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Ginny Bannerman, recipient
of CIP Society’s established
leader award, picked up
some leadership attributes
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treating others how you would
like to be treated yourself
— that continue to serve
her today.
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‘or entries.

Submit your nominations
for the Annual CIP Society
National Leadership Awards.

Nominations will be accepted
until June 1.

For more information about the leadership awards and the
nomination process, please visit the CIP Society website.
CIP SOCIETY

www.insuranceinstitute.ca/cipsociety TARDS
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EDITORIAL

Use It or Lose It

Getting all the
necessary ducks in
a row has become
a pressing issue in
light of the possible
competitive
advantage gained.

Angela Stelmakowich, Editor
astelmakowich@
canadianunderwriter.ca
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Insurers in Alberta’s auto
space may want to use it

— the ever-intoxicating “it”
being usage-based insurance
(UBI) — but the provincial
regulator makes clear they
will not get to play until so-
bering matters are addressed.

UBI offerings are starting to
roll out or expand in Canada,
and one should only expect
these to ramp up in the
not-too-distant future.

Seemingly giddy over the
possibilities, a number of
players have entered the
space to date. Over the last
year or so, entrants have
included the following:

The Co-operators program,
launched in Ontario in April,
in which users get a 5%
discount upon enrolment and
could earn up to 25% off
auto insurance, depending on
driving behaviour; Desjardins
General Insurance Group’s
program, available in Ontario
and Quebec as of last spring,
allows individuals to save as
much as 25% more on their
car insurance at renewal; and
Intact Financial is expected
to soon release a program in
both Ontario and Quebec.

All of these follow the pol-
icy from Industrial Alliance,
Insurance and Financial
Services Inc. in Quebec two
springs ago and last year’s
announcement that Quindell
Portfolio PLC would partner
with Independent Broker
Resources Inc. to offer
technology for all Insurance
Brokers Association of
Ontario telematics initiatives
to IBAO’s 12,000 brokers.

But before insurers get to
play in Wild Rose Country,

they will need to ensure the
issue of “informed consent”
from consumers is addressed
for any telematics-based
insurance in the province.

Alberta’s Automobile
Insurance Rate Board is sup-
portive of UBI as a voluntary
discount program, notes the
board’s 2013 annual report.
“However, entry into the
Alberta market will require the
approval of the Superintendent
of Insurance as this product
introduces new rating fac-
tors. The issue of informed
consent by Alberta consum-
ers must be satisfactorily
addressed prior to the intro-
duction of any programs.”

In a posted bulletin last
fall, Ontario’s regulator,
the Financial Services
Commission of Ontario,
placed heavy emphasis on
privacy issues and data
collection. Information
gathered through telematics
technology, or other devices,
for usage-based insurance
pricing, should be considered
“personal information” as
defined by Canada’s Personal
Information Protection and
Electronic Documents Act.

The Insurance Brokers
Association of Canada has
made clear the principles
that brokers believe are es-
sential to ensure consumers
are protected, including that
consumers have the right
to control and ownership of
data relating specifically to
themselves, their families
and their businesses.

It is a position reiterated
recently by Quebec’s brokers
association, which notes
“telematics must essentially

remain a ‘voluntary option’
for consumers, whose
support must be based on
informed consent.”

Getting all the necessary
ducks in a row has become a
pressing issue in light of the
possible competitive advan-
tage gained and the apparent
receptiveness of consumers
to relinquish driving details
— including mileage, speed
and hard braking — for a
break on auto insurance.

“These services can
help insurers differentiate
and de-commoditize their
products. They can also help
them focus on a brand-new
consumer base to grow new
business and improve reten-
tion,” Robin Harbage, global
lead for Towers Watson’s UBI
practice, said in April in re-
leasing recent survey results.

In all, 56% of respondents
reported a “strong interest”
in buying a UBI policy, 85%
noted they would be open to
a UBI program, and 94% ex-
pressed interest if they were
guaranteed premiums would
not rise. At 47%, the last
point was the most common
concern around UBI; privacy
issues, including sharing of
consumer data, were close
behind, cited by 46%.

As well, almost half (48%)
of respondents indicated they
would be willing to change
their driving behaviour.

Amid a somewhat cautious
approach by regulators to
date, that link to driving be-
haviour (presumably reducing
risk) should be a given.

That approach is critical
to be of benefit to insurers,
brokers and consumers. —
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Regulation

OTTAWA DRAFTS RULES ON
MUTUAL CONVERSIONS
Economical Insurance has
“welcomed” the federal
government’s proposal to
broaden the Cabinet’s power
to make regulations on the
conversion of mutual insurance
companies into companies
with common shares.

Conservative MP Peter Van
Loan tabled Bill C-31 in the
House of Commons in March.
In addition to implementing
part of the 2014-2015
budget, the omnibus bill also
proposes several changes to
the federal Insurance Act.
Section 237 of the existing
Insurance Act gives Cabinet
the power to make regula-
tions on applications
of mutual insurance
companies to convert into
firms with common shares.

Economical Insurance
announced in 2010 its intent
to demutualize, “subject to
approval” by both policyhold-
ers and regulators.

Once enacted, “the next
step will be for the Department
of Finance to release draft
demutualization regulations,
which are expected to be
subject to a public consulta-
tion period before coming
into force,” notes a press
release from Economical
Insurance.

“At that point, Economical’s
Board of Directors will be
in a position to determine
whether demutualization
within the final regulatory
framework would be in the
best interests of the com-
pany,” the statement adds.
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POWER TO STOP UNSAFE
RAILWAYS FROM OPERATING
Ottawa is proposing that the
federal transport minister
have the power to stop a rail-
way from operating if there
are “extreme safety issues.”

The Railway Safety Act
currently gives railway
inspectors the power to issue
a “letter of non-compliance”
if a railway firm is found to
be violating the law. A rail
operator has 14 days to
correct the problem.

At present, Transport
Canada’s only option in cases
of persistent non-compliance
is prosecution. But the
proposed Railway Operating
Certificate Regulations
and associated legislative
provisions expand the federal
department’s enforcement
continuum, providing the
transport minister “with the
ability to remove a (railway
operating certificate), thereby
stopping a company from op-
erating in a case where there
are extreme safety issues.”

The minister could also
suspend or cancel the railway
operating certificate if the
prescribed conditions of
issuance cease to be met, or if
any provision of the act or its
instruments is contravened.

ONLINE ARBITRATION
SCHEDULING TOOL TESTED
The Financial Services
Commission of Ontario is
testing its online service to
schedule pre-hearings and
settlement conferences, in a
bid to streamline arbitration
for auto insurance claims
disputes.

FSCO looks to be moving

on with the phased imple-
mentation of Arbitration
eCalendar, announced in
January. Its aim is to make
scheduling more accessible
and flexible, minimize
administrative costs and free
up time for commission staff.

The regulator has invited an
insurer and a law firm to test
the service. Once the testing
is complete, FSCO will begin
inviting other companies to
register for the service.

While participation will be
voluntary at first, registration
and participation in the ser-
vice will become mandatory.

ALBERTA GOVERNMENT
EARMARKS FUNDS FOR
FLOOD MITIGATION

The Insurance Bureau of
Canada (IBC) supports the
move in the Alberta govern-
ment’s budget to earmark
$1.5 billion for flood mitiga-
tion and recovery programs
over the next three years.

The provincial budget calls
for $700 million for future
flood mitigation projects,
including grants for erosion
control, flood hazard map-
ping, mitigation related
to water and wastewater
infrastructure, protecting
“high-priority” areas and an
additional $859 million for
flood recovery.

More severe weather
“overburdens our sewer and
stormwater infrastructure,
resulting in more sewer back-
ups in homes and business-
es. We know there is need for
Albertans to prepare for the
inevitable,” Bill Adams, vice
president of IBC’s Western
and Pacific region, says in
a statement.

Canadian
Market

ECONOMICAL INSURANCE
TO STOP WRITING
INSURANCE IN N&L

Limited opportunities for
profitable growth, combined
with a challenging regulatory
environment, were key
considerations in Economical
Insurance’s decision to

stop writing insurance in
Newfoundland and Labrador.

The move, which takes
effect as of October 1,

2014, follows a thorough
review of its business there,
Economical Insurance notes.

Existing policies with
Economical Mutual Insurance
Company or its subsidiary,
Federation Insurance
Company of Canada, will be
honoured in full as per the
coverage terms and conditions
up to the expiry date.

In line with its stated intent
in 2010 to demutualize, the
mutual now has a new operat-
ing model. “We will enhance
broker and customer experi-
ence, and will produce tangible
cost savings that will support
our future profitable growth,”
says Karen Gavan, Economical
president and CEO.

SGI CANADA EXITS
MARITIMES IN FAVOUR OF
WESTERN EXPANSION
SGI Canada has entered
into an agreement to sell
its shares in the Insurance
Company of Prince Edward
Island (ICPEI) to EGI
Financial Holdings Inc. at
book value, estimated to be
$10 million, with another
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$3.5 million to license the
use of SGI's computer systems.
The deal is expected to
close this summer, notes a
statement from SGI Canada.
SGI Canada purchased 75%
of ICPEI’s shares in 2001.
But the carrier reports it now
plans to “redirect resources”
and focus on Ontario and
Western Canada, and recently
applied for a licence to com-
pete in the B.C. p&c market.
“Our plans to exit the
Maritimes and move into
B.C. will allow us to achieve
geographic diversification
targets faster, spreading risk
more effectively and helping
ensure financial stability for
the company and, ultimately,
providing enhanced security
for customers in all regions,”
says Andrew Cartmell, SGI's
president and CEO.

Risk

B.C. LAUNCHES PUBLIC
CONSULTATION ON QUAKE
PREPAREDNESS

British Columbia plans to
invite input from stakeholders
on how the province can bet-
ter prepare for and respond to
a catastrophic seismic event.

“This emergency manage-
ment consultation regarding
catastrophic seismic events
will directly involve all levels
of government,” the provincial
government reports.

“The property & casualty
insurance industry agrees
that it's time for regional and
national conversations on how
to prepare for a mega-earth-
quake, which could happen at
any time,” says Bill Adams,
vice president for the Western

and Pacific region of the
Insurance Bureau of Canada.
Stakeholder roundtable
activities will focus on those
regions at highest risk, with
the final report expected to
be submitted by year’s end.

Claims

AVIVA WATER DAMAGE
CLAIMS FLOW IN 2013
Last year saw Aviva Canada
paying out a record of more
than $190 million in water
damage claims, a 69%
increase over 2012.

“With last year’s storms,
water damage reached an
all-time high, making up 51%
of all Aviva Canada property
claims,” notes Wayne Ross,
vice president of property
claims for the insurer.

If the 2013 Alberta and
Toronto catastrophes were
removed from the calculation,
Aviva Canada reports, water
damage would still have made
up 40% of all property claims
for the insurer.

Data also shows that last
year, the average cost of a
water damage claim rose to
$20,537, a 130% increase
over the $8,944 the company
experienced 10 years earlier.

“The reasons for the upward
trend are rather simple,”
Ross says. “The increasing
investment Canadians are
putting into their basements,
combined with more frequent
severe weather events and
an aging sewer system that
is unable to deal with large
amounts of water within a
short time period, results in
a lot of homes experiencing
damage,” he adds.

Technology

CONSUMERS WANT POLICY
INFO VIA MOBILE DEVICES
More than half of consumers
included in a new survey say
they want certain insurance
policy information available
through either e-mail or
smartphones, but most insur-
ance providers are behind on
delivering useful information
through mobile technology.

In the global survey from
predictive analytics firm FICO,
55% of consumers said they
want policy renewal reminders
delivered via e-mail or smart-
phone, and 52% said they are
interested in alerts regarding
changes in their policy.

The survey included 2,239
adult smartphone users in the
United Kingdom, Australia,
Brazil, China, France,
Germany, India, Italy, Japan,
Korea, Mexico, Russia, Turkey
and the United States.

Mobile communication is
still under-used by insurers.
Two-thirds of respondents
reported never using their
smartphones to manage or
interact with their insurers.

USE OF PREDICTIVE MODELS
GROWING: TOWERS WATSON
Property and casualty insurers
in the United States have in-
creased their use of predictive
modelling across almost every
line of business over the past
year, indicate results of a new
survey by Towers Watson.
Despite that, most businesses
taking part in the company’s
fifth annual survey still lack a
comprehensive, company-wide
approach for using predictive
modelling for all “core func-

tions,” Towers Watson notes.
The survey involved 59 U.S.
p&c insurance executives.
Overall, insurers are often
not applying their data-
driven analytics uniformly
throughout the business,
while overall usage fluctuates
significantly by line of
business and company size.
A compelling case can be
made that well-executed
predictive modelling provides
better pricing guidance to
underwriters, Towers Watson
reports in a statement.
Among those using predic-
tive modelling, most said it
has led to favourable bottom
line results with positive im-
pacts on rate accuracy (85%
personal, 96% commercial),
profitability (80% personal,
78% commercial) and loss
ratio improvement (80%
personal, 74% commercial).

Reinsurance

REINSURANCE MARKET IN
STATE OF FLUX: WILLIS RE
Traditional reinsurers must
be mindful of areas into
which they are looking

to diversify in the face of
increased competition from
the influx of capital markets
capacity, notes Willis Re
president Paddy Jago.

Jago says the reinsurance
market is in the greatest state
of flux he has seen during his
35 years in reinsurance.

Remaining relevant, he
emphasizes, demands three
things: having a high degree
of expertise; being of a
certain size; and having in
place relationships in the
reinsurance market. —

April 2014 Canadian Underwriter 13



PROFILE

People First

GregMeckbach

Associate Editor

Ginny Bannerman,
recipient of the
CIP Society’s
established leader
award, picked up
some leadership
attributes from
her father while he
was running the
family brokerage
that still serve
her today.

Ginny Bannerman, 2013
recipient of the established
leader award from the CIP
Society, the graduate division
of the Insurance Institute of
Canada, has some simple
leadership advice for brokers.
“Put people first,” says
Bannerman, a former Calgary
brokerage owner who is
now vice president, finance
(West) for Intact Insurance.
“Get involved. Be proud of
what you do. This is a great
industry,” she says.
It is something that
Bannerman has taken
to heart. She has served
two terms as president
of the Insurance Brokers
Association of Alberta
(IBAA), from 1997 until
1999, and later as president
of the Insurance Brokers

14, Canadian Underwriter April 2014

Association of Canada (IBAC).

Bannerman was one of
five executives recognized
with a national leadership
award in 2013 by the CIP
Society. Of the five, she is
one of two — the other was
James Cameron — who also
received an established
leader award through which
the institute recognizes
graduates of its Chartered
Insurance Professional
(CIP) and Fellow Chartered
Insurance Professional
(FCIP) programs.

HOME FRONT

Bannerman began her
insurance career in the fam-
ily business — Bannerman
Agencies Ltd. — which was
founded in Calgary in 1921
by her grandfather, Jack
Bannerman, and later run by
her father, Bob Bannerman.

“There was a lot of pride in
the name of the business and
the family name,” she says.
“My dad’s one and only rule
was to treat people the way
that you want to be treated
yourself. Dad was a guy who
was absolutely colour-blind
when it came to class or
whatever. He treated
everyone with the utmost
respect regardless of back-
ground or gender or age.”

In the 1970s, Bannerman
recounts, she started working
at Bannerman Agencies after
school. Initially, her duties
included filing, emptying

garbage cans, washing the
coffee pot “and many very
important things like that,”
she quips.

It was the start of learning
the wide range of duties that
makes up a family business.
“You stayed until the work
got done,” she says.

Jack Bannerman, who
founded the brokerage in
1921, originally had property

“My dad’s one and
only rule was to
treat people the way
that you want to be
treated yourself.
Dad was a guy who
was ahsolutely
colour-blind when

it came to class or
whatever.”

and casualty partners. His
p&c partners went on to
found Reed Shaw McNaught,
which, after several name
changes, became Aon Reed
Stenhouse Inc., Aon plc’s
brokerage and risk manage-
ment subsidiary in Canada.
Jack Bannerman was joined
in the family business by his
son, Bob Bannerman, after
the latter graduated
from the University of Alberta.
Bob Bannerman, who passed
away in 2011, was named
Insurance Man of the Year for

Canada in 1969 and had led
both the Alberta and national
brokers’ associations.

In 1988, Ginny
Bannerman bought the
business from her father, and
sold the brokerage to Canada
Brokerlink Inc. in 1999. A
year later, Canada Brokerlink
was acquired by Allianz
Canada, itself purchased by
ING Insurance, now called
Intact, in 2004.

Six months after sell-
ing to Canada Brokerlink,
Bannerman left the bro-
kerage and she and her
husband, Don Radford,
established Bannerman
Radford & Associates Inc.,
which she describes as a
“small boutique” insurance
brokerage.

GETTING CONNECTED
“During that time, | was
asked to go in on the execu-
tive of the Insurance Brokers
Association of Canada,”

she notes. As president of
IBAC from 2001 until 2002,
Bannerman had opportuni-
ties to meet other insurance
professionals from across
the country.

