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1. Insurance and Reinsurance 101
2. Insurance trends, market failures & protection gaps

3. How do insurers assess risk

4. Focus on commercial insurance incl hospitality
5. What you can do to identify risk and protect

yourselves



Insurance 101

* |nsurance distributes risk from
unforeseen ‘accidents’;

* Insurers collect premiums

(underwrite), and | : : .
* Invest them to generate return, '|.;m”;'i-:5' @) RN o ';~ Y ‘f‘.“‘.‘:,;~\-'
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capital/liquidity to pay out claims [l
and ideally generate profit




w2 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)




Reinsurance 101
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w2 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



The rise of the Managing General Agent

Understanding The MGA Model
ﬁ
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w2 2023 in Review (Global Top 10)

Economic Losses

e Joss ———JrogmJcomvis [Ecmomiclon _Jlaroions

Turkey Earthquakes Feb. 6-23 Europe IR, SY 46,200 6,100
Typhoon Doksuri Jul. 24-31 Asia PH, TW, CN 18,400 1,400
Hurricane Otis Oct. 24-26 Latin America MX 15,100 4,000
US Drought Annual United States us 14,900 7,200
China Seasonal Floods | Summer Asia CN 13,100 400
Storm Daniel Sep. 4-11 Europe BG, GR, LY, TR 10,100 500
ltaly Flood/Minerva May 12-16 Europe BA, HR, IT 9,700 600
Argentina Drought Jan. 1-Dec. 31 Latin America AR 9,200 300
Spain Drought Jan. 1-Dec. 31 Europe ES 8,200 900
Brazil Drought Jan. 1-Dec. 31 Latin America BR 7,200 200
Grand Totals 357 billion 123 billion

Table 1: Top 10 costliest economic loss events of 2023 (losses listed in USD million) | Data and Graphic: Gallagher Re



Y Losses are worldwide but U.S. has inordinate share

2023 Natural Catastrophes
Economic Losses by Size / Peril
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Figure 3: 2023 natural catastrophe map showing economic costs of events by peril | Data and Graphic: Gallagher Re
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Emerging issues

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

e 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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w21 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
INEIES

measure
risk?
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w2  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)

e 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
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w3 Components of Risk

due to its location now and in a
variable future (hazard)

e 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)



Types of climate exposure

Property level Community level

Patrick T. Fallon/AFP Jay Doering/University of Manitoba
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Key sources of data

Hazard

* Flood (third party models — JBA, Impact Forecasting, Fathom)(Flood Ready - Public Safety Canada)
e Earthguake (RMS)
e Wildfire — varies by insurer

* Hail, Wind — claims history

Exposure

e Various construction databases such as Brookfield RPS

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

Install spark arrestor

= o - :);‘ screens on chimneys, -
— -

Remove all trees, long grass, =
shrubs, logs, branches, twigs
and needles and cut and

-
-

e

Thin trees {with three to

| S six metres between
= water grass within 10 metres : le
B aching crowns) for at least
-~ & 30 metres from house.
!:ndose d"' eaves and screen
Use only fire retardant roofing all vents, including soffits

rated Class A, B or C and fire

resistant exterior siding. P ur;dersides TR

balconies, decks and crawdspaces
with flame resistant materials

-

3 Store fire woad and propane
~ - tanks at least 100 metres
away from structures

iclr.org/wildfire



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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