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Insurance 101

• Insurance distributes risk from 
unforeseen ‘accidents’;

• Insurers collect premiums 
(underwrite), and 

• Invest them to generate return, 
maintaining sufficient 
capital/liquidity to pay out claims 
and ideally generate profit 
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Insurance Profitability Factors
- Average ROE in Canada is 10.1%

- For the past twenty years, given a low interest rate environment, insurers have relied on underwriting to 
make profit

- Since COVID, the rising number of natural disasters has led to property underwriting losses which have 
been offset by higher earnings on the investment side (and profits from reduced driving)

- Now interest rates are dropping and natural disaster losses are increasing so insurers are scrutinizing their 
operating environment – if a line of business is not profitable in a certain region, they have lower tolerance 
(e.g. SONNET)

4



Reinsurance 101
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Reinsurance Contracts
Various types of reinsurance contracts including:

- Excess of loss reinsurance (when event passes threshold, reinsurer backstops or compensates insurer for 
losses)

- Proportional reinsurance (when insurer and reinsurer share premium and risk on a proportional basis)

- Treaty reinsurance (when insurer transfers a set portion of risk on a set of policies)

Excess of loss policies resemble a deductible where the insurer carries a certain amount of risk up a threshold. 
If losses exceed that threshold, reinsurer will pay. Insurers pay a premium for this arrangement and it is 
renegotiated annually
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The rise of the Managing General Agent
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Rise in Cat Events above $1B in losses
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2023 in Review (Global Top 10)



Losses are worldwide but U.S. has inordinate share
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Insurance emerging 
issues & protection 
gaps
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Emerging issues

• Reinsurers changed pricing strategies starting in 2019 to favour less 
risky areas of world (Lloyds then rest);

• Faced with higher reinsurance premiums, insurers raised property 
premiums and/or withdrew from certain markets;

• Modelling is deficient which elevates uncertainty for insurers 
(especially wildfire);

• Housing supply crisis has driven up cost/availability of labour and 
materials which has driven up projected replacement costs;

• All of this has driven up premium prices and affected availability
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Protection Gaps

• Insurers decide not to cover certain perils (landslides, tsunamis) because they 
cannot model risk

• Insurers decide not to cover certain regions because risk is no longer accidental 
and/or reinsurance costs are too high and/or price regulations mean losses are 
certain (Flood across Canada, Wildfire in California);

• Insurers adjust products to keep premiums affordable (higher deductibles, 
lower coverage limits, increasing exclusions) providing consumers and 
businesses with choice but possibly inadequate protection (Earthquake in BC).
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Government/Regulator Response
Governments wish to stop paying post-disaster: 

• Federal government has signalled it will pull out of residential disaster financial assistance in 2025

• Some provincial governments have signalled they intend to do the same.

• Governments negotiating launch of national reinsurance program which will ultimately shift payment to 
consumer

• Structure is being designed for residential property but pressure to extend to commercial

Regulators signalling they want insurers to evolve practices to better disclose climate risk annually at point of 
sale and renewal (therefore annually).

• Require brokers and agents to be better educated to determine and convey risk

• Develop better tools to assist brokers/agents/carriers in disclosing risk

• Evolve insurance products to better incent risk reduction. 
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How do 
insurers 
measure 

risk?



Underwriting infers measurement

• Five key property risks
• Three Core (Fire, Wind, Hail)
• Two Auxiliary (Flood, Earthquake)

• Location is primary consideration (derived from modelling 
and claims history)

• Construction is secondary consideration (emphasis 
depends on peril(s) predominant at that location)

• Underwriter focus is on building envelope (roof and siding) 
for core perils and other construction factors for flood and 
earthquake 16



Components of Risk

• Risk of structure to a climate peril 
due to its location now and in a 
variable future (hazard)
• Risk of structure to a climate peril 
due to its physical characteristics 
(exposure)
• Risk of homeowners/tenants to a 
climate peril due to their socio-
economic, health and other 
characteristics (vulnerability)
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Types of climate exposure

18

Jay Doering/University of ManitobaPatrick T. Fallon/AFP

Property level Community level



Key sources of data
Hazard

• Flood (third party models – JBA, Impact Forecasting, Fathom)(Flood Ready - Public Safety Canada)

• Earthquake (RMS)

• Wildfire – varies by insurer

• Hail, Wind – claims history

Exposure

• Various construction databases such as Brookfield RPS

• Municipal datasets where available, otherwise negative assumptions are made
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Community mitigation increasingly important 
(FireSmart)
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Summary

• Global market shifts are resulting in insurance product changes in Canada;

• Federal government establishing a national reinsurance program designed to 
address protection gaps as they occur starting with residential flood and 
earthquake;

• To date, core insurance is still widely available for residential and commercial

• MGAs have stepped in to address some gaps while ‘syndicating’ risk
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Thank You!
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