“With IBAC, you get to
meet with the federal minis-
ter of finance, dealing with
the federal regulations that
impact insurance,” she says.
While she was on the IBAC
executive, a major issue for
brokers was the Bank Act.

After her term as IBAC
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president, Bannerman
worked for both IBAA and the
Insurance Bureau of Canada
(IBC) from 2002 until 2006.

At the time, she was
approached by both Harold
Baker, then CEO of IBAA,
and Jim Rivait, then IBC’s
western regional vice
president. “We worked out
some ground rules about
what a conflict of inter-
est might look like, where
insurance companies’ and
brokers’ interests were not
aligned — and through
that | represented the two
organizations with the
Alberta government.”

At the time, Alberta
politicians were concerned
about both affordability and
availability of auto insurance.
The province eventually
brought in reforms, including
a premium grid setting maxi-
mum premiums that carriers
can charge for basic coverage
for any driving record. It also
brought in the Minor Injury
Regulation, which sets a
maximum amount that can
be recovered as damages for
non-pecuniary loss resulting
from a minor injury, and the
Diagnostic and Treatment
Protocols Regulation, which
provides people injured in
auto accidents with faster
access to medical care.

“In essence, the
legislation reduced costs
by making people better
sooner,” she says.

Bannerman eventually
went on to become IBAA's
full-time executive officer in
2007, and chief executive
officer the following year.
She left that job in 2010,
Bannerman says, when Intact
hired her as vice president
of personal insurance for
its western division, which
handles Manitoba,
Saskatchewan, Alberta,
British Columbia and the
three territories.

THE BIG PICTURE

In 2011, Bannerman moved
to her current position as
vice president of finance for
the western division. She
oversees several operations,

including budgets and ac-
counts receivable, printing
and mailing of policies, as
well as scanning documents.

Bannerman also oversees
the business excellence,
transformation and practices
and process centres of
excellence for Intact West.

“Their area of focus is to
find ways to do work more
efficiently, more effectively
and to improve work flows,”
she says. “Imagine a compa-
ny the size of Intact. We have
a number of projects that are
ongoing simultaneously. So
they manage the develop-
ment of the projects, making
sure that the timing is right.
That group is also very

Photo: Ginny Bannerman

good at looking for manual
functions that can be
automated,” she suggests.

In managing teams from
different offices, she notes
that she had gained valuable
experience while working
about a decade ago on
her Master of Business
Administration at Royal
Roads University in Victoria.
The educational pursuit
entailed both one-month
residency periods and online
work from Calgary, she says.

“The other students came
from all around the world
and one of the things we
really learned to do — and
you have to remember this
is 10 years ago — was work
as a virtual team through
different time zones,” she
explains.

“| had teammates all
the way from China to Abu
Dhabi,” Bannerman relays.

After almost four
decades of leadership roles
in brokerages, associations
and at a carrier, Bannerman
has some words of wisdom to
offer her insurance industry
colleagues.

“Sometimes | think when
we go through times where
we have got product changes
or rates are increasing or we
are dealing with catastrophic
events, all of our people can
get pretty beat up,” she says.

“Never lose sight of the
value that we, as an industry,

”n —

bring to society.” —
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Businesses looking to
achieve long-term success
need to keep their heads

in the game. For brokers
and insurers to both win,
things must advance
beyond creating effective
interaction between systems
to a common form of data
exchange where information
flows between multiple
systems.

The game is on. The next question is, whether
the partners brokers rely on are in this for the
whole season, or just this period?

One terrific shift is not enough for a win, if
the coach does not have the resources to keep
the competition in check throughout the entire
game. And there is no doubt that leaving assets
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sitting on the bench, while the opponents’ score
climbs, is a recipe for disaster.

In business, wins are determined in the end by
how well strategic choices align with customers’
greatest needs. Specific operational goals around
budgets and expense management are, of course,
necessary, but can actually be counter-productive
if they do not support overall strategic ends.

Just as a coach allocates players with the ulti-
mate purpose of scoring goals, businesses must
determine priorities for budgets and resources
with strategic customer delivery objectives in
mind if they expect to win long-term success.

In the insurance world, brokers and the in-
surers who partner with them understand that
competitive products and pricing are table stakes.
Beyond that, customers need choices, objective
advice and trustworthy advocacy.

In addition, consumers now also expect to
obtain information and to access choice, advice
and advocacy on their own terms and at their
own convenience.

The technology does already exist for the in-
dustry to deliver on these expectations, and for

Illustration by Barbara Spurll
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customers to obtain up-to-the-minute
information through the access points
they prefer. To translate the potential into
reality, however, brokers, insurers and
technology providers must together
make the necessary decisions to invest
in infrastructure that will keep them
in the game, not just through today’s
overtime, but through to the end of the
season.

TEAM INVESTMENT

In Canada, investment in information
technology generally lags behind the
spending levels in many other coun-
tries. Bob Humphreys, country leader
for Demand Programs and Digital
Strategy at IBM Canada, emphasized
this point during his presentation at
the 2014 Insurance-Canada Technology
Conference, while referencing recent
Backbone Magazine and Deloitte studies that
link limited information technology in-
vestment and low productivity.

The insurance sector, in particular,
is noteworthy for its relatively modest
IT spending.

Inadequate investment becomes even
more evident in a digitally transformed
marketplace replete with amplified cus-
tomer expectations. The need for align-
ment and collaboration between market-
ing and IT is increasingly critical.

Humphreys noted as part of his pre-
sentation that using technology to “build
new capacities and competencies with-
in the organization... will (in turn) help
ensure improved relevance of IT efforts
to the customer audience.”

This is not possible, however, unless
key foundations are first developed.

The problem is, of course, that there
are a great many possible avenues for
investment. When budgets are limited
or even reduced in the face of realities
such as catastrophic losses or premium
erosion, there are difficult choices to be
made. The pressure on bottom lines for
Canadian insurance businesses has sel-
dom been greater, nor has the scope of
change ever accumulated so rapidly.

But inaction is not a viable option, as
businesses are forced into choices un-
willingly or not by the simple evolu-
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tion of the technological environment.
Further, there are always risks in making
decisions with far-reaching impact.

Nevertheless, one positive outcome
is that a fresh scrutiny of purposes and
priorities can reveal areas where funds
are not well-deployed. The industry can
no longer afford to tolerate outdated
practices that perpetuate waste while
a shift to more accurate, more efficient
processes is postponed.

Imagine (if you can) that your favou-
rite hockey team is headed into the play-
offs, squared off against its arch rival.
The three star players, however, are to be
assigned to the locker room for the first
two periods of each game, and tasked
with taping old practice sticks.

The industry can no longer
afford to tolerate outdated
practices that perpetuate
waste while a shift to more
accurate, more efficient
processes is postponed.

The coach has promised that in two
years’ time, they will no longer have to
do this chore, but in the interim, the
stars will be expected to carry the game
during the ice time they do have in the
third period.

MODEL GAME PLAN
Most industry stakeholders agree that
the model for data exchange long pro-
moted by the Insurance Brokers Asso-
ciation of Canada (IBAC) makes sense.
It represents long-term efficiencies for
brokers and broker-distribution insurers
not only for automated policy change,
but for other transactions as well.

Key elements of the design include
the following:

* transactions start and finish in the
broker management system;

* information is packaged and trans-
mitted in strict accordance with
Centre for Study of Insurance Op-
erations (CSIO) XML standards;

* data transfers from broker to car-

rier systems, and a response re-
turns to the broker, in real time;

* information moves electronically,
without manual user intervention
or additional data entry;

* transmissions avoid connection to
carrier portals, but rather send data
directly to carrier systems; and

* any necessary accommodation of
carrier-specific coding occurs be-
hind the scenes on the insurer’s
side of the transaction and requires
no customization of brokers’ sys-
tems.

The IBAC model also lays essential
groundwork for brokers to be able to
provide quality information in digital
form to consumers, while still deliver-
ing on promises of advice and choice in
an electronic forum.

Much work has already been done
on the design, verifying the concept’s
viability and confirming such details as
synching broker and insurer systems
before a policy change transaction is
initiated.

DELAY OF GAME

The debate now is around timeline and
priorities for implementation. While
some carriers are moving ahead, others
may postpone actual implementation
until next year to stretch budgets.

In the interim, their brokers will still
be forced to perform manual double
entry and their resources will continue
to be squandered.

It is a complex task to measure just
how much the industry has been wast-
ing on the inefficiencies of the status quo.
Costs at the brokerage level are well-
documented, but the drain on insurer
funds is harder to quantify.

Each carrier’s internal budgets are,
of course, confidential. Any calculation,
however, would have to include a tally
of direct ongoing costs, such as those
noted below:

* expenditures for multiple layers
of web portal development and
maintenance and repeated map-
ping between back-end systems
and presentation layers, each time
rates or underwriting are adjusted;
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 programming and staffing expense
for maintaining user IDs and
passwords, including continuous
changes for brokerage staff out-
side the insurer’s authority; and

* staffing costs for both IT and un-
derwriting personnel dedicated to

portal operations, including train-
ing and support, auditing and
monitoring brokers’ use of the
insurer policy management sys-
tem. A loading for supervisors and
managers of these staff must also
be added.

Even more difficult to determine,
though, are the indirect costs that this
arrangement is extracting right now
from an industry that can ill afford the
waste. Each insurer will have its own
answers to these questions:

* What potential income is lost when
brokerage staff are engaged in re-
dundant data entry rather than
focused on customers and their
needs? What is the possible dam-
age to an insurer’s market share?

* What are the real costs of time lost
in corrections or the consequences
of errors, when brokerage staff are
manually keying information into
unfamiliar insurer systems?
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e What is the ultimate cost of lost

goodwill with customers, if bro-
kers cannot immediately provide
requested information, or in the
future, if the most current data is
not easily available via the brokers’
websites?

What are the unintended conse-
quences to both insurer and broker
incomes, if insurer budget-cutting
downloads additional clerical tasks
onto distribution and diverts more
broker resources away from cus-
tomer interaction?

What is the impact on an insurer
in situations where brokers must
reduce the number of markets they
access, due to the administrative
burden of portal entry, and as such,
no longer have other alternatives
for placing risks that an insurer
would prefer not to underwrite?
What are the long-term environ-
mental impacts of persisting with
legacy systems and processes that
foster inefficiency and redundancy?
What is the cost of falling behind
in market share, if the prerequisite
building blocks for online cus-
tomer interactions through broker
access points are not developed?

COMMON GOALS

These negatives could be eliminated
if the outdated double-entry practices
were replaced with effective, up-to-date
automation that prioritizes complete
customer service. It is true the expen-
diture needed to construct functioning
data exchange — moving information
“straight through” between broker and
insurer systems using standards and in-
teroperable functionality — is not in-
significant. But it is finite.

In the interim, funds spent now, to
perpetuate processes that ultimately
must be replaced, are simply lost, and
existing and prospective customer rela-
tionships are put at risk. Insurers need
to ask themselves, How much was spent
this past year on technology that sabo-
taged their brokers’ productivity?

Creating effective interaction between
brokerages and multiple company sys-
tems is simply the first, essential step
towards giving consumers choice, ad-
vice and advocacy digitally, in whatever
shape that might take. It is in insurers’
interests, as well as those of brokers and
consumers, for the industry to move to a
common form of data exchange where
information flows between multiple
systems, as easily as it can within direct
writers’ closed networks.

The chance for real teamwork is here.
Collaboration does take practice, but
common strategic objectives do mo-
tivate team members and bring them
together.

Sometimes coaches have to make tough
calls. Sometimes they have to diverge
from old practices to leverage oppor-
tunities. And sometimes a group has to
stretch itself to reach the next level of
competition. Certainly, prudent coaches
will eliminate distractions and exercises
that do not contribute to the plan.

In the insurance game, consumers are
no longer just spectators; now they are
the referees, and they expect a certain
level of play from organizations that-
want to participate in this league.

It is up to each industry player to
make sure that they are ready for game
day. —
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Canada’s Anti-Spam
Legislation (CASL) will take
effect at the beginning of
July. What do organizations
need to know about which
electronic messages are
affected, when consent

will be required and what
processes must be in place
to ensure compliance.

With the adoption of Canada’s Anti-Spam Law
(CASL) in July, the new legislation will impose
cumbersome and expensive requirements on
most Canadian organizations. While CASL pro-
vides various requirements, which are complex
and will be open to interpretation in some grey
areas, consider the following top five steps any
organization must take to be CASL-compliant.
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STEP 1

DETERMINE IF MESSAGES ARE COVERED
For the purposes of CASL, an “electronic mes-
sage” is broadly defined as a message sent by any
means of telecommunication, including a text,
sound, voice or image message, although not a
commercial electronic message that is an inter-
active two-way voice communication between
individuals, that is sent by means of a facsimile
to a telephone account or that is a voice record-
ing sent to a telephone account.

What is a CEM?

A commercial electronic message (CEM) is an
electronic message for which it would be rea-
sonable to conclude its purpose is to encourage
a commercial activity (having regard to its con-
tent, to where it links or the contact information
contained in the message), whether or not the
person sending the message does so in the ex-
pectation of profit. A CEM includes, for instance,
a message that offers to purchase, sell, barter or
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lease a product, good, service, land or
an interest or right in land, offers to
provide a business, investment or gam-
ing opportunity, or advertises or pro-
motes any person engaged in anything
previously mentioned.

CASL does not apply to certain

types of e-mails

Organizations do not have to comply
with CASL when sending messages that
include service, warranty or product-
upgrade information, or if there are
health and safety issues related to a prod-
uct purchase. Organizations should still
use discretion in sending such messag-
es, however, since customers may view
these as spam if the organization uses
them as an opportunity to up-sell or
cross-sell other products.

CASL does not apply to messages
that are sent within an organization or
between businesses, where there is an
ongoing business relationship and the
message pertains to that relationship.
CASL also does not apply to any mes-
sage sent in response to a request or to
enforce a legal right or obligation.

Other exemptions include messages
sent via closed-messaging systems, mes-
sages sent to certain foreign jurisdictions
in compliance with their anti-spam laws,
and messages sent by a registered char-
ity where the primary purpose of the
message is fundraising.

CEMs are excluded from the applica-
tion of CASL if the sender has a personal
relationship with the recipient: for in-
stance, if the individuals have had direct,
voluntary, two-way communication.

In addition, there is a one-time ex-
emption for a CEM sent to someone to
whom the sender has been referred by
a friend or business relation of the re-
cipient.

STEP 2

OBTAIN CONSENT

Under CASL, it is prohibited to send
— or cause or permit to be sent — a
CEM to an electronic address unless the
person to whom the message is sent has
consented receipt.
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Do I have express consent?
Consent from the recipient of the CEM
must be express, meaning the recipient
has said “yes.” Any request for consent
must clearly set out the purposes for
which it is being requested and properly
identify the requestor. Consent may be
obtained orally or in writing, and must
include the name of the person seeking
consent (or the name by which the per-
son seeking consent carries on business,
if different), the mailing address, and
either a telephone number providing
access to an agent or a voice-messaging
system, an e-mail address or a web ad-
dress of the person seeking consent and
a statement indicating the person whose
consent is sought can withdraw consent.
An electronic message that contains a
request for consent to send a CEM is con-
sidered to be a CEM. This means that an
organization cannot contact a potential
customer by e-mail to obtain express
consent, unless there is already an im-
plied consent, as detailed below.

Is consent otherwise implied?

Certain other communications are
deemed by CASL to have been consent-
ed to by their recipients, including if the
sender can show he or she has an exist-
ing business or non-business relation-
ship with the recipient that has been ac-
tive in the last two years, or if the sender
has received an inquiry or application
within the last six months from the re-
cipient in respect of a potential transac-
tion.

This would mean, for instance, that
if a potential customer makes a request
for information to a business for one
of its products on January 5, the busi-
ness can send to the potential customer
CEMs for six months (i.e., July 5 of the
same year). If this customer purchases
something on April 14, 2015, the busi-
ness has a new period of two years to
send CEMs to that customer (i.e., it has
implied consent until April 14, 2017.
Should the customer purchase another
product within this timeframe, this cre-
ates a new two-year period to send CEMs
to the customer).

This means organizations must en-
sure that their customer databases keep
track of the date of an e-mail transac-
tion or a request for information to be
able to benefit from the implied consent
under CASL.

Consent would also be implied if the
recipient disclosed his or her e-mail
address to the sender (for instance, pro-
vided a business card), or his or her elec-
tronic address is published (for instance,
on the business’ website) and there is
no statement saying that the person does
not wish to be contacted, although the
CEM must relate to the recipient’s job or
business.

To benefit from implied consent un-
der CASL, an organization will have to
show where it got each electronic ad-
dress, meaning it will need to track how
it has obtained consent of each individ-
ual to whom CEMs are sent.

Is the message exempt from

consent requirements?

Certain types of messages are exempt
from consent requirements, meaning
that although there is no need to obtain
consent before sending them, they still
must include content and unsubscribe
requirements.

