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OCCASIONAL PAPER No. 36              INSURANCE CORPORATION of BC 

 

COMMENTS ON THE ERNST YOUNG REPORT ON ICBC 

 

The release of the Ernst Young report1 sparked another round of public concern and 

media commentary on the rapid deterioration of the finances of the publicly-owned 

Insurance Corporation of British Columbia (ICBC). The report was commissioned by the 

Liberal government (through the ICBC board) following the government’s December 

2016 cancellation of the BC Utilities Commission’s review of the 2016 Basic insurance 

rate request.2 

The Ernst Young (EY) report is very useful in many respects. It summarizes primary 

reasons for the growth in claims and claims costs, and attempts to project the financial 

impact on rates. It suggests correct action, both to reduce the number of claims and the 

cost of claims. It makes the distinction between short-term reduction options, such as 

greater traffic enforcement, and longer-term adjustments to coverage limits to reduce 

the cost of injury claims.  

The EY report notes that there is no single solution – the silver bullet – to restoring the 

financial health of our public auto insurer. But the greatest cost reduction will be 

achieved through a reorientation of the insurance model from a concentration on 

litigation to one focused on the care and rehabilitation of the victim of a crash. 

The EY report borrows heavily on the recently released report by David Marshall on the 

expensive and inefficient compulsory auto insurance system in Ontario. Marshall stated 

that, “Ontario also has one of the least effective insurance systems in Canada. It is filled 

with disputes and inefficiencies, and a very high percentage of premiums are being used 

to pay experts and lawyers and not going directly to injured persons.”3 

Marshall did not recommend moving to a public system for compulsory auto insurance, 

as this would be too disruptive, but he did recommend a focus on early care and 

rehabilitation for victims. 

The report deserves a good deal of analysis of the reasons for the past and future 

deterioration of ICBC’s finances, and the remedies suggested to reform the delivery of 

effective and affordable auto insurance in this province. This paper will focus on the 

finances, with a second that looks at the options to reform the system. 

 

                                                      
1 http://www.icbc.com/about-icbc/company-info/Documents/Affordable-and-Effective-AutoInsurance-Report.pdf  
2 This paper assumes that the reader has some working knowledge of the operation of auto insurance in this 

province. More detail on specific aspects of insurance coverage is available on ICBC’s website 

http://www.icbc.com/autoplan/Pages/Default.aspx or at http://www.bcpolicyperspectives.com/  
3 http://www.fin.gov.on.ca/en/autoinsurance/fair-benefits.pdf p. 8. 

http://www.icbc.com/about-icbc/company-info/Documents/Affordable-and-Effective-AutoInsurance-Report.pdf
http://www.icbc.com/autoplan/Pages/Default.aspx
http://www.bcpolicyperspectives.com/
http://www.fin.gov.on.ca/en/autoinsurance/fair-benefits.pdf
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FINANCIAL DETERIORATION   

The financial deterioration of ICBC’s capital reserves is the result of growth in claims 

costs (especially injury costs) exceeding the growth in revenue, compounded by the low 

interest rate environment. This revenue and expenditure imbalance has been 

concentrated in the compulsory Basic insurance program, where growing claims costs 

combined with an increase in the number of claims, drove up the total claims costs. 

Despite a cumulative 30% increase in Basic premiums from 2011 to 2015, the Basic 

capital reserve ratio dropped from 137% in 2012 to 84% in 2015, or approximately $800 

million less than the 145% ratio approved by the regulator. The Basic capital was $200 

million below the government regulatory minimum of 100%. 

Basic premiums should generate sufficient revenue to cover forecasted costs and 

maintain a satisfactory capital reserve. The government, however, chose to suppress the 

needed rate increases and cover the resulting capital losses with transfers from the 

highly-profitable Optional program. This is summarized in my December 2016 

submission to the BC Utilities Commission: 

The provincial government’s foolish consistency in underpricing ICBC’s Basic 
insurance program has led to a looming crisis for policyholders, and potentially for 
taxpayers. The 2013 directive to suppress Basic rate changes effectively eliminated 
the authority of the BC Utilities Commission to regulate the Basic program. The rapid 
growth in claims costs, combined with low interest rates, has required annual rate 
increases higher than permitted by the price control formula, and much higher than 
the actual rate increases requested by ICBC. The rate suppression directive has left 
the Commission without the desecration to ensure that the Basic program continues 
to operate with a satisfactory financial condition. 
  
