT 

ratio of 250% (the previous target). 

 

 

                                                                                        --O-- 

 

 

 