The types of messages exempt from
the consent requirement include quotes
or estimates, as well as messages that de-
liver a product, good or service, deliver
upgrades, facilitate or confirm a transac-
tion, provide warranty, recall, safety or se-
curity information, and give information
about ongoing use or ongoing purchas-
es. Messages that provide information
about ongoing subscription, member-
ship, accounts, loans or similar employ-
ment relationships or benefit plans are
also exempt.

STEP 3

INCLUDE PRESCRIBED CONTENT
CASL prescribes mandatory content to
be included in each CEM. More spe-
cifically, the sender must clearly identify
himself or herself, and provide a meth-
od for the recipient to readily contact
the sender. Moreover, it has to include a
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Consent would also be implied if the recipient disclosed his or her
e-mail address to the sender (for instance, provided a business card),
or his or her electronic address is published (for instance, on the
business’ website) and there is no statement saying that the person
does not wish to be contacted.

working unsubscribe mechanism at no
cost, using the same means as the one
used to send the CEM, unless it is im-
practicable to do so.

If the latter, the sender may include
either an electronic address or a link to
the relevant unsubscribe mechanism.
The language used should be as sim-
ple as the following: “If you no longer
wish to receive marketing offers from
ABC, please click unsubscribe or e-mail
info@ABCcompany.com.”

Users could also be instructed to reply
to a text CEM with the word “unsub-
scribe” in the subject title.

The unsubscribe mechanism must
remain operative for 60 days from the
date of the message. The organization
may end a confirmation either by e-mail
or by website notice that the opt-out
message has been received and that the
user will be removed from all lists.

STEP 4

HONOUR REMOVAL REQUESTS
Opt-out or unsubscribe requests should
be honoured on a timely basis, and if
possible, immediately upon receipt of
the opt-out request using real-time
removal procedures. Under CASL, the
CEM sender must ensure an unsub-
scribe request is in effect no later than
10 business days after it is sent, without
any further action required by the per-
son asking to be removed.
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Once the organization obtains an opt-
out request from a user wishing not to
be contacted again by that sender, this
request should be valid forever.

STEP 5

ASSESS RISKS, GET READY

The risks for non-compliance with CASL
are much more than reputational. Every
person who contravenes CASL is liable,
resulting in a possible monetary penalty.
As such, every organization has an in-
centive to conduct and undertake com-
pliance assessments of their communi-
cation practices before July 1, 2014.

What are the risks?
The maximum penalty for a violation
of CASL is $1 million for an individual,
and $10 million for any other person.
Various factors will be taken into ac-
count by the Canadian Radio-television
and Telecommunications Commission
(CRTC) when determining the pen-
alty, including the nature and scope of
the violation, any other CASL violations,
any financial benefit the person obtained
from committing the violation, the
person’s ability to pay the penalty, and
whether or not the person voluntarily
compensated the person affected by the
violation.

CASL also includes a right of private
action, which opens the door to poten-
tial privacy class actions.

CASL includes directors’ and officers’
liability — an officer, director, agent or
mandatary of a corporation that com-
mits a violation is liable for the violation
if he or she directed, authorized, assent-
ed to, acquiesced in, or participated in
the commission of the violation.

Furthermore, under CASL, a person is
liable for a violation that is committed
by employees acting within the scope
of their employment or agents or man-
dataries acting within the scope of their
authority.

This means organizations should en-
sure that their employees, who may
be contacting customers or potential
customers — such as those working
in marketing or business development
departments — receive proper privacy
training on CASL.

Getting ready?

Organizations looking to get a head start
on compliance with CASL should con-
sider the aforementioned five key steps
to ensure they are ready for the new
requirements, whether those relate to
identifying what messages are covered,
obtaining consent or honouring unsub-
scribe requests.

As well, organizations should develop
anti-spam policies, conduct employee
privacy and anti-spam training, and
avoid illegally collecting and using e-mail
addresses. =—
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Deal

Disturbing business practices by
some automobile dealers in Quebec

have pitted insurance brokers against dealers. The battle
Is being waged over what the Quebec brokers association
regards as a clear violation of provincial law related

to dealers offering replacement cost endorsements on

replacement insurance.

It looks like frayed relations between insurance
brokers and some auto dealers are poised to dete-
riorate further than is currently the case. Tensions
are likely to rise in light of the Regroupement
des cabinets de courtage d’assurance du Québec’s
(RCCAQ) intention not only to keep lobbying
the Autorité des marchés financiers (AMF) to
strictly enforce provincial law in a bid to end
illegal practices by some dealers, but also to shine
a spotlight on the practices that Quebec brokers
contend put consumers in harm’s way.

None of this is likely to tamp down tensions.
But RCCAQ officials and members believe the
move is in the interests of brokers and consum-
ers alike to publicize and denounce practices that
skirt the law. This is being achieved through the
recent Jaunch of a consumer awareness campaign.

SOURCE OF TENSION

Questionable practices

Over the past few years, the RCCAQ has been con-
cerned with certain dealers’ business practices,
particularly when these involved offering their
clients an opportunity to purchase replacement
insurance. The RCCAQ regards certain methods
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being used as violating provincial advisory, trans-
parency and disclosure rules and requirements
needed to protect consumers who want to buy
damage insurance. In light of the disturbing (and
illegal) practices, the RCCAQ began document-
ing some of these in the fall of 2012.

Call to action

After condemning these practices as harmful to
both the industry and consumers, the RCCAQ
called on members to remain vigilant, denounce
these practices and alert the AMF when they be-
came aware of any such questionable practices.
This call to action did not fall on deaf ears: vari-
ous examples of abusive situations were eventu-
ally brought to the attention of RCCAQ which,
in turn, began compiling information to build
a solid case supporting its view that the practices
were in contravention of the law.

In March 2013, the RCCAQ submitted its find-
ings to the AMF, which immediately voiced its
concern and promised swift action. After analyz-
ing the situation, the AMF informed the RCCAQ
that the regulator intended to investigate several
of the reported cases.
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Not all dealers implicated

Special care has been taken by the RCCAQ
to ensure that insurers who are deal-
ing properly with automobile dealers,
obeying the law and complying with
all ethical requirements are not caught
up in the skirmish. No complaints have
been filed against insurers who are act-
ing lawfully. As for automobile dealers,
it is important to note that many do a
very good job, in accordance with the
highest professional standards.

RAISING PUBLIC AWARENESS

“The unfair competition engaged in by
many new car dealers in Quebec deserves
to be brought to the general public’s at-
tention,” says RCCAQ chair Jean Bilodeau.
To that end, since November 2013, the
RCCAQ’s efforts have been focused on
a new tack: raising public awareness of
the risks that consumers face.

Ever since auto dealers were autho-
rized to sell replacement insurance (AMF
auto insurance form FPQ No. 5), some
of them began competing with brokers
on the “replacement cost endorsement”
(FPQ No. 43) by including an option
in the FPQ No. 1 automobile insurance
policy. Based on various reported cases,
some dealers are entering into financial
arrangements.

This tactic is in clear violation of the
rules. For example, they may transfer
the required information for submitting
FPQ No. 1 to the agent or broker and
then finalize the transactions in their
places of business.

LACK OF TRANSPARENCY
Consumers may not always have a full
understanding of the existing rules and
protections in place. For example, deal-
ers are authorized to offer replacement
insurance — which resembles the re-
placement cost insurance offered by
brokers — whereas brokers offer both
types of coverage.

Some dealers take advantage of this
lack of transparency by denigrating
products offered by brokers and by pres-
suring consumers to buy products with
which dealers themselves, having no
insurance training, are unfamiliar.
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This causes confusion for consum-
ers who may want to compare dealers’
prices with brokers’ prices.

It should be noted that dealers’ prices
for replacement insurance can be as
much as 66% higher than brokers’ pric-
es, due in part to the cost being added
to the vehicle financing amount, which
may be spread out over six years.

Some consumers who agreed to dis-
cuss their experiences reported that some
dealers even threatened to increase the
vehicle-financing rate if they did not
purchase replacement insurance through
them. That means consumers were un-
fairly pressured to buy this insurance.

It should be noted that
dealers’ prices for
replacement insurance

can he as much as 66%
higher than brokers’ prices.

THE LAW IS THE LAW
Within this specific legal framework, the
RCCAQ wishes to reiterate what the leg-
islation governing distribution without
representation provides for in the case
of automobile dealers.

Automobile dealers are authorized to
do the following:

* offer replacement insurance (FPQ

No. 5);
offer life, health and job loss in-
surance if it pertains to vehicle

financing;

e refer clients to an insurance rep-
resentative to obtain products that
automobile dealers are not autho-
rized to sell;

* provide clients with the contact
information of a representative or
a registered person;

* provide a representative or a reg-
istered person with the name and
contact information of a client or
list of clients (only client contact
information is allowed, such as
names, addresses, e-mail addresses
and phone numbers); and

* receive compensation that is wholly

independent of the referral out-
come (i.e., whether or not insur-
ance products are ultimately pur-
chased).

In principle, dealers are also required
to inform clients that replacement in-
surance is also available from insurance
brokers.

Automobile dealers, however, are not
authorized to do the following:

* offer automobile insurance (FPQ No.
1) or advise clients on the coverage
available under such a contract;

* gather personal information with
a view to obtaining a quote;

* complete on a client’s behalf, or
help a client to complete, an insur-
ance quote request or an insur-
ance proposal (even if the client
asks for assistance);

* provide clients with any insurance-
related advice;

* make the signing of the vehicle
sales agreement contingent on the
signing of a replacement insurance
contract; and

* make the signing of a loan agree-
ment contingent on the signing of
an insurance contract with a dealer-
specified insurer.

BROKERS’ VOICES

To date, a total of 21 cases involving cli-
ents willing to be contacted have been
submitted to the AMFE, while brokers
have submitted another 20 denunciations
of dubious practices brought to their
attention.

Still, the RCCAQ knows this is not
enough. Looking to rally the troops,
Bilodeau emphasizes that “we have to
send out a powerful message so the AMF
cannot possibly ignore it. If we have
4 500 brokers, we should have 4,500
denunciations of illegal practices.”

To assist in the campaign, the RCCAQ
has prepared a consent form to be
signed by consumers affected by these
practices so that they can be more easily
contacted by the AME.

The RCCAQ refuses to give up the
fight and is fully prepared to do battle
to protect insurance brokers and con-
sumers alike. =—
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Reforming
Claims Control

Who is in control of claims?
Historically, insurers have
settled and paid their own
claims, rarely consulting
with reinsurers. But reinsurers
are increasingly asking for
claims meetings, additional
information and original claim
reports. Is the approach to
claims in need of reform?

While many commentators have focused on the
influx of new capital into the property catastro-
phe reinsurance arena, this is not the only place
that capital is flowing towards. The casualty rein-
surance market is now experiencing the effect
of the “bow wave” triggered by dislocation in
the property market.

Casualty reinsurance markets are not, how-
ever, only witnessing an influx of former prop-
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erty capital looking for a new diversified home.
In addition, new risk capital, converged with
investment capital, is arriving.

This has the potential, at least in theory, to be
transformational. A superior investment yield rel-
ative to “normal industry average returns” when
integrated into a pricing model and applied to
classes of business where duration is material,
is at worst a competitive advantage, and at best a
possible game-changer.

Cedants faced with greater choice need sup-
port and guidance in triaging that choice more
than ever. Selecting reinsurers is multi-faceted
and requires careful consideration in all lines
of business.

However, casualty business by its nature —
the tail, frequently more complex and nuanced
losses and loss events — necessitates additional
scrutiny of a reinsurer’s approach to claims.

Filtering out the background noise, established
reinsurers are seeking to reinforce the value and
strength of incumbency, while new markets of-
fer innovation, spread and other enticing ben-

Illustration by Barbara Spurll



efits — much of it centred around price
and coverage at the point of sale, but with
little focus on claims performance and
the discharge of contractual obligations.

Historically, insurers settled and paid
their own claims, rarely consulting with
reinsurers about how to handle matters.
Little by little, established dynamics have
shifted with reinsurers increasingly
asking for claims meetings, additional
information and original claim reports.
The greater the sums involved, the more
assertive the behaviours can become;
unless forcefully managed.

NEED FOR REFORM

The elephant in the room, and one that
can turn out to be a deeply corrosive is-
sue, is who should be controlling the
claim? Willis Re believes now is the time
to focus on these issues and to consider
three core principles to carry the weight
of the appropriate reforms.

Point of control

First, at least in the case of casualty treaty
reinsurance, there are powerful reasons
for complete control of the claim to
reside with the insurer. In all common
sense and normal business practice, the
insurer’s claims team will never be aim-
ing to settle on any basis that is more
generous than the essential obligations
of the insurance policy.

The reinsurer has many opportunities
and information to assess the business
outlook of the insurer, and the quality
of its claims operation, before entering
any treaty.

However, “following the fortunes”
appears to be treated as more of a ques-
tion than a “given.”

The solution is to underline the right
of the insurer to settle claims, and stipu-
late that all such settlements are binding
on the reinsurer. This removes doubt
that any loss may be settled at the sole

discretion of the insurer.

The burden of proof should shift back
to a reinsurer, in cases of dispute, of prov-
ing how a claim is not covered under
the reinsurance terms and conditions,
rather than debating if and how it is
under the original policy.

Consider language to reinforce those
principles, such as the following:

The reinsurer agrees to abide by all
loss settlements of the company,
which the company, at its sole dis-
cretion, shall adjust, settle or com-
promise. All such adjustments, set-
tlements or compromises shall be
unconditionally binding upon the
reinsurer provided they are within
the terms and conditions of this con-
tract. The reinsurer shall also benefit
in due proportion from any salvages,
recoveries and compromises effected
or negotiated by the company.

When it happens, will your clients be ready?
Cyber Risk Insurance

of a data breach?

1-800-265-4000
frankcowan.com
excellence.frankcowan.com

What plans do your clients have to help manage reputational damage, regulatory fines and restore trust in the event

Frank Cowan Company’s Cyber Risk Insurance coverage provides financial assistance to help with media exposure,
network security liability, notifications, forensics and day-to-day business restoration.

Cyber Risk Insurance, when combined with our comprehensive property and liability coverage for public entity and
specialty organizations, can make the difference in how quickly business returns to normal.

Frank Cowan
Company

Built with integrity, leading through innovation.

April 2014 Canadian Underwriter 33


www.frankcowan.com
www.excellence.frankcowan.com

The reinsurer has many opportunities and information to assess
the business outlook of the insurer, and the quality of its claims
operation, before entering any treaty. However, “following the
fortunes” appears to be treated as more of a question than

a “given.”

Second, clearly, scenarios can emerge
that are sufficiently complex and that
require good faith discussions between
the parties. So in a market that relies
on subscription and syndication, how
should clients respond where reinsurers
A to V supports a course of action, but
reinsurers W to Z have different views
and interests?

The solution that Willis Re advocates
is a “Super-Majority Settlement Clause.”
This text would provide that once
claims have been agreed totalling a fixed
percentage — say 75% for illustrative
purposes — all of the participating re-
insurers on a given contract are deemed
to be bound by the majority decision
and further dissent is not possible.

Philosophically, the claim has been

arbitrated by the majority, thus bind-
ing the remainder of the participating
reinsurer panel. Such an approach pre-
serves the established benefits of spread
in a subscription-based market — those

who had to replace a 100% participation
when a reinsurer non-renews following
a “change in strategy” will identify here
— while avoiding minority dissent or
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worse over recoveries where “the tail
wags the dog.”

Third, other techniques are required
where a reinsurer (perhaps no longer
enjoying an ongoing commercial rela-
tionship) has taken to raising questions
about the validity of the settlement, not

out of a sense of dismay that a foolish
error has been made, but simply be-
cause the reinsurer has found this to
be an effective tactic in delaying, or ne-
gotiating downwards their share of the

settlement.

The solution may be the wider intro-
duction of language already accepted in
many treaties, where a reinsurer who
delays payment faces a penalty interest
clause for that delay. Typical clauses re-
quire interest at the 90-day Treasury Bill
rate (or equivalent in other territories),
plus a fixed percentage.

A reinsurer signing up to such a
clause is demonstrating confidence in
the speedy settlement of losses.

With such a condition, cedants have eco-
nomic recourse against poor performance.
More practically, the deterrent effect of an
interest penalty suppresses prevarication

and disincentives behaviour by eliminat-
ing the economic advantage of delay.

Regardless of market conditions, un-
less brokers and reinsurers grasp this is-
sue and focus more on the performance
and efficacy of casualty reinsurance
transactions when losses occur, rather
than enticing but non-contractual assur-
ances, the product itself loses value.

Current market conditions in Canada
provide a helpful platform for rein-
surance buyers faced with increased
choice. They might consider reviewing
possible improvements in their ceded
casualty placements as a differentiator
in market selection.

By tightening possible wording defi-
ciencies, clients will be addressing an

area that can yield tangible economic,
administrative and counter party ben-

efit for decades. In turn, this provides
reinsurers — keen to differentiate their
product on a basis other than just price
— an opportunity to demonstrate their
willingness to support their clients and
tackle an elephant in the room. =—
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Then and Now

Insurance Bureau of Canada recently hit gold, celebrating its
50th anniversary earlier this year. In looking back, some issues
In Canada’s property and casualty industry look familiar, while
others do not. Both, however, provide a glimpse of the future
and demand sharp alignment with the needs of the insurance
industry and consumers.