The government’s quest for rate stability was quickly doomed to fail as the trend in 
claims costs began to accelerate at alarming levels in 2013 and again in 2014 and 
2015. The resulting deficits in the operating account would have reduced the capital 
reserve to well below the regulatory minimum, but from 2012 to 2015 the government 
ordered that the Basic reserve be re-inflated with $936 million of Optional capital. 
 
Unfortunately, the government has persisted with its rate suppression policy by 
requiring ICBC to request a rate 2016 increase of only 4.9%, well below ICBC’s 
forecast of 15.5% necessary to balance revenue to anticipated expenditures. To keep 
the capital reserve from falling below the minimum for 2016/17, cabinet again 
directed ICBC to transfer $472 million of Optional funds to the Basic program.  
 
The rate request still requires the all but perfunctorily approval of the Commission. 

For the government, the imprudent adherence to the rate suppression policy has the 

perceived benefit of keeping the true cost of the rapid growth in Basic claims costs 

from becoming a contentious issue during the run up to the May 2017 election. But 
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the outlook for ICBC’s 2017/18 capital reserve creates a dilemma for the Commission 

because of its previous commitment that the financial stability of the Basic program.4 

COST PROJECTIONS 

A proper analysis of the financial information in the EY report is hampered by the 

absence of ICBC’s 2016/17 annual report, or any multi-year financial forecasts at the 

program level. ICBC has never published such program level financial forecasts. 

The report suggests that the average combined Basic and Optional premiums would 

need to increase by 30% by 2019. I found the financial component of the report 

confusing, as it mixes the compulsory Basic insurance with the competitive Optional 

program. 

The combined approach masks the fact that Basic rates will need to rise much higher 

than rates for the profitable Optional program. 

ICBC accounts for the two separately, but achieves efficiency through a combined 

administration and investment operation. The imbalance between revenue and costs has 

primarily occurred in the compulsory Basic program, which depleted both the Basic and 

the Optional capital reserves as the government used the Optional funding to suppress 

the Basic rates.5 

The report concentrates on the operating costs, where a $533 million operating deficit is 

forecasted for 31 December 2016, compared to a profit of $131 million for 2015 and a 

profit of $372 million for 2014. Table 17 (page 65) shows that for 2016 the Optional 

program net income recording a loss of $253 million (before the transfer to Basic), 

compared to a profit of $387 million only a year earlier. At the same time, the Basic 

deficit of $280 million is little changed from the prior year.  

The main reasons for the unrealistic swing of $640 million are Optional current and 

prior year claims costs rising by $513 million (43%), and premium taxes and 

commissions rising by $115 (32%). 

 Based on recent year growth trends, I believe the 2016 increase in Optional claims is an 

error.6 If it is not an error then the huge one-year swing in costs should be explained.  

Unfortunately, the report did not provide a forecast for all the components that impact 

the capital reserve. Nor did it adequately review the province re-imbruing ICBC for the 

administration of programs which benefit the government, but are not strictly related to 

insurance, such as driver licensing, fine enforcement or the seniors’ discount. 

                                                      
4 http://www.bcpolicyperspectives.com/media/attachments/view/doc/bcuc_icbc_2016_final_20_dec_2016/pdf p. 2. 
5 Between 2015 and the year-end 201617 some $922 million of Optional funding was transferred to the Basic 

program. 
6 The massive one-year jump in Optional claims costs would seem to contradict the argument that minor soft tissue 

claims are the main cost driver, as the Optional coverage is accessed only after the Basic $200,000 liability is 

exceeded. 

http://www.bcpolicyperspectives.com/media/attachments/view/doc/bcuc_icbc_2016_final_20_dec_2016/pdf
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THE CAPITAL RESERVE 

The future capital reserve level is a critical indicator of the financial health of an 

insurance company, and has a major bearing on the premiums charged. 