Don
Forgeron
President & Chief
Executive Officer,
Insurance Burcau
of Canada

The year 2014 is a big year for Insurance Bureau
of Canada (IBC) — it is the bureau’s 50th an-
niversary. Anniversaries are often times to reflect
and to celebrate, so this being a special year, the
association is doing a bit of both.

First, some reflections. It is worth looking back
at why IBC was formed in the first place if only to
recognize how far it has come both as a trade as-
sociation and insurance has come as an industry.

DEALING WITH THE CHAOS

In 1963, the business climate was difficult for
the general insurance industry. Poor data, misin-
terpretation of that data and improperly priced
products led to underwriting losses of almost
$74 million — or more than $560 million in
2014 dollars. Kenneth MacGregor, federal Super-
intendent of Insurance at the time, expressed
concern about the solvency of some companies
and the lack of industry-wide statistics.

That warning spurred a group of insurance
chief executive officers to create IBC in 1964. At
the inaugural meeting held April 8, 1964, at the
King Edward Hotel in downtown Toronto, chair-
man William Spry did not mince words about the
need for a new organization to “relieve the chaotic
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conditions” in the industry. With prodding from
regulators, IBC began with the narrowly focused
mission to provide industry-wide statistics and
information about economic trends that would
allow companies to make sounder rate decisions.

Eventually, that mission became broader. With-
in about 20 years, the association had become
the major voice of general insurance companies
in Canada.Today, IBC represents 90% of the prop-
erty and casualty insurance market in Canada and
is influential with all levels of government on the
most important challenges facing both the in-
dustry and all Canadians.

While its mission is now broader, it is a point
of pride that IBC has never lost sight of its core
purpose. One of the trademarks of a good associ-
ation is that it makes it easy for members to have
a voice. In 1964, the association began serving
as the voice of members on the issues of the day
and continues to be that voice today.

An insurance CEO said to me shortly after I be-
came president in 2009: “If you do nothing else,
please look at the issues through our lens.” It was
great advice.

It is gratifying to talk to CEOs and see that IBC’s
work is aligned with the issues that are priori-
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ties for our members and, indeed, the
industry at large. Whether it is climate
change adaptation, earthquake prepared-
ness, Ontario auto or the complexity of
modern regulatory compliance, the as-
sociation has a clear role to play on the
issues that matter most to our members.

DEALING WITH THE ISSUES

In this milestone year, there is certainly
cause for celebration — IBC has had
some major wins for our members and
for Canadians as a whole over the last
five decades. For instance, it has contrib-
uted greatly to improvements in road
safety, leading the charge on the manda-
tory use of seatbelts and the introduc-
tion of graduated licensing. In the last
few years, IBC has also worked to put
distracted driving on the public agenda.

As an industry, insurance should be
proud of this record; these initiatives have
considerably decreased the numbers of
injuries and fatalities on our roads.

Another more recent positive out-
come has been the solid run IBC has
had with auto insurance reform in the
provinces where insurance is adminis-
tered through the private-sector only: the
Atlantic provinces, Ontario and Alberta.
The association played a significant role
during the reform process.

One need only look back to the early
2000s to see how these markets rep-
resented a major challenge. With the
minor injury caps in New Brunswick,
Prince Edward Island, Nova Scotia and
Alberta, there has been premium af-
fordability and product stability, as well
as solid industry earnings. In Ontario
auto, the 2010 reforms stand as a major
achievement for the insurance industry.

IBC believes the road to a sustainable
product, until such time as the political
environment stabilizes, is through in-
cremental change. Some of that change
was seen in the reforms announced late
in 2013 and with the recent bill intro-
duced by the provincial government.

Recently, the IBC Board of Directors
has challenged the organization to take
a national leadership role on files affect-
ing not just the industry, but the coun-
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try at large. This has resulted in a funda-
mental shift in how the association has
approached some of the more serious
issues facing Canadians.

On earthquake preparedness, IBC has
put this issue on the map and continues
to lead the discussion; on severe weath-
er, this issue was on the association’s
agenda well before the record losses of
2013.

The p&c insurance industry has re-
sponded not only by identifying the
problem, but by coming forward with
solutions. Severe weather and the cost
of responding to it are now also some
of the key priorities for the federal gov-
ernment and Public Safety Canada.

Embracing this national leadership
role has also involved a major shift in
how IBC sees itself.

Yes, it has multiple mandates: fraud
reduction, data collection and IT servic-
es, to name a few. But, fundamentally,
the association adds the greatest value
in the area of government relations on
behalf of its members, having aligned
our resources to accomplish this.

DEALING WITH THE CHALLENGES
That is not to say there are not challeng-
es. Regulation is a big one. IBC takes the
view that it must anticipate issues and
respond with real solutions — before
the government steps in.

When politicians get involved in the
insurance industry and products, it rarely
ends well, demonstrated most recently
in Ontario auto insurance with the ar-
bitrary rate reduction measure.

Without looking at the cost struc-
ture of the product, this kind of price
manipulation provides a superficial re-
sponse and does not address underlying
problems. It is not in the long-term in-
terests of either consumers or the insur-
ance industry.

There is also a key problem looming
on the personal property front. It looks
so much like the auto crisis in the early
2000s; it has many of the same charac-
teristics.

But back then, the solution was for
government to do something about the

cost of the product. Unfortunately, in
this case, unless governments can do
something about the weather, there is
not a lot that insurers can do about the
cost of the product.

The solution will be much more dif-
ficult this time and the industry has to
be prepared for that. How does it offer
an affordable product that provides an
appropriate level of protection?

The answer to this question lies with
all stakeholders — including consum-
ers, governments and industry — play-
ing their respective roles.

IBC’s job is not simply to articulate
the problem. To add value, the associa-
tion must develop solutions and then
identify what role it can play in bring-
ing those solutions forward.

These are complicated and multifacet-
ed challenges; they require comprehen-
sive solutions that involve IBC and other
groups, such as regulators, brokers, con-
sumers, reinsurers and adjusters.

The cost of the insurance product is
something that is dealt with on a day-
to-day basis. The fact is that for a typical
family with two cars and a house, their
general insurance premiums represent
a significant portion of disposable in-
come. Should the insurance industry
expect people to be happy writing that
cheque? Likely not.

But if and when policyholders have
claims, they will see the responsiveness
of this industry and understand the val-
ue of insurance.

Those in insurance should be proud
of the industry and the work it does.
Today, the industry is providing lead-
ership to Canadians to better prepare
them for serious risks, something that
should be remembered when someone
asks what value the industry generates
for Canadians.

Fifty years is a significant accomplish-
ment for any industry association. IBC
is still relevant today, likely more than
it has ever been. The sharp alignment of
its focus with important national and
industry issues will continue with the
hope of seeing more positive results in
future. —
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As Saskatoon faces a record
year for watermain breaks
attributed to temperature
fluctuations, a local broker
has noticed that carriers
are adjusting premiums
and deductibles for sewer
back-up coverage on some
homeowner policies.

As the spring thaw brings with it the need to
deal with basement flooding and ice damming,
some insurance executives in Western Canada
recommend that brokers advise homeowners to
keep their roofs clear and their attics cool, as
well as warn prospective home insurance clients
of potential coverage gaps in policies.

In Saskatchewan, property owners tend to get
a build-up of snow around their foundations
during the winter, reports Jim Seip, president of
the Insurance Brokers’ Association of Saskatch-
ewan (IBAS).

By day, Seip is sales manager at Life Line Gen-
eral Insurance Inc., a Saskatoon-based brokerage
whose homeowner clients are advised to move
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snow away from foundations as a preventive mea-
sure. “We are having a record year for waterline
breaks in Saskatoon this year,” he says. “We had
a record cold winter, so it drove the frost deep
in the ground.”

On March 20, the City of Saskatoon reported
on its website that this year, the ground frost ex-
tended down to the level of underground pipes.

“Each time the temperature changes signifi-
cantly, the frost level can move, putting pressure
on the pipes causing them to shift,” the informa-
tion notes. “If there is already a weak spot in the
pipe, caused by age, corrosion or previous work,
it can break.”

When watermains break, Seip adds, “you get a
massive flood of water, and that enters the house
and causes damage as well.” Four years ago, the
city had “a massive amount of sewer back-up”
resulting from the spring thaw, he reports.

“There is an ongoing water issue here in Sas-
katoon and insurance companies are adjusting
their policies to deal with it,” Seip suggests.

Citing higher deductibles and higher premiums
for sewer back-up in certain areas, he says carriers
“have been getting much more detailed with re-
gard to sewer back-up losses and assessing premi-
ums and deductibles based on that, and requiring
sewer back-up valves and things like that.”
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BACKWATER VALVES MANDATORY
Over the last couple of decades, the
City of Saskatoon has imposed new re-
quirements on homebuilders. All homes
constructed after January 1, 2004 must
have “a weeping tile system that diverts
water into a sump pit inside the base-
ment,” notes information from the city.

The city has further required “backflow
prevention devices” in all new homes
since February 1, 1997. “You do not
want to be the only one on your block
to not have a sewer backwater valve,”
Seip cautions. “If you are, you are going
to have a fountain in your basement.”

Even where backwater valves are not
mandatory, he recommends homeown-
ers install them.

“I see, on a daily basis, the damage
that sewer back-up causes,” says Seip. “I
always tell people it’s the second worse
claim you want to have. The worst is
fire, of course.”

TOP CONCERNS

However, the spring thaw offers more
than concern for what happens down
below in basements; there is also con-
cern about what happens above, namely
ice damming.

This phenomenon is “one of the most
common sources of roof damage,” the
Institute for Catastrophic Loss Reduction
(ICLR) warns. In its report, Protect Your
Home from Snow & Ice Storms, ICLR defines
an ice dam as “a ridge of ice that devel-
ops at the edge of your roof or around
drains that prevents snow or water from
melting off your roof.”

Seip reports that one such ice dam in
Saskatchewan recently cost an insurance
carrier $13,000 on a homeowner claim.
“That’s a lot of roof, so it can be a fairly
disastrous hit to your pocketbook.”

ICLR cautions that if snow melts on
the roof of a home, water can run down
toward the edge and then freeze after
coming into contact with eavestroughs
that are colder than the roof.

“As the ice forms, water trying to
drain down the roof will build up be-
hind the ‘dam’ and potentially leak into
walls, ceilings or your attic,” the ICLR
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report notes. “This water may cause rot
in the roof that leads to collapse. In ad-
dition, the ‘dam’ also limits snow from
falling off your roof, which can add to
existing snow loads and put pressure
on the structure of your home.”

TRAPPED MOISTURE
Damage can be extensive, restoration
contractor Paul Davis Systems Canada
Ltd. states in a newsletter posted on the
company’s website. Losses can include
delaminated or rotted roof decking, and
damaged and/or dislodged shingles or
shakes. Inside the home, the newsletter
notes, potential losses include stained,
sagging walls or ceiling drywall, and wet
insulation.

“The worst effects of ice dams are of-
ten hidden, caused by moisture trapped
inside walls or floors.”

Seip reports that one such
ice dam in Saskatchewan
recently cost an insurance
carrier $13,000 on a
homeowner claim. “That’s
a lot of roof, so it can he a
fairly disastrous hit to your
pockethook.”

Seip relays that the winter of 2012-
2013 “was probably our worst year in
my memory for ice damming” in the
Saskatoon area.

“That was a bad year all around be-
cause we had double the normal snow-
fall,” he says, reporting that his broker-
age alone handled in excess of 50 ice
damming claims last year in Saskatoon
alone.

“There are probably 10 to 15 insur-
ance brokers in Saskatoon so you can
imagine the claim volumes, just in ice
damming,” he recounts. “In the 15 years
before that, I never had an ice damming
claim,” he adds.

In British Columbia, ice damming
is “typically restricted to our northern
areas where the weather is more severe

and where the snow load and tempera-
tures are more severe,” reports Greg
McGill, senior vice president, British
Columbia for Western Financial Group
Inc.

Describing what staff for Western
Financial’s broker network tell home-
owner clients, McGill says that “we cer-
tainly try to be proactive with our clients
and suggest they clean up their gutters
in the fall, which will allow their melt
to be more effective, and also to clean
their roof off during the course of the
winter to keep the amount and the vol-
ume of snow melt down.”

Manual ice removal, ICLR points out,
is “extremely dangerous and should be
done by a professional.”

INSULATE FIXTURES

One preventive measure that can be
taken, Seip advises, is for homeowners
to improve the ventilation in their attics.
“That way, it keeps the attic cool and
you are not going to get that constant
freeze-thaw,” he explains.

ICLR advises homeowners to insulate
incandescent light fixtures in the ceil-
ing below the attic, which “can often
generate enough heat to melt snow on
a roof.”

Seip is not aware of any carriers
charging higher premiums for ice dam-
ming. That said, he says he does advise
clients up front that losses related to
floods from natural sources of water
are “virtually never covered” in home-
owner policies.

“That’s something that the broker has
to advise the client of, at the time of the
purchase,” he emphasizes.

“If they do that, they can protect
themselves from some grief down the
line, rather than explain at the time of
the loss that, ‘Hey, there is no coverage
for this,” Seip says.

“There may be other exposures that
are not available, depending on the in-
dividual client,” McGill notes. “The best
advice we have is to come in and speak
with one of our insurance professionals
to match the client’s needs to the appro-
priate carrier,” he adds. =—
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Power Play

Mergers and acquisitions activity involving brokerages shows
few signs of letting up, looking like it will remain hot to warm
over the nextyear or two before cooling off. Transactions
may take the form of insurer to insurer, insurer to broker or
broker to broker. But how will this coming together play out
in terms of broker independence, distribution, breadth of

choice for customers and opportunities for brokers?  *
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Own a brokerage and feel like selling?

It is unlikely any solid business will have much difficulty finding a buyer... or an
equity partner... or someone to advance a bit of working cash.

It appears mergers and acquisitions (M&A) activity involving brokerages —
whether insurer to broker or broker to broker — is likely to still have some legs
over the next year to two.

Of course, brokerages are not the only operations up for grabs these days. But
what does all this activity ultimately mean for insurers, brokers and consumers
who are looking for (and expecting) ever-increasing choice, flexibility and re-
sponsive service?

April 2014 Canadian Underwriter 4.5
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DRIVE TO BUY

John McArthur, president of John C.
McArthur & Associates, Inc., says the
increasing level of insurance broker ac-
tivity is being driven by the want for
increased market share. McArthur has
headed two major insurance groups
before getting into consulting work,
where his current focus is M&A trans-
actions, almost exclusively involving
insurance brokers, with almost all of
his clients partially owned or financed
by major insurance groups.

A large insurer like Intact, for exam-
ple, likely needs to write $600 million
to $700 million worth of new business
every year just to keep the top line flat,
McArthur suggests. “There’s just not
that much new business around, so the
only way they can accomplish that is to
get their arms around other insurance
companies’ portfolios,” he comments.

“In this continued low-interest rate
environment, which is with us now for
some time, we're seeing a recognition
by industry participants that underwrit-
ing profitability needs to remain a fo-
cus and that means gaining economies
of scale through operations, but also
through, importantly, underwriting,”
says Catherine Code, senior advisor to
Deloitte’s Financial Advisory Practice.

“Companies will continue to acquire
brokerages,” adds Greg Purdy, managing
partner with Pathway Partmers Ltd. “There
is significant pressure to gain more con-
trol of distribution,” Purdy says. “We
may see some transactions on the com-
pany side that have a long-term strategic
aspect to them. We may see companies
positioning themselves more broadly as
financial service providers,” he adds.

“I believe there is an increased chance
the larger purchases may go the route of
broker to company,” Karen Slaunwhite,
executive director of the Insurance
Brokers Association of Nova Scotia, says.

However, Peter Morris, vice president
of Strategic Resource Consultants, sug-
gests that moves by insurers to acquire
brokerages may be tailing off, perhaps
“because the insurers who wish to own
brokerages are reaching the saturation
point in terms of their holdings.”
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Randy Carroll, chief executive officer
of the Insurance Brokers Association of
Ontario (IBAO), also reports that activ-
ity is down, this time for broker-to-
broker transactions. That said, the activ-
ity that has been taking place over the
course of 2013 and into 2014 shows
some real positives for the broker chan-
nel, Carroll suggests.

b3

“Idon’t think there
would be abrokerage
out there that wouldn’t
be attractive,” says
Randy Carroll of the
Insurance Brokers
Association of Ontario.
“Itwould be attractive
atwhat cost?”

“There has been a bit of a shift, where
we see more brokers partnering up
with brokers and remaining as inde-
pendent operators than we have seen
brokers selling to insurers, losing their
independence,” Carroll comments.

Be it insurer or broker, what broker-
ages are attractive targets?

“I don'’t think there would be a bro-
kerage out there that wouldn’t be at-
tractive,” says Carroll. “It would be at-
tractive at what cost?” Factors such as
location, mix of business, loss ratios and
longevity of staff’ will be among those
that come into play, he notes, “which
are all part of that determining factor of
what the multiple looks like.”

McArthur suggests that targets run the
gamut, “all the way from that very small
mom-and-pop shop or even books of
business controlled by producers who
have an equity position and want to re-
tire and are prepared to sell that.”

RECENT ACTIVITY
Perhaps the most interesting — cer-
tainly among the largest — of recent

or planned transactions are the pur-
chase of State Farm Canada’s property
and casualty and life insurance busi-
ness by Desjardins Group, the Travelers
Companies Inc. acquisition of The
Dominion and the reported sale of
Noraxis Capital Corp., a network of 17
regional insurance brokerages, by RSA
Insurance Group.

Citing the Travelers/Dominion deal,
Morris says “although there is now one
insurer where there once was two, it’s
not as though they were head-to-head
competitors beforehand. If anything,
for brokerages that previously had only
one of these carriers in their office,
there is now an opportunity to tap into
the lines of business offered by both.”

John Belyea, chief operating officer at
Moore-McLean Insurance Group, does
not expect consumers or brokers to see
much difference as a result of the deal.
“Travelers in Canada wasn’t playing in
the personal lines market; they weren’t
playing in the small office package mar-
ket. They were a much more specialty
lines underwriter, larger corporate risk,
and your typical insurance broker didn't
even do business with them.”

The influence of the planned Noraxis
sale, however, may not be so clear. “It’s
a collection of very large brokerages
that is very appetizing, particularly for
a party that’s not in our marketplace
right now, to be able to get in in one fell
swoop and have a significant presence,
a significant foothold,” Belyea suggests.

“The anticipated sale of Noraxis will
alter the commercial lines landscape in
Canada,” Purdy predicts. “Many suspect
that a US.-based brokerage will pur-
chase the business. This is causing some
commercial lines brokerages to re-eval-
uate their growth strategies.”
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Some transactions, though, appear to
be about investment, Morris says, cit-
ing the move by La Caisse de depot, a
pension fund manager in Quebec, to
invest in commercial insurance broker,
BFL Canada. Among La Caisse’s goals?
To help the broker grow its presence and
focus on acquisitions.

IMPACT ON INDEPENDENCE

Despite insurer consolidation to date,
Belyea does not think the impact on
brokers through to their clients has been
significant. Even with Intact’s growth, for
example, he notes that with “the size of
the p&c industry as a whole, they still
do not have anywhere near the market
share you typically see in the market
leader in other industries, even in other
financial services businesses,” he notes.

“We're still in a highly fragmented
market in Canada, with the top five still
representing less than 50% of premium
volume,” Code points out. “And so fur-
ther consolidation on many levels will
help to improve the stability and the
risk diversification and capital strengths
of the industry,” she suggests.

One way that brokerages may be affect-
ed relates to their ultimate independence
and ability to offer consumers choice.
Consider that with brokers looking to
play by making acquisitions themselves,
they are likely to need banking, funding
or equity partners given the current mul-
tiples for brokerages.

If it makes sense, brokers may get
some capital from their insurers, if that
is in the minority, “without losing their
independence,” Carroll suggests.

McArthur, however, is not convinced
that is possible. “The brokerage is ex-
pected to place more business with the
insurance company that is financing the
deal,” he argues.

Brokerages “will favour the company
that brought them to the dance, wheth-
er it’s a loan or an equity position.”

In light of the “extraordinary high
prices that brokers are changing hands
at for the moment,” McArthur says that
in most cases, it could take a buyer 10-
plus years to pay off the loan through
the cash flow the business generates. If
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an insurer assumes a 25% equity posi-
tion, however, it may be possible to pay
off the loan in, say, seven years.

That agreement is likely to include
right of refusal for the term of the loan,
and maybe a couple of years more, he
reports. The result? “Insurance compa-
nies are getting a stranglehold on distri-
bution in Canada,” he contends.

What Morris finds particularly trou-

b3

Brokerages “will
favour the company
thatbrought them to
the dance, whether
i’saloan or an
equity position,” says
John McArthur of

John C. McArthur &
Associates, Inc.

bling is when a brokerage arranges to
place all its personal lines business with
the acquiring carrier and the other mar-
kets in the broker’s office are then used
for commercial lines business only.
“The consumer may continue to be-
lieve that their ‘broker’ is shopping the
market on their behalf. In fact, the con-
sumer will be insured by the acquiring

carrier regardless of whether or not it is
to the consumer’s advantage,” he says.

Carroll disagrees insurer funding ar-
rangements will adversely affect cus-
tomer choice. “If we had a capital crunch
and capital wasn’t available elsewhere,
it might be a concern, but it’s not,” he
says. In line with their code of ethics,
brokers must ensure “the decisions that
they make are in the best interests of the
consumer,” not themselves or “insurers
just because they are a funding partner.”

Purdy says there will “absolutely” be an
impact on customer choice as consolida-
tion on the insurance company side will
reduce the variety of products available.

But Belyea expects that for there to be
a real impact on consumer choice, “you
need an RSA to go to Aviva, or Aviva to
Intact, in terms of bringing that main-
line, large multi-line insurer and consoli-
dating into another insurer.”

“Larger organizations, both on the
broker and company side will benefit
from scale,” Purdy points out. “As the
consumer continues to change in how
they purchase insurance, we will see
shifts towards more marketing and in-
vestment in branding,” he expects.

Independent brokers realize that they
need to get bigger and make acquisi-
tions themselves, says Belyea. Size can
help, he explains, because it gives very
large brokerages clout with insurers.
“They have to play with you.”

Belyea notes, however, that if a bro-
kerage is looking to grow and become
a large regional player, for example,
“there has to be an element of specializa-
tion. That doesn’t mean you do just one
thing. Maybe you do three, four even five
things very well, and that accounts for
maybe 80% of your business.”

Jessica Goldberg, a partner in
Deloitte’s Monitor Deloitte Practice,
sees “brokers more proactively looking
to partner with each other, both across
geographies and potentially within
the same geographies. Given the low
interest rate environment, there’s an
abundance of capital in the system
that might be helpful to support those

kinds of transactions.”
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MULTIPLE CONCERNS

But wanting is not necessarily getting.
Current multiples is having an influ-
ence on who the players are.

“Compared to any other potential
purchaser, an insurer has the opportu-
nity to earn income not only from the
operation of the brokerage but, in ad-
dition, from any underwriting profit it
€arns on an increase in premium writ-
ten. This allows an insurer to be able to
justify paying more for a brokerage than
any other bidder,” Morris says.

Belyea suggests that current valuations
are artificially inflated. He notes that in
2002 when insurers stopped giving out
funds for portfolio transfers “brokerage
values dropped by about a quarter over-
night. There’s a risk that can happen.”

McArthur puts the current multiples
for independent brokerages at about 3
to 3.5 times, although he is not con-
vinced those numbers will hold much
longer. If the owner of a smaller bro-
kerage is being offered 3.25 times now,
McArthur says, he would recommend
the owner take it, citing factors such as
eroding market share because of compe-
tition from direct writers, the mandated
auto rate reduction in Ontario and infla-
tion in the loss cost area.

“I think there’s been a bit of inertia in
doing anything because there’s always
a belief that valuations will get higher,”
Belyea says. “I'm not sure I would bring
that to the bank right now because there
could be a moderation, and maybe that’s
going to encourage some to sell.”

Beyond Noraxis, Purdy says that “there
has been a marked change in the activity
level of Johnson (part of RSA Group since
1997), which has been an active buyer
at premium multiples. With Johnson re-
ducing its purchases, we may see a re-
duction in the multiples being offered.”

That may be good for brokerages look-
ing to grow. With the potential for mul-
tiples to come down, says Purdy, “we
should see more traditional broker-to-
broker deals, as many have been priced
out of the market in the past few years.”

Slaunwhite suggests “broker-to-bro-
ker transactions are definitely a positive
option for the brokerage community,
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the industry as a whole and, ultimately,
for the consumer as a broker provides
the consumer with choice and the bro-
ker will find the product that best meets
the individual needs of the client.”

Carroll says it is difficult to say if a
multiple is inflated or not, emphasizing
the “determining factor is how bad the
individual who’s purchasing actually
wants to buy the brokerage.”

O

“Larger organizations,
both on the broker
and company side, will
benefitfrom scale,” says
Greg Purdy of Pathway
Partners Ltd.

Talking to brokers who have actually
sold, he says, shows that there are many
variables that need to be taken into ac-
count. These include associated costs,
retention after the transaction, and de-
termining what is discounted because
there are certain aspects of the book of
business that do not stay with the book.

“What I have seen is we’ve had brokers
that have been successful in competing
with those multiples with insurers who

have not been willing to ante up to match
what brokers are offering,” Carroll says.
A lot of that has to do with the way the
transactions are being funded. “There
used to be short tails on funding,” he
notes, citing terms of five to 10 years,
but there are now “more flexibilities
with regard to the term of repayment.”
Belyea suggests longer amortization
periods, sometimes 15 years, are of con-
cern. “Brokerages are potentially putting
themselves at financial risk by taking such
a leap. It wasn't that long ago that if a bro-
kerage didn't pay itself back within five
to seven years after you acquired it, you
didn’t acquire it; it didn’t make sense.”

PERSONAL AND COMMERCIAL

“Long term, I don’t see how indepen-
dent brokers — whether they’re par-
tially owned by an insurance company
or financed by an insurance company or
not — can continue to compete in the
personal lines business with the direct
writers,” says McArthur. The largest bro-
kerage is likely to have an expense ratio
of 30% or more, compared to about
18.5% to 23% for direct writers.

Citing the move by the Ontario govern-
ment to reduce auto premiums by 15%,
Morris says there are questions as to the
long-term profitability of auto insurance
in the province. “This being the case, you
would expect there would be less inter-
est in acquiring an insurer or brokerage
that is heavily exposed in this area.”

While McArthur’s view about bro-
kers in personal lines using traditional
models is none too rosy, he suggests the
commercial side is an entirely different
animal. “Direct writers are really not in
that space,” he says, adding that “com-
mercial lines is a very complex area and
there’s a niche for professional advice.”

McArthur says he is starting to see a
trend in which brokerage owners are
spinning off their personal lines busi-
ness and focusing on commercial lines.

Purdy, too, believes there will be “a
shift more towards commercial lines-
oriented brokerages,” he says. “The chal-
lenge for brokers is to get to the table as
most transactions are determined by car-
riers and not taken to an open market.”
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“Itwasn’t thatlong ago thatif a brokerage didn’t pay itself back within
five to seven years after you acquired it, you didn’t acquire it; it
didn’tmake sense,” says John Belyea of Moore-McLean Insurance Group.

ABILITY TO COMPETE

To compete, brokers need to go through
a process of change, says Carroll, em-
phasizing the status quo as it relates to
the distribution model is not an option.
“Customers aren’t traditional anymore,”
he says. “Brokers need to make changes
within their models so that it allows the
consumer to deal with them the way that
the consumer wants to deal with them.”

Says Carroll, “The easier I can make it
for the consumer, the happier the con-
sumer is going to be, the more referrals
I'm going to get and the longer I'm go-
ing to keep that consumer on the books.”

Purdy agrees. “Brokers are and will need
to continue to respond to the changing
consumer. They will need to spend more
effective time communicating with their
clients. This will take on different forms
as social media is more broadly used and
technology evolves,” he says.

The more sophisticated-thinking bro-
kers understand that in order to play ef-
fectively going forward, “they’ll need
to do more and different things around
things like mobile, online and telemat-
ics,” says Goldberg.

For truly independent brokers, Belyea
suggests that there is “a wonderful op-
portunity” to obtain a competitive ad-
vantage in the marketplace.

“Consumers, whether it’s an individ-
ual, a personal consumer, whether it’s a
corporate consumer, are going to want
to know theyre dealing with an orga-
nization that is truly independent and
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is going to act in their best interest and
not just move their book, their cover-
ages, their policies, to Insurer A because
Insurer A happens to own them, control
them, and wants that volume,” he says.

But questions remain. “What we don’t
know is if you're independent and don’t
have those connections, where does that
leave us with respect to certain markets?
It's clear right now that acquisition op-
portunities which used to flow through
insurers, they will not direct them to a
brokerage that they do not feel is, quote,
in their hand,” Belyea suggests.

“The value of having an independent
consultant, from a consumer’s perspec-
tive, is more important today than it ever
has been,” Carroll says. “We're moving
away from a commodity model back
into an advice-based model,” he says.

But Belyea sees a rough road ahead
for internal perpetuation. “We're seeing
owners now have an expectation that
they’re going to get three times for their
shares.You cannot sell a business to your
own employees and other shareholders
at a three times valuation. The math just
doesn’t work, unless you run this thing
out 15, 20 years,” he says.

Something closer to about 2.25 for a
decently run brokerage would help fos-
ter internal perpetuation, Belyea offers.
“I think us brokers are getting a little
greedy because we're seeing these valua-
tions and by doing so, we're actually put-
ting at risk our independence and the ex-
istence of the true independent broker.”

DOWN THE ROAD
So how are things looking a little farther
down the road?

“The move by RSA to divest itself of
Noraxis will make it unlikely that RSA
will be bidding on other insurance bro-
kerages anytime soon. The withdrawal
of a major insurer from the broker-ac-
quisition market may take some steam
out of the market to purchase broker-
ages,” Morris predicts.

With Johnson now out — citing the
issues in the United Kingdom — *“I
think you might see a slight softening
in terms of price, but there’s still a great
demand,” Belyea comments.

On the commercial side, “I think we
will see some larger U.S.-based broker-
ages acquiring Canadian operations,
particularly in commercial lines,” Purdy
points out.

Belyea notes he is curious to see if
the more traditional American model
— where only a certain percentage of
the price is guaranteed up front and the
brokerage must hit growth targets to
earn it way up to the higher valuation
— is going to play in Canada.

If it does, “the model for independent
brokers acquiring other independent
brokers makes sense,” he suggests.

McArthur says he believes that as soon
as interest rates start moving up, “we'’re
going to see significant rate increase.
And that will then cause the price being
paid for brokerages to drop. From now
until then, it’s a seller’s market.” =
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Looking Skyward

Consumers have been added to the mix of insurers and intermediaries
looking to the skies and crossing their fingers in hopes of a mild storm
season. That may not be surprising, given that it is not uncommon in
Alberta for home premiums to have increased 20% to 30% since January.

Gord Enders

President,
Insurance Brokers
Association of
Alberta

and President,
Direct-Line
Insurance

Everyone is poised for another summer storm
season, with intermediaries and companies alike
crossing their fingers for a rare, mild season. This
year, however, there is another participant in the
annual ritual: the consumer.

Consumers have long been affected by the
weather — one reason the insurance industry
exists. The main worry for consumers has been
property damage caused by severe weather and
an aging infrastructure. But this year, there’s an-
other concern: affordability.

Premiums are on the rise in Alberta; so are
deductibles. But limits are going down. So what
are the numbers... and why?

In Alberta, it is not uncommon to have seen
20% to 30% increases on home premiums since
January. There are even cases where 30% to 50%
increases have been applied. That is a lot.

Most homeowners now carry a $1,000 policy
deductible. Peril deductibles such as wind and
hail, or sewer back-up, are now often issued by
carriers at $1,500 or $2,500 — sometimes with
the option to buy down; sometimes not.

Peril limits like sewer back-up are being in-
troduced. And depending on the rating territory,
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sometimes as precise as the six-digit postal code,
coverage may not be offered. In some cases, in-
surers are issuing renewals with a $10,000 limit.
Last year, it was unlimited. That, too, is dramatic.

WEATHERING THE RISK
The changes have been in the works prior to last
June’s floods in Southern Alberta. The Insurance
Brokers Association of Alberta (IBAA) identi-
fied the issues prior to 2013’s storm season
and announced its Property Insurance Forum at
its AGM in May. Held in September, the forum
gathered stakeholders who have influence on the
property insurance industry. With 16 participants
and more than 80 observers, the Superintendent,
Institute for Catastrophic Loss Reduction, vari-
ous insurers and other government bodies and
associations, were invited to provide insight into
how weather and insurance may be managed.
While the meeting was designed to share in-
formation and different perspectives rather than
draw conclusions, it is clear that the consumer
has been most affected by the dramatic changes.
Clients now need to determine the cost of clean-
up, reconstruction and replacement of contents
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for their basements, now that policy
limits do not always apply.

Few consumers have the technical
knowledge to determine this, and ex-
pect their insurance provider to help
determine values.

Brokers, too, have been affected by the
changes. Errors and omissions (E&O)
exposures have increased substantially.

What happens when a client with a
$20,000 sewer back-up limit suffers a
loss costing $90,000 to repair and replace?
With insurers placing different limits
and different criteria on availability, bro-
kers must be diligent in where coverage
is placed, especially renewal business.

For example, if a broker has five mar-
kets and three have put in sewer back-
up limits, it is not feasible for a broker
to move the home portfolios to the two
remaining markets without the limits.
This is particularly the case when the
majority of companies are telling bro-
kers it is not if, but rather when, they
introduce limits.