The report could have been stronger had it discussed in greater detail the importance of 

maintaining an adequate capital reserve.7 The report provides limited and confusing 

information about the annual net income, but other factors also affect the capital reserve 

– and rates. These include changes in the fair value of assets (such as bond, equities and 

other investments), the pension solvency and the change in the value of the unpaid 

claim liability (UPL), or backlog, as discussed in Appendix 1. 

The financial health of ICBC is best determined by the strength of its projected Basic 

and Optional capital reserves. The capital reserves for December 2016 in the EY report 

cannot be verified, as the report does not detail the changes in the asset value and other 

items included in the Other Components of Equity (OCE) that affects the equity/capital 

reserve calculation.  

The report did not provide a detailed financial forecast at the program level. This makes 

it impossible to assess the assertion that a 30% increase in the total average premium by 

2019 would provide sufficient revenue to keep Basic and Optional capital at the 

regulatory minimum levels of 100% and 200% respectively. 

Appendix 2 summarizes the change in the capital position for the Basic and Optional 

programs and provides further comments. 

 

SUMMARY 

The report contains insufficient and confusing information on the changes in ICBC’s 

finances, especially for the apparent jump in Optional costs for 2016. What forecasts 

that are provided appear to be based on earlier ICBC forecasts, and are inadequately 

explained. Few data sources are given which makes verification impossible. The lack of 

information on the Optional program, and the absence of the 2016/17 annual report also 

hampers a proper analysis of this report. 

The EY report is a useful, but insufficient first step in reforming the auto insurance 

system in BC. 

 

Richard McCandless   July 29, 2017.          http://www.bcpolicyperspectives.com/ 

 

 

                                                      
7 http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_27_24_march_2017/pdf  

http://www.bcpolicyperspectives.com/
http://www.bcpolicyperspectives.com/media/attachments/view/doc/occasional_paper_no_27_24_march_2017/pdf
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APPENDIX 1    THE CLAIMS BACKLOG 

 

Insurance companies attempt to keep the claims backlog – the unpaid claims liability 

(UCL) – controlled, as an increase in the liability would force an increase in assets.  

The report was strangely silent on the growth in the claims liability. In 2012, the Basic 

UPL was approximately $5.3 billion, or $243 of every net earned premium (NEP) dollar. 

By 2015, the Basic UPL was $6.9 billion, or $262 per NEP dollar collected. The ratio for 

the Saskatchewan compulsory insurance was $166 in 2012 and only $139 in 2015.8  

The formula for calculating the capital ratio requires extra assets be set aside for the 

UCL, so a growth in claims backlog requires a rise in premium revenue to keep the ratio 

from falling.  

During recent rate reviews ICBC has defended the growth in its claims backlog, which 

can be linked to the elimination of claims adjudication staff. However, in 2016 ICBC 

announced that it was hiring more claims staff to attempt to address the claim liability. 

 

 

APPENDIX 2    THE CAPITAL RESERVE 

 

 

The information is from ICBC’s 2015 annual report, and the EY/ICBC data from pages 

86 and 88. 

 

           -----BASIC-----          -----OPTIONAL---           -----COMBINED--- 

              $=Million      MCT          $=Million         MCT         $=Million      MCT 

2015 Actual          1,071              84                2,075              300             3,046             157 

  Transfer                 450                                    (450)                                 3,046 

2016 Start             1,521             119                 1,625              236             3,046             157 

At the beginning of 2016, both the Basic and the Optional capital ratios were above the 

regulatory minimums, but below the management targets (145% for Basic and 

260/250% for Optional). 

                                                      
8 Derived from ICBC and the Saskatchewan Auto Fund annual reports. ICBC’s 2016/17 year-end report has not 

been released. The dollar amounts are higher for ICBC because there are a higher proportion of expensive bodily 

injury claims compared to the Saskatchewan Basic program, but the trend is indicative. 
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2016 (12 months) 

EY Op. Loss            (79)                                  (454)                                    (533) 

31 Dec. 2016        1,607             114                 814                133              2,421 

Difference                 86                                   (811)                                    (725) 

 

The difference between the 2016 start and the December 31 capital (a drop of $725 

million) cannot be explained by changes in the OCE. The government had ordered that 

$300 million in Optional operating income and $172 million in Optional capital be 

transferred to the Basic program for the 15-month 2016/17 fiscal year. The EY/ICBC 31 

December 2016 forecast account for $201 million of this transfer.  