And, of course, how many insurers
would be willing to let a broker move
a partial book and still retain a contract?

Communication and documentation
are key processes the broker must also
determine. Is a phone call to the client
required or is a letter sufficient? Are cli-
ent signatures required acknowledging
new limits? Brokers generally do not
want to see a loss not covered when it
could have been, and no broker wants
an E&O claim.

MAXIMIZING THE VALUE PROPOSITION
With all the changes, the broker value
proposition has never been stronger.
Brokers offer advice and choice. If one
market cannot provide suitable cover-
age and pricing, then the option exists
to move the client to another company
that offers a better match.

The average consumer cannot navigate
the complexities of home insurance. As
the very nature of the broker role is to
act as an advocate for clients, brokers are
compelled to bring advice and choice to
the conversation.

Direct writers and captive agents do
not face the same number of risks as
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brokers. Choice of insurer is not an op-
tion and as a direct representative of the
company, the E&O exposure dissipates.
Uninsured or unsatisfied clients are left
to pursue the insurer alone.

Agents and direct writers provide ad-
vice, but accountability is limited to the
reporting relationship with their employ-
er or supplier. Of course, most agents
do not want to see clients suffer an un-
covered loss either.

FACING UNEXPECTED HAZARDS
All insurers have concerns with under-
writing profitability and reinsurance
costs. During the Alberta floods, some
direct writers had very tight wordings
that excluded most of the damage.

By covering the Alberta
losses, some direct writers
did so at their own cost
without the benefit of
reinsurance support.

By covering the losses, these compa-
nies did so at their own cost without the
benefit of reinsurance support. Since their
premiums did not incorporate the cost
of these risks, the costs were multiplied.
Add increases on reinsurance for 2014,
and costs for all insurers are increasing.

Insurers also have public relations to
manage — just ask the direct writers
who suffered communications night-
mares after denying sewer back-up
coverage during the Alberta floods.

With limits on sewer back-up now
in play, many insurers seem to believe
that the potential PR pitfalls have been
avoided. Truth is, the issue has just been
transferred to another communications
hazard. When an insured has a $20,000
limit, which may or may not have been
effectively communicated, and suffers a
$100,000 loss, he will be upset, especial-
ly if he feels that he was treated unfairly.
Put this into a catastrophe situation, and
PR Nightmare — The Sequel, begins.

With PR headaches, consumer unrest
and potential issues of availability, af-
fordability and sustainability surround-

ing property insurance, it is not un-
reasonable that consumers may begin
contacting elected officials. When that
occurs, government intervention may
be expected, which is not what most
industry players want.

It happened in 2004 with auto insur-
ance in Alberta, leading to government
reform. The result was a stable product,
but the years of process were costly and
tumultuous, which is why IBAA is ad-
vocating to insurers the need for a mod-
erate approach in returning property
insurance to profitability.

DEALING WITH INCONSISTENCIES
Continuing in the PR vein, flood insur-
ance for personal property is not avail-
able in Canada, yet it is available for
commercial property on an optional
basis. This cannot help but be confusing
for consumers.

Canada is the only G7 country not of-
fering flood cover. Moreover, reinsurers
are very interested in Canada as a flood
market. Consumers and intermediaries
also want it. But without updated flood
maps and mitigation projects, and a de-
fined government role, primary insur-
ers are Nervous.

IBAA believes the insurance industry
as a whole is well-suited to provide a
profitable flood solution. Most likely this
will require a national solution, with
most reinsurers believing it needs to be
mandatory.

The future of property insurance will
be chaotic and confusing for the next
few years, especially for the consumer,
while insurers determine the right for-
mulas. Eventually, it will likely level out
with insurers offering similar sub-lim-
its, deductibles and rating platforms.

Brokers, and to an extent other in-
termediaries, will experience several
months of difficult challenges as they
determine how to manage their portfo-
lios, E&O exposures and conversations
with clients. Change can be hard, espe-
cially with so many unknown variables,
but soon becomes the norm.

In the meantime, everyone waits for
the summer storm season... watching
the skies. =—
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Far From Standard

Fire protection is far from standardized in Canada. This inconsistency,
coupled with the return of some bad habits, demands that insurers
diligently adjust premiums based on the Canadian Fire Insurance
Grading Index, thereby reflecting true risk and avoiding artificially low
rates that spur municipal cuts to fire budgets.

Michael
Currie
National Technical
Director,

Fire Underwriters
Survey

Recent news in several areas of Canada has re-
minded the insurance community that public
fire protection is far from standardized in this
country. Many insurers have forgotten this and
have fallen back into the lazy habits of old,
which led to the peril of fire being a grave con-
cern across the industry.

The trouble is that almost all Canadian citizens,
underwriters included, assume public fire pro-
tection is standardized and that simply being
Canadian entitles that person to some level of
fire protection.

Nothing could be further from the truth.

In fact, the insurance community of Canada
came together in 1883 to form the Canadian Fire
Underwriters Association specifically to bring
order to the chaotic model of public fire protec-
tion in the country. The model that was created
included having a single index of published fire
protection levels that all insurers agreed to use
to set premiums.

Municipalities, realizing the amount of public
fire protection they provided would be measured
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by an outside agency, became fairly diligent to
invest in public fire protection capacity and miti-
gate fire risk by implementing and enforcing
building and fire codes.

MODEL APPROACH

The way the model of public fire protection
works is fairly ingenious. Municipalities manage
their fire risk and provide measurable levels of
public protection, fire insurance grades are set,
and the insurers adjust capacities and premiums
to reflect the level of risk and protection on the
ground. The whole system is a positive feedback
loop that results in insurers being able to under-
write more accurately and municipalities being
able to justify the expense of public fire protection.

All Canadians benefit from this system.

TIME FOR A REMINDER

Although the system works well, insurers are be-
ginning to forget that they need to be diligent to
keep this system working. If property owners can
get protected rates without the municipality hav-

Illustration by Barbara Spurll



ing to invest in a recognized level of fire protection service,
then why would they?

More and more municipalities are asking the question,
How can we reduce spending? Unfortunately, one of the
first services considered for cuts is public fire protection.

Municipalities often see public fire protection as a cost
centre with no return on investment. This is understand-
able as property insurers do not indicate to insureds what
level of premium discount they might be receiving as a
result of the level of public fire protection investment.

The Fire Underwriters Survey (FUS) continuously sur-
veys communities across Canada, and over the past several
decades, a few trends have emerged.

VOLUNTEERISM DOWN

Roughly 80% of fire departments in Canada are manned
by volunteers. That means that when a building is on fire,
there will be several extra minutes in total response time
as firefighters need to travel from their homes or places of
work to the fire hall before suiting up and responding to
the fire scene with an engine.

In years past, before the digital age, participating as a
volunteer on the local fire department was a fun way to
be part of the local community. It seems, however, that
people’s lives have become busier and volunteering on
the local fire department is seen more as a second job than
a way to be part of the community.

This is exacerbated by businesses that historically were
very supportive of volunteer fire departments, but that in
recent decades have pulled their support. In fact, more
and more businesses are advising their employees that
they are not allowed to leave while on shift.

This may be understandable since businesses are focused
on producing their own financial results, which are un-
likely to benefit from having employees called away in the
middle of shifts, leaving their posts unmanned.

There are many factors that have resulted in the down-
ward trend in volunteer firefighting, including location
economics. Firefighters often do not live and work in the
same tOwn.

In Vancouver, for example, few firefighters can afford
to live in the city, so they have homes in cities like Co-
quitlam, Maple Ridge or Surrey, which may result in their
place of residence being farther away from the fire station.

An interesting side note is that many insurers assume
large cities are 100% career fire forces, but this is not the
case. More and more cities are looking to reduce their
overhead by cutting fire department budgets and fire de-
partments are turning to volunteer or paid on-call models
in an effort to maintain some level of fire protection.

The biggest factor in reduced volunteerism seems to be
apathy. More people are assuming that they do not need
to contribute as someone else will.
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When it comes to public fire protec-
tion, however, this can have very serious
consequences. A lack of standards for
training firefighters has been identified
as a serious problem.

There are actually a number of stan-
dards for training firefighters, but they
are expensive and time-consuming to
implement. The result is that most com-
munities do not implement them.

In fact, a recent study for British Co-
lumbia firefighters found it was not
economically feasible to train firefighters
to the minimum National Fire Protec-
tion Association Standard Level 1.

For volunteer fire departments, this is
a big problem, and for the communities
that they serve, there is a significant li-
ability exposure in having emergency
responders who are not certified Level
1 firefighters responding to very danger-
ous incidents on behalf of the commu-
nity. This is beyond the serious risk to
firefighters themselves.

APPARATUS AND EQUIPMENT

As a result of the economic belt-tight-
ening of municipalities, more and more
fire departments are being asked to do
more with less. Municipal associations
have lobbied FUS to change the appa-
ratus life cycle requirements to allow
communities to operate apparatus and
be recognized for fire insurance grad-
ing regardless of the age of equipment
(and whether or not that equipment is
reasonably reliable).

This issue not only affects the appa-
ratus, fire departments are also being
asked to do without replacing personal
protective equipment (PPE) and to
share things like SCBA (self-contained
breathing apparatus) breathing masks
because of their expense.

EFFECT ON PUBLIC FIRE PROTECTION
These trends and others result in lower
levels of public fire protection and fire
prevention. Volunteers are far less likely
to join an organization that is poorly
equipped and does not provide mini-
mum training or proper PPE.

In many cases, fire insurance grades
are getting worse in communities served

60 Canadian Underwriter April 2014

by volunteer fire departments.
That said, it is not all bad.
When fire insurance grades become

worse, property insurance premiums
go up. Typically this is the reminder
that property owners need to either
take additional steps to mitigate the risk
(knowing a lower standard of protection
exists), or to advocate locally for im-
provements in public protection.

There is a significant
liability exposure in having
emergency responders who
are not certified Level 1
firefighters responding to
very dangerous incidents
on behalf of the community.
This is beyond the serious
risk to firefighters
themselves.

How can the trend be corrected? The
answer is easier than one might think.

Using the Canadian Fire Insurance
Grading Index diligently will stop the
downward trend in public fire pro-
tection. This is why the index was in-
vented. When insurers diligently adjust
premiums based on the fire insurance
grades, the impact is immediate and fi-
nancial.

Property owners who experience in-

creased costs for property insurance as
a result of poor levels of fire protection
can apply pressure to their elected offi-
cials to improve policies for higher stan-
dards of fire protection. If communities
respond by improving protection, this
results in improved grades, and better
access to lower insurance premiums.

The challenge today is that fire losses
are down and other perils are a bigger
concern now. Although true, it is im-
portant to remember why fire losses are
down.

The underlying financial incentives
created by the grading index have result-
ed in communities having the leverage
they need to make proactive choices in
mitigating fire risks through developing,
implementing and enforcing building
and fire codes, as well as by providing
water supplies and fire departments for
responses to fires.

Every month, there are examples of
communities contacting FUS for assis-
tance as their public fire protection is
nearing the brink of extinction.

In one recent case, a fire hall had just
two volunteer firefighters left on the
roster, prompting the fire chief to noti-
fy FUS as the local council was refusing
support. Once council members realized
insurers would adjust premiums in the
area if the station was no longer recog-
nized, they immediately began a pro-
gram to revitalize the response capacity.

If insurers did not adjust premiums
based on fire insurance grades, commu-
nities would certainly pull funding for
public fire protection.

The grading index continues to be
improved to facilitate more accurate and
efficient underwriting processes and the
entire system was recently converted into
an online, location searchable database
that offers fire protection details, hydrant
information and fire insurance grades.

The most important thing for the in-
surance community is to be diligent. The
insurers of Canada created a model of
incentives for public fire protection in-
vestment and standing behind the model
is often the key for local fire departments
to secure the support they need from
their communities. =—
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Insurers have certainly
noticed the high toll that
Increasingly severe and
frequent bad weather is
having — and policyholders
are likely to soon follow.
The circumstances make it
clear that insurers, brokers,
customers, lawmakers and
other groups all must work
together to mitigate (or
prevent) damaging effects.

No matter where one stands on the issue of cli-
mate change, there is no denying the impact of
increasingly severe weather over the past number
of years. The Canadian insurance industry is still
reeling from the repercussions of its most expen-
sive year yet, with 2013 weather catastrophes to-
talling upwards of $3.2 billion in insured losses.

Needless to say, figures like this will get the
attention of insurers and brokers alike. Soon
enough policyholders will be taking heed as well
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— if they have not already — given the notice-
able impact on rates typically arising from events
of this scope and magnitude.

Industry-wide, there has been a push to inform
and educate consumers about how insurance is
adapting to this new reality, wherein “water is
the new fire” — a reality to which no one is
immune, whether or not an individual ever per-
sonally experienced a backed-up basement.

While an understanding of the issues at hand
is a great starting point, the industry has reached
a critical juncture at which it is time to do much
more than simply be aware of what is going on.
It is time to act.

That means everyone — insurers, brokers,
customers, lawmakers and other bodies con-
cerned with both environment and economy.

As a leading authority on climate change and
its impact on our ecosystems, the World Wildlife
Fund (WWF) has warned for some time that
greenhouse gases being pumped into the atmo-
sphere are transforming ecosystems around the
world at an unprecedented rate. As a result, the
world is warming more quickly than ever, with
catastrophic impacts such as accelerating sea level
rise, droughts, floods, storms and heatwaves,
notes information posted on WWEF’s website.



At a local level, industry stakeholders
are seeing a growing number of events
like the extreme flooding experienced
last year in Alberta and Ontario, fol-
lowed by a major ice storm in Eastern
Canada and a perpetual freeze/thaw cy-
cle. What is more, as the upward trend
of urbanization continues, as noted by
WWE, there are fewer places for all this
excess water to go.

While a growing number of affluent
Canadians are taking great pride in the
oases they have built in upscale, finished
basements, their high-end havens are
increasingly vulnerable to costly water
damage. As catastrophic weather goes up

As catastrophic weather
goes up in severity and
frequency, water itself is
going down — as in pouring
down — into basements,
and into the pockethooks

of Canadian consumers.

in severity and frequency, water itself is
going down — as in pouring down —
into basements, and into the pocket-
books of Canadian consumers. This not
only puts strain on homeowners, it also
places a great deal of onus on the insur-
ance industry.

OPPORTUNITY FOR GUIDANCE
There are a number of things insurance
professionals can advise people to do
to mitigate or prevent damages to their
homes, such as investment in proper
installation of backwater valves, and
proper maintenance in and around their
homes.

RSA, for its part, is working with bro-
kers to ensure customers are “Climate
Smart,” which includes encouraging be-
haviours that help them mitigate damage
to their property and prepare them for
the impact of the increased frequency
and severity of climate change-related
weather events, while also helping to
protect and preserve the environment.

For example, using new hot water tanks
and sump pumps can improve energy
efficiency and also help to better prevent
a major loss; connecting a rain barrel to
the downspout will help divert rain-
water while enabling homeowners to
reuse this water for irrigation.

While it makes good sense to share
practical solutions that will empower

customers to make good choices, the
individual consumer is by no means the
only part of the equation. Aging and
inadequate infrastructure Canada-wide
has been a major issue for the insurance
industry for at least the past 25 years,
notes The State of Canada’s Cities and Commu-
nities, a report issued by the Federation
of Canadian Municipalities (FCM), and
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Evidence suggests that retrofitting sustainable drainage systems
can result in multiple benefits, including improved water quality,
reduced carbon emissions, reduced pluvial and sewer flood risk,
aquifer recharge, enhancement of urban spaces, and increased

biodiversity, notes the report.

the added strain of climate-related catas-
trophes is certainly not helping.

Dealing with the Deluge: urban water manage-
ment in a changing climate, a report by WWEF
in partnership with RSA Group, warns
that climate and land use change will have
significant impacts on water, affecting
patterns of rainfall, run-off and river flow
with greater uncertainty and variability.

As towns and cities are increasingly
forced to cope with high volumes of
surface water, better, more sustainable
drainage solutions must be implemented.
Examples of sustainable drainage sys-
tems can include wetlands, ponds, green
roofs, permeable paving and urban river
restoration.

Evidence suggests that retrofitting sus-
tainable drainage systems can result in
multiple benefits, including improved
water quality; reduced carbon emis-
sions (because less water volume means
less sewage treatment); reduced pluvial
and sewer flood risk; aquifer recharge
(relieving stress in water-scarce areas);
enhancement of urban spaces; and in-
creased biodiversity, notes the report.

In Canada, a number of municipalities,
conservation authorities and other bod-
ies with shared objectives have started
some excellent work that looks more
closely at how to build more climate-
smart communities. The Insurance Bu-
reau of Canada’s (IBC) current work on
the Municipal Risk Assessment Tool is
one example of a growing commitment
from industry bodies and local govern-
ments to investigate better planning
options for city infrastructure.
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LOW IMPACT, HIGH REWARD

The other part of the equation is finding
and using available resources to help
mitigate this impact, including Low Im-
pact Development (LID), which essen-
tially means implementing infrastructure
design that helps manage stormwater
run-off.

LID practices include bioretention, per-
meable pavements, green roofs and other
practices, such as soakaways, infiltration
galleries and vegetated swales with per-
forated pipe systems, Canada Mortgage
and Housing Corporation (CMHC) notes

in its report, Equilibrium Communities InSight:

Green Infrastructure and Low-Impact Development.

Some of these terms may be unfamil-
iar, but they are all greener, eco-friendly
solutions that involve diverting water
flow back into the environment, instead
of sitting in the basement of someone’s
home.

From a city planning perspective,
examples of multi-stakeholder efforts in-
clude a retrofit project between the City
of Mississauga and Credit Valley Conser-
vation in Ontario, which used LID prac-
tices to capture and treat stormwater run-
off through permeable pavement and
bioretention planters, while reducing
the city’s stormwater management costs;
and a sustainable community demon-
stration initiative, funded by CMHC and
Natural Resources Canada, with EQuil-
iritum Communities to support research
and technical activities related to green
infrastructure and LID in rural and urban
communities across the country.

Additional studies funded by CMHC

will include further investigation into
these techniques, from environmental
and technical factors to the regulatory
issues and long-term costs associated
with these initiatives.

WATER ALL AROUND

Water really is everywhere — literally
and figuratively. While the water issue
is a significant and potentially daunt-
ing one, it is also quite heartening to
see that water mitigation strategies can
dovetail very well with actions to pre-
serve the health of our ecosystems.

Not only will Canadians be able to
spend more uninterrupted time enjoying
man caves, home bars and the other myr-
iad features of the Great Canadian Base-
ment, but the hope is that the work being
done will also enable us to leave a better
planet for the generations yet to come.

Insurers and brokers have a fiduciary
responsibility to customers; it is neces-
sary to arm them with all the necessary
information to help them mitigate or
prevent damaging scenarios from oc-
curring. That starts with sharing valu-
able risk control knowledge, ensuring
that customers are not only informed,
but motivated, to act in their own best
interests — and that of the environment.

There remains a lot of work to do on
all levels. Progress will have to include
lobbying efforts by bodies such as the
IBC, and sustained collaboration across
all groups toward the common goal of
essentially making life better for cus-
tomers while preserving the health of
our planet. =—
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The rapid growth of the
solar energy market has
created some cloudy issues
for insurance coverage and
claims. Is the property and
casualty insurance industry
taking into account all of
the risk factors associated
with the proliferation of
solar panels?

Michael Guest has a unique perspective on the
seemingly ubiquitous array of solar panels pop-
ping up on residential and commercial buildings
throughout Ontario.

As a former vice president with solar devel-
opment companies, he now works as a project
manager in renewable energy for Giffin Koerth
Forensic Engineering and investigates quality
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assurance issues with solar installations.

“One of my main messages to insurance com-
panies is that the notion these systems are benign
and maintenance-free is dangerous,” Guest says.
“There are now over 18,000 solar systems con-
nected to the grid in Ontario and the idea that
you just put them up on the roof and leave them
for 20 years is misguided,” he cautions.

“T have done several presentations to insurance
companies and the main comment that, without
a doubt, comes back is, “Wow, we did not know
the amount of energy created.’ I really think the
insurance industry is a little behind the curve on
solar,” he adds.

RECENT START

In May 2009, the Ontario government passed
the Green Energy Act, which included a series of
incentives that ushered in an accelerated take-up
rate of renewable energy initiatives. For the solar
industry, one key incentive was the Feed-in Tariff
(FIT) program, which provides a guaranteed
pricing structure for the production of electric-
ity into the grid from renewable sources.

The “microFIT” program allows homeowners,
farmers and small businesses to develop renew-
able energy projects that are 10 kilowatts (kW) or
less in size.

Although controversial, Ontario’s green en-
ergy plan and the FIT program essentially kick-
started the widespread use of solar systems in
the province.

Illustration by Barabara Spurll



The Canadian Solar Industries Associ-
ation (CanSIA) reports that Canada’s so-
lar market rose by 289 megawatts (MW)
in 2011, a 270% increase over the pre-
vious year. By 2016, the total installed
solar capacity is estimated to be between
3,200 MW and 4,300 MW — an 11-
fold increase.

While the installation of small resi-
dential rooftop-mounted solar panels
represents 100 MW of the Ontario mar-
ket (with roughly 11,000 installations),
larger systems on retail stores, other
commercial structures and school/gov-
ernment buildings connected directly
into the grid are also becoming more
prevalent.

UNDERSTANDING THE IMPLICATIONS
Since 2009, insurers have been slowly
wrapping their heads around the impli-
cations of arrays of solar (also known
as photovoltaic, or PV) panels, reports
Jen Aitchison, an account executive in
renewable energy for Jones Brown In-
surance Brokers & Consultants. Many
underwriters are offering endorsements
or riders for solar panels to the existing
standard homeowner policy.

Aitchison reports that most insurers
“are now factoring in solar energy pan-
els as part of the homeowners insurance
policy; there is typically an additional
premium for the replacement costs. The
value of the home has increased as a
result of the solar panels.”

This is the approach that RSA Canada,
a specialist in renewable energy, has taken.

“The cost of solar panels need to be
included as part of the personal prop-
erty coverage limit,” notes Amy Graham,
national property leader for personal
insurance at RSA Canada. “This ensures
that the cost of rebuilding the home
includes the additional exposure of the
panels,” Graham adds.

Aitchison observes, however, that there
is no standardized industry approach to
solar panels. “On the residential side,
some insurers are still struggling and a
little behind on solar energy,” she points
out.

“There are a few insurance compa-

nies that I would suggest haven'’t really
taken the time to understand what a
solar installation is, and are charging
exorbitant amounts for coverage.”

Some of the early confusion around
the microFIT program prompted Insur-
ance Bureau of Canada (IBC) to develop
a brochure in 2011 on the insurance
implications of solar energy projects. It
lists loss or damage to solar equipment,
loss of income and liability as the main
insurance scenarios.

IBC’s brochure also notes that insur-
ance needs are contingent on how peo-
ple participate in energy projects, wheth-
er as an individual homeowner, as part
of a community initiative or through so-
called “aggregators” — energy compa-
nies that essentially lease the roof space
of multiple buildings and install solar
panel arrays.

These aggregator firms, such as Pure
Energies, front the cost (often in the
range of $20,000 to $30,000, or more)
of installing solar panels and allow the

individual homeowner to benefit from
the electricity provided and the guar-
anteed feed-in tariff rates to the hydro
grid. By selling electricity back to the
province, the intent of the program is
to provide a steady stream of income to
the homeowner (and aggregator).

IDENTIFYING RISK

Who precisely is responsible for the so-
lar panels on the roof and any associated
liability (including third party) can be
a grey area for aggregators and hom-
eowners, subject to individual contract
language. Another issue is whether or
not the “income stream” resulting from
solar panel installations is considered
business income for the homeowner.
The typical homeowner policy excludes
coverage related to taxable income for
business purposes.

“If the solar panels are also used to
share power with the hydro authority
(such as Ontario’s microFIT program),
additional endorsements that provide
the insured with adequate protection are
strongly recommended,” Graham notes.

Aitchison, who says she likes the busi-
ness model of the aggregators, observes
that “on the insurance side, it removes
a lot of the risk for the home insurer in
that the aggregators are carrying liabil-
ity and property insurance themselves.
So homeowners don’t need to incur any
extra expense in that regard.”

Solar energy aggregators are viewed
as commercial risks for insurance, notes
Geoffrey Carter, RSA Canada’s technical
manager of construction and renewable
energy. “RSA’s approach to rooftop ag-
gregators is to treat them as a business,”
Carter says.

“Our renewable energy underwrit-
ers provide solutions that cover physical
damage to the solar panels and related
equipment, business interruption and
commercial public liability,” he adds.

No matter how solar panel arrays are
installed or provided, several sources say
there are risks that could result in surpris-
ing claims severity. The exposures typi-
cally extend to equipment, installation,
weather (severe wind/hail) and fire.

While there is little direct claims
experience in Canada on solar energy,
Aitchison says that “we have taken a lot
of the global claims data, and applied it
locally to understand where the expo-
sures are. On the commercial side, there
are more risks related to roof ballast
mounting systems. You want to make
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sure of the wind-loading and snow-
loading,” she says.

Aitchison cites the well-publicized
case of a solar panel installation on a
multi-residential high-rise building in
Toronto that partially collapsed earlier
this year and sent a support beam crash-
ing to the ground. Police were called in
to the apartment in the Flemingdon Park
area on January 31 to secure the prem-
ises and ensure public safety.

However, others say that there are more
prominent exposures with solar panels.
“Fire is without a doubt the biggest risk,”
says Guest, who adds his goal is to edu-
cate insurers. “At Giffin Koerth, we have
done 17 fire investigations that were
caused by solar arrays.”

Guest notes that during a recent small
fire investigation at a solar panel system
installed four years ago, “we pulled out
the infrared camera and we found mul-
tiple hotspots, multiple problems just
waiting to happen. Let’s assume that is
the canary in the coal mine; there are
a lot of systems out there of that age.
The problems will continue to develop
as they are exposed to the elements,” he
cautions.

THE FIRE CHALLENGE

There are several risk factors associ-
ated with fire and solar energy. One is
the fact that solar panels do not “shut
down” like a traditional hydro-electric
supply. “Fire presents a unique challenge
because solar panels continue to gener-
ate power even after a fire has started,”
Carter explains.

“Depending on how the system is
configured and the location of the iso-
lator switches (which stops the panels
from generating electricity), this can
make it difficult for firefighters whose
top priority is saving lives with prop-
erty protection a secondary concern,”
he says.

One area of risk outside of insurers’
control is whether or not firefighters
will actively enter a full blaze in a build-
ing equipped with solar panels as a re-
sult of concerns about electrical shock,
increased roof loads/structural concerns

and toxic emissions. It is an issue that
fire departments from Belleville to Hu-
ron County in Ontario have debated the
past three years.

The provincial Ministry of Labour has
issued general health and safety guide-
lines related to firefighting and solar
systems. In the end, however, the onus
is on individual fire departments to
adopt their own standard operating pro-

No matter how solar panel
arrays are installed or
provided, several sources
say there are risks that
could result in surprising
claims severity. The
exposures typically extend
to equipment, installation,
weather (severe wind/hail)
and fire.

cedures around fires in buildings with
solar panels.

Jeff Edge, an independent adjuster and
owner of Leading Edge Claims Services,
has done research and conducted pre-
sentations on solar panels and fire risks.
Edge observes that “home and building
owners, adjusters and restoration con-
tractors will usually have the ‘time’ to

ensure a building is safe before enter-
ing. What about first responders — par-
ticularly firefighters? The time element
is entirely different,” he notes.

“Many fire departments are now tak-
ing the approach that if there are solar
panels on the roof, they will spray it with
water, but they are not going up on the
roof to vent the fire or send their people
inside,” Guest reports. “They will basi-
cally let it burn, which could lead to
significantly more total losses for insur-
ers,” he adds.

“The insurers I have spoken to seem
to have accepted that if there is a fire in
a building with a PV system —it’s a total
(loss),” Edge observes. “Typically, insur-
ers rate based on fire hall versus hydrant
protected, full-time versus volunteer (fire
department). What rating classification
will satisfactorily encompass: “We're not
going anywhere near it?"”

ENHANCING AWARENESS

Sources say that awareness of solar panel
systems and risk management strategies
are the best ways for insurers to address
the exposures of this growing form of
renewable energy. The strategies may
include quality assurance around solar
equipment and installation, as well as
due diligence regarding building per-
mits and engineering approval for roof
load and electrical connections.

Maintenance, in the form of regular in-
spections for weather or other damage,
is another key part of reducing losses
associated with solar panels.

Risk management and loss prevention
strategies could become mission-criti-
cal as more renewable energy projects
are adopted in Ontario, especially large-
scale commercial and multi-residential
arrays of solar panels.

Other provinces, such as Nova Scotia,
Alberta and Quebec, are also looking at
ways to move forward with their renew-
able energy plans.

“I believe this is a problem that is
about two years away,” Guest concludes.
“These systems are on the buildings
you insure, whether you know about
them or not.” =—
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Misrepresentation and
material non-disclosure

can present pitfalls. When
an insurer learns of facts
that could give rise to a
material misrepresentation,
consideration must be given
to voiding, cancelling or
confirming the policy. If

the policy is voided, the
insurer must then determine
the appropriate manner of
dealing with the premium.

While not an everyday occurrence, it is an un-
fortunate reality that some insureds are not
truthful when applying for insurance. Mate-
rial non-disclosure may come to light during
the investigation of a claim or upon renewal of
the policy.

However that information is obtained, once it
is available to the insurer or its agent, the insurer
must make an election as to how to proceed. The
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itfalls

following three possibilities exist:
(2) retain the premium and treat the
contract as valid and subsisting;
(b) avoid the contract and return
the premium; or,
(c) give notice of cancellation of the policy.

Once the choice is made, an insurer is most
often “stuck” with that decision and cannot later
change course, as the courts have determined in a
number of cases over the years that these options
present distinct legal positions. By choosing one
option, the insurer is “waived” or “estopped”
from later changing its mind and attempting to
invoke a separate path.

Waiver occurs when the insurer has full knowl-
edge of its right to void the policy and makes an
unequivocal and conscious choice to abandon
that right. Estoppel applies when there is knowl-
edge of facts that indicate a lack of coverage, and
a course of conduct is taken by the insurer upon
which the insured relies to its detriment.

By way of example, while investigating a claim,
an insurer learns of facts evidencing a material
misrepresentation. The claim is small and, perhaps
for customer service reasons, the insurer choos-
es not to raise the material misrepresentation.

While it may never specifically address the



misrepresentation, the insurer is, in es-
sence, electing to treat the insurance
contract as valid and is waiving its right
to rely on the misrepresentation as a ba-
sis to void the policy — now and in the
future, as noted by the Supreme Court
of Nova Scotia in Snair v. Halifax Insurance
Nationale-Nederlanden North America Corporation.

The result is that if the insured pres-
ents a much larger claim at a later date,
the insurer is unable to void the policy
given the earlier election made with full
knowledge of the material misrepresen-
tation.

This situation was considered in Gill
v. Zurich Insurance Co., released in 1999 by
the Court of Appeal for Ontario, where
the insurer learned of misrepresenta-
tions made by the insured and, in spite
of those misrepresentations, the insurer
continued to accept the premium pay-
ment from the insured.

The court found that by continuing
to accept the premiums, the insurer had
elected to treat the contract as valid and
subsisting and could not take the posi-
tion that the policy was void upon oc-
currence of the loss.

VOIDING OR CANCELLING

Another potential pitfall can arise from
the choice between voiding or cancel-
ling the policy. In the former case, the
position normally taken is that the con-
tract is void from inception given the
material misrepresentation.

If the insurer voids the policy, claims
are not payable since the policy is treat-
ed as if it never existed. This is because
the misrepresentation was “material,”
in that the insurer would not have writ-
ten the risk, or would have charged a
higher premium, had it known the true
nature of the risk.

Conversely, when cancelling a policy,
a contract is acknowledged, but a pow-
er of cancellation is exercised. A claim
presented before cancellation is still pay-
able and, in fact, some claims presented
after cancellation may still be covered
depending on the policy at issue.

By exercising the power to cancel the
contract, the insurer has thereby waived

its right to void the policy, as it has, in
essence, affirmed that the policy exists.
While the distinction appears minimal,
the effect is considerable.

COMMUNICATION BREAKDOWN

Mishaps can occur when there is a break-
down in communication between the
claims handler and those underwriting

the risk. While the claims handler may
still be investigating a loss and, in par-
ticular, whether there was a material
misrepresentation, the underwriters may
be unaware of the investigation and
may cancel the policy based on other
considerations.

Unfortunately, once that cancellation is
made, it can affect the insurer’s abil-
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ity to void the policy, depending on
how much information about the
material misrepresentation was known
at the time of cancellation.

Accordingly, before a decision is made
to cancel a policy upon the happening
of a loss, underwriters should first de-
termine whether or not the claim might
be denied based on misrepresentation
or non-disclosure.

Once the insurer has made the dif-
ficult decision to void the policy for a
material misrepresentation, the next
consideration — and one that can be
easily overlooked — is what becomes
of the premium paid previously by the
insured.

Typically, the insurance premium is
returned upon voiding the policy and,
in many cases, this is the appropriate
response. However, two decisions stand
for the proposition that in some instanc-
es the premium need not be returned
at all, or only a portion of the premium
need be returned.

In Moscarelli v. Aetna Life Insurance Co. of
Canada, issued by the then Ontario Su-
preme Court in 1995, an insurer voided
a policy on the basis of fraudulent mis-
representation. The court looked only
at the issue of whether, when properly
voiding a policy of accident and sick-
ness insurance for fraudulent misrep-
resentation, the insurer can retain the
premiums paid by the insured versus
returning the premiums.