If the EY/ICBC 31 December figures are really the estimate for the 15-month 2016/17 

year-end this might explain the large reduction. In fact, ICBC’s February 2017 Service 

Plan confirms that the combined 31 March 2017 equity was forecasted to be $2.556 

billion, a variance of only $135 million from the $2.421 billion capital used by EY for 31   

December 2016.9 

 

Mind the Gap 

There seems to be a discrepancy with the calculation of the Optional MCT capital ratio. 

The EY/ICBC year-end MCT ratio for Optional of 133% implies that each percentage 

point equates to $6.1 million in capital. This is lower than the 2015 figure of $6.9 

million, or the 2014 figure of $6.65 million. If the 2015 divisor was increased by (say) 

5%, the 2016 divisor would be $7.2 million, resulting in an Optional MCT of 113%; much 

lower than the EY/ICBC estimate. 

This is important in calculating how much additional capital would be required to meet 

the regulatory minimum.  The gap between the 200% regulatory minimum capital 

becomes 87 points X $7.2 million = $626 million. 

The EY/ICBC numbers suggest that the regulatory minimum gap is 200% (133%= 67 X 

$6.1 million), or $409 million. Using a larger divisor results in the need for the addition 

of $626 million in capital (113%= 87 X $7.2) to achieve the minimum target. The 

difference of $217 million between the two calculations is significant for decision 

makers, as this represents a rate increase of approximately 13.5%. 

The 2016 Basic MCT (if correct) of 114% represents a divisor of $14.1 million ($1.6 

billion÷114). The 2015 actual divisor Basic capital divisor was $12.75 million, therefore 

the $14.1 million seems reasonable given the growth rates in the last few years. 

                                                      
9 http://www.icbc.com/about-icbc/company-info/Documents/Service-Plan-201718-201920.pdf p. 15. 

http://www.icbc.com/about-icbc/company-info/Documents/Service-Plan-201718-201920.pdf
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Forecasted Basic and Optional Capital Requirements 

EY/ICBC projects that the Basic capital reserve will decline from $1.6 billion in 2016 to a 

negative $0.2 billion by 2021 (page 87). The annual decline of approximately $400 

million is similar to my structural deficit calculation in my 30 March 2017 paper. 

If the Basic capital loss is approximately $400 million per year, this totals $1.6 billion 

from 2017 to 2020. This is almost the same forecast that ICBC filed with the BC Utilities 

Commission on 23 November 2016,10 where the Basic capital 2020 gap between the 

forecast and the regulatory 100% was $1.5 billion. 

The report questions whether the high Basic management target of 145% is appropriate 

(page 86). In my submissions to the BC Utilities Commission I have argued that the 

target should be lowered. ICBC has defended the high target. 

The report also suggests that the OSFI MCT framework may not be appropriate for 

setting the capital requirement, but no elaboration is given, or alternative suggested. 

This suggestion is not helpful. 

The EY/ICBC forecast for the Optional capital was not provided. This is unfortunate as 

decision-makers are left in the dark as to what the future gap might be between the 

forecast and the minimum requirement. The size of the gap would assist in determining 

future rate changes for Optional insurance. 

The report does not discuss the pros and cons of the 200% regulatory capital target for 

the Optional program. Given that ICBC enjoys a high market share of the Optional 

business, is it necessary that the minimum be 200%, not to mention that the 

management target is 250/260%? 

                                                      
10 http://www.bcuc.com/Documents/Proceedings/2016/DOC_48181_B-6_ICBC-Response-to-Ex-A-9.pdf  

http://www.bcuc.com/Documents/Proceedings/2016/DOC_48181_B-6_ICBC-Response-to-Ex-A-9.pdf