The insured argued that where one
party is induced by fraud to enter into
a contract with another, and then dis-
covers the fraud, the party must, within
a reasonable time after discovering the
fraud, notify the other party of the con-
tract’s rescission and restore whatever
consideration has been received under
the contract. The insurer argued that
when a policy of insurance is voided for
fraudulent misrepresentation, there can
be no claim by an insured for a return of
the premiums.

The court noted that there did not
appear to be a single case decided in
Canada where an insured, having made
a fraudulent misrepresentation, had been

able to successfully sue for the return
of premiums. Past cases had pointed to
the “clean hands doctrine,” and found
that based on public policy, a contract-
ing party could not plead restitution
grounded on its own fraud.

Ultimately, the court concluded the
authorities supported the position of
the insurer, that there is no return of
premiums in the case of fraud, stating
that this was the “more principled and
rational position.”

FULL, PARTIAL RETURN

OF PREMIUM

Shortly after this decision, the Ontario
court considered a similar issue in the
1996 decision, Lloyd’s London, Non-Marine
Underwriters v. National Armoured Ltd. In that

Unfortunately, once that
cancellation is made, it
can affect the insurer’s
ahility to void the policy,
depending on how much
information about the
material misrepresentation
was known at the time

of cancellation.

case, National Armoured Ltd. was in-
sured with Lloyd’s under three policies
of insurance, which were put in place in
September 1991, and renewed in Sep-
tember 1992.

Lloyd’s voided the policies ab initio on
the basis of misrepresentation and non-
disclosure of material facts. However,
upon voiding the policies, Lloyd’s only
returned the premium from the current
policy period. It did not return the
premium from the previous policy year,
even though the same misrepresenta-
tions were operative during that period.

The insured argued that Lloyd’s lost the
right to void the policies on the ground
that it was required to void the earlier
policy, as the same misrepresentations
were operative during the previous pol-

icy period. While the case is not entirely
clear on this point, the insured appeared
to be saying that by failing to void all
policies and return all premiums, the
insurer was estopped or waived from
voiding the single policy period at issue.

The court found that there was no
reason why the insurer should forfeit its
right to void the policies, “on the ground
that it could have taken a more drastic
action.”

While not specifically stating there
was a fraudulent misrepresentation, the
court then pointed to the decision in
Moscarelli for the proposition that where
an insurer voids the policy because of
fraudulent misrepresentation, it is not
obliged to refund the premium.

It is unclear whether this case stands
for the proposition that only the cur-
rent policy has to be voided (and only
the current premium returned) in the
case of an innocent material misrepre-
sentation present from inception of the
policy. It seems more logical that if the
material misrepresentation made at the
time of application renders the policy
void from the inception of coverage,
then all policies and renewals are affect-
ed equally and premiums from all years
should be returned.

Certainly, it is the safer practice to re-
turn the entire premium in the case of
an innocent material misrepresentation,
so as to avoid the type of argument ad-
vanced in National Armoured Ltd.

Based on the foregoing, when an in-
surer learns of facts that could give rise
to a material misrepresentation, consid-
eration must be given to voiding, can-
celling or confirming the policy.

For the reasons set out above, the
choice made at that time should be very
carefully thought-out. If the decision
is made to void the policy, the specific
circumstances surrounding the mate-
rial misrepresentation should then be
reviewed to determine the appropriate
manner of dealing with the premium.

Alexander Holburn Beaudin + Lang LLP is  mem-
ber of The Arc Group of Canada, a network of

independent insurance law firms across Canada. —

April 2014 Canadian Underwriter 73



Ian Pattinson
Vice President,
Rogers Smart
Home Monitoring

Sm art

Thinking

When it comes to a person’s
home, reducing risk is a top
priority. Home automation
has become an extension

of home security, offering a
means to detect an unlocked
door or view video feeds in
rooms. But it can also be
used to detect potentially
damaging events, such as

a leaking pipe, that might
otherwise end up in a claim.

Informed consumers who adopt always-on tech-
nology and find new ways to stay connected to
home are not only living smarter, they are elimi-
nating risk.

2013 — a year of floods, fires and ice storms
— changed the course of the Canadian insur-
ance industry in more ways than one. Environ-
ment Canada reports that extreme weather events
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that used to happen every 40 years are now ex-
pected to take place every six years. Canadian
insurance claims caused by home damage from
severe weather now account for more than half
of property insurance claims.

The unpredictable climate and damaging weather
events is encouraging some property and casualty
insurers to look for new ways to make insurance
more affordable for Canadians.

HOME SECURITY BECOMES

HOME AUTOMATION

Now, more than ever, technology is pervasive in
our daily lives. Advances in devices and networks,
combined with the rise of social networking,
have changed the way people communicate with
one another.

As technology evolves, so does related security.
The home security business is among those that
has had to adapt to the rapid advances in tech-
nology. More than 150 years ago, the first patent
on electromagnetic burglar alarms was issued to
Augustus Pope, who applied then-revolutionary
discoveries about electricity to create a ground-
breaking security device.



Today, the face of home security
is changing again. But this time, the
change revolves around connected con-
sumer electronics and wireless devices.

Canadians have become increasingly
connected; rates of smartphone usage
and data consumption have never been
higher. This evolution has led to tradi-
tional, hard-wired alarms being replaced
by fully integrated, wirelessly connected
and low-cost systems known as home
automation or home monitoring systems.

Not only are these new systems more
portable, flexible and easier to install,
they are changing the size and scope of
the home security market.

Home automation, now an extension
of home security, is comprised of tech-
nology and solutions that automate and
manage devices and appliances located
within residential dwellings and small
businesses. These in-home devices can
then be controlled through a smart-
phone, tablet or computer.

Rogers is among those providing a
smart home monitoring solution. Certi-
fied by Underwriters Laboratories (UL),
it uses constant broadband and wireless
connections. Users get real-time updates
on activity in their homes via e-mail or
text on activity, and can remotely con-
trol the system — such as automating
thermostats, turning off water, random-
ly turning off and on lights and appli-
ances when away from the home, and
viewing real-time video feeds of specific
rooms — through a smartphone, tablet
or computer.

Smart door locks also allow users to
remotely disarm their security system
and unlock the door for, among oth-
ers, repair people, cleaning services and
babysitters. Should the system detect a
leaking pipe, a door left open too long
or a door left unlocked, it sends a mes-
sage to notify the homeowner.

HOME AUTOMATION

POISED FOR GROWTH

The home automation industry is pro-
jected to grow — predominantly with-
in North America — to US$14.1 billion

in worldwide revenues by 2018, note
figures from ABI Research. This would
mean an 11.5% increase over 2014.
And globally, IMS Research reports that
the market is expected to more than
quadruple in the next five years.

Home automation is moving into the
mainstream, with numerous companies
entering the market. Among the fac-
tors driving new entrants are Internet
connectivity rates in the home that are
nearing full penetration, and wireless
networks that are delivering faster and
more reliable speeds.

As connectivity options
make devices and systems
more accessible, the
growth of smartphones,
cloud-based interfaces
and broadband cable are
making home automation
systems dramatically
more affordable.

As connectivity options make devices
and systems more accessible, the growth
of smartphones, cloud-based interfaces
and broadband cable are making home
automation systems dramatically more
affordable. Traditional large, up-front
installation costs and equipment pur-
chases are being replaced by systems
that leverage existing technology in the
home and require minimal additional
hardware.

MITIGATING RISK,
REDUCING CLAIMS
Statistics Canada reported about 200,000
break and enter violations and more
than 1 million property crime violations
in 2012. Break-ins cost Canadian insur-
ance companies millions of dollars each
year in claim payments.

New home automation and security
systems provide insurers with an op-
portunity to differentiate their offering

and reduce costs. Many insurers offer dis-
counts of at least 5% if a client’s home
is equipped with a smoke detector or a
traditional home alarm system.

However, a company could lower a
premium by 15% to 25% if it installs
a system that combines the two, as well
as notifies the police, fire department or
central monitoring station.

An all-in-one system that manages
water leak notifications, carbon monoxide
detection and security can help home-
owners better manage risk, which could
help reduce the number of claims filed
and reduce insurance premiums.

A report issued last summer by J.D.
Power indicates that overall customer
satisfaction levels with Canadian home
insurance companies decreased from 769
to 761 (on a 1,000-point scale) since
2012. This decline is largely caused by
insurance price increases and a lack of
awareness by customers about how to
mitigate additional expenses.

ENHANCING INDUSTRY
PARTNERSHIPS

Today, many insurers are testing new
product lines, exploring additional
target markets and considering expan-
sion of distribution channels to reach
a wider base of prospects. They are also
contemplating opportunities for new
partnerships.

Take, for example, Allstate Canada,
which currently offers homeowners a
discount of 25% on their premiums if
they sign up for the Rogers product (in
available markets).

“A well-protected home is one of the
best ways to save customers from un-
necessary stress, inconvenience and in-
creased costs in the long term,” says Ryan
Michel, vice president and chief risk of-
ficer for Allstate Insurance Company of
Canada. “We are partnering with Rogers
to offer our customers a reliable, UL-
certified home automation system that
can help create a protected, connected
life in the areas that matter most to them
— their families, homes, health and

businesses,” Michel adds. =
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Toronto commercial

broker Aligned Insurance

Inc. officially launched
operations in Ontario March
25. Led by president and
chief executive officer
Andrew Clark [1], Aligned
Insurance is targeting
organizations in and around
the Greater Toronto Area. The
new independent firm is
offering a 0% commission
(fee-only) structure, says
Clark, who has worked with
Aon’s business insurance
division in Toronto and with
Marsh Canada. A Chartered
Insurance Professional, he
has an MBA from Wilfrid
Laurier University.

Saskatchewan Mutual
Insurance Company
— which operates

in Alberta, Saskatchewan
and Manitoba, with service
offices in Calgary, Edmonton,
Regina and Winnipeg — has
named Matina Kipouros [2]
as its new vice president of
underwriting and marketing.
Previously a branch manager
at Winnipeg-based Wynward
Insurance Group, Kipouros
has also worked as a
commercial underwriter at
Economical Insurance, notes
her LinkedIn profile.

The Co-operators
Group Ltd. will roll out
usage-based insurance

(UBI) technology, developed
by Intelligent Mechatronic
Systems (IMS), for auto
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clients in Ontario April 2.
Clients will receive a 5%
discount and could earn as
much as 25% off their auto
insurance, depending on
their driving behaviour. The
5% discount is applied au-
tomatically upon enrolment,
and once the policy comes
up for renewal — and once
the vehicle has passed 125
days and 1,000 kilometres
— the discount will be recal-
culated based on collected
data. Data collected through
the small wireless telematics
device plugged into a vehicle
port include instances of
sudden braking and rapid
acceleration, total distance
driven and times of day.

Beacon Underwriting
Ltd., a managing
general agency,

has acquired Can-Sure
Underwriting Ltd., a
Vancouver-based MGA. The
terms of the deal were not
disclosed. The Can-Sure
Underwriting operations will
add a new office to Beacon’s
footprint in Vancouver,
Beacon Underwriting notes in
a press release. As a result of
the acquisition, Can-Sure’s
Rick Roberts [4a] will
become chairman of Beacon,
while Jeff Hart [4b] will

take on duties as president.
Can-Sure Underwriting offers
a range of MGA products to
brokers in Western Canada
and has offices in British
Columbia, Alberta and
Manitoba.

New York City-based

Guy Carpenter &

Company LLC, the
risk and reinsurance subsid-
iary of Marsh & MclLennan
Companies, recently launched
a new cyber reinsurance
practice. In 2013 Q4,
the practice designed and
implemented a new “Cyber
Cat” product that responds
to what it calls the “systemic
risk inherent in cyber portfo-
lios.” The co-leaders of the
specialty practice are Jeremy
Platt [5a] and Mike Brown
[5b]. “Rapidly developing
computer technology and
the unrelenting evolution of
cyber risks presents one of
the biggest challenges to the
(re)insurance sector today,”
Platt says. Guy Carpenter
clients “require comprehen-
sive solutions to manage

the accumulation and
concentration of cyber liabil-
ity to large loss and systemic
events,” Brown adds.

RSA Insurance
noted in March that
Jacqueline Friedland

[6] has taken on duties as
the carrier’s chief actuary

in Canada. Before joining
RSA Insurance, Friedland
led KPMG'’s property and
casualty actuarial practice in
Canada. With more than 25
years as an actuarial consul-
tant, she has held positions
in Canada, the United States
and South Africa. Friedland
has led numerous, large-scale
engagements on behalf of
insurance industry organiza-
tions that resulted in an
extensive list of reports and
textbooks, including the
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new research paper on Water
Damage Risk and Canadian
Property Insurance Pricing
from the Canadian Institute
of Actuaries.

The Guarantee
Company of North
America has partnered

with Brovada Technologies
Inc. to launch a new eDocs
solution for personal lines
brokers. The offering is
designed to save brokers time
by allowing for easy download
of policy documents to a
broker management system
(BMS), the companies note
in a press release. Brovada
Technologies reports that

the solution will also enable
streamlined workflows and
make it easier to do business
with The Guarantee. The
eDocs solution gives brokers

an automatic download of
electronic policy documents
from The Guarantee’s policy
administration system. eDocs
is available for use with
BMSs such as TAM, sigXP,
The Broker Workstation

and Powerbroker.

Keal Technology, a
Toronto-based broker
management system

(BMS) software vendor, is
integrating its sigXP product
with Policy Works Inc.’s
commercial management
system. Calgary-based Policy
Works and Keal announced
their partnership in mid-March.
“The integration will allow
brokers to launch Policy
Works transactions directly
from sigXP and bring back
activities and accounting
details into the BMS,” notes

a joint statement. Beta
testing of the integrated
offering is scheduled to
begin in the third quarter of
2014, with the final release
set for the next quarter.

Creechurch International
Underwriters Ltd. has
announced that Cheryl

Hobbs [9] is its new assistant
vice president of business
development. Hobbs previ-
ously served as American
International Group (AIG)
Canada’s assistant vice presi-
dent, sales and marketing,
national accounts, and has
worked for Aon, Willis and
Marsh. In her new role at
Creechurch, she will be
involved in expanding the
company’s “Canadian
footprint and sourcing new
business opportunities,”
notes a statement recently
issued by the company.
Creechurch has offices in
Toronto and Montreal. Hobbs
is a Certified Insurance
Professional, a Canadian
Accredited Insurance

Broker and is licensed with
the Registered Insurance
Brokers of Ontario.

Insurance

Technology

Solutions Inc.
reports Affiliated Brokers
Exchange (ABEX) Ltd., a
managing general agent
and a member company of
The Precept Group Inc., has
launched ABEXAccess using
ITS’s BindEasy policy admin-
istration product. Brokers can
use a secure website to let
current or prospective clients
get quotes, initiate coverage
changes, update policy
information, fill out applica-
tions for new coverage and
obtain copies of certain types
of insurance certificates. “We
expect that ABEX, by offering
such a truly unique and
beneficial solution to brokers,
will dominate the market for
the insurance products they
offer,” says Steve Kaukinen
[10], president of ITS.

Aviva Canada has
obtained certifica-
tion for eDocs,

the Centre for the Study of
Insurance Operations (CSI0)
reports. CSIO data exchange
standards are company-
neutral and help solve data
compatibility issues, facilitate
more efficient and seamless
integration of information and
improve implementation of
technology solutions. =

Follow @CdnUnderwriter on

twitter)

http://twitter.com/CdnUnderwriter
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GALLERY

The CIP Society — Ontario’s
Annual Fellows’ Reception
was held at The National
Club in downtown Toronto
on February 13. The newest
Fellow Chartered Insurance
Professional (FCIP) graduates
were greeted and recognized

as part of a reception featuring
good food and good company.
Michael Dusenbury, supervisor
of underwriting at Gore Mutual
Insurance Company, delivered
the valedictorian address to
graduates and guests. This
year, two individuals — Gregory
Knowles, vice president of
sales & producer management
at CNA Canada, and Michael

78 Canadian Underwriter April 2014

Moyer, assistant vice president
of claims and risk control at
HKMB Hub International,
received the 2013 Greater
Toronto Area Fellow of
Distinction Award. The award,
recipients of which have
achieved their FCIP designa-
tions, is presented each year
by The CIP Society, a division
of The Insurance Institute of
Canada, to recognize out-
standing achievement in the
insurance industry in Toronto.
Colleagues nominate insurance
professionals, and a nominat-
ing review committee makes
the final selections of award
recipients.




GALLERY

See all photos from this event at www.canadianunderwriter.ca/gallery
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RRJ Insurance Group Ltd. and
KRG Insurance Brokers hosted
the 2014 Sochi Women’s Hockey
Olympic Final at Real Sports Bar
& Grill in Toronto on Thursday
February 20. The gathering was
in support of The Brampton
Thunder of the Canadian Women'’s
Hockey League, the feeder team
in Sochi 2014, and WICC
(Women in Insurance Cancer
Crusade). The fundraiser turned
into a dramatic gold medal game
for Team Canada, with $18,000
being raised and the proceeds
shared equally by WICC and
The Brampton Thunder.

W
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A cheque for $9,000 each was presented to both WICC and The Brampton Thunder of the
Canadian Women'’s Hockey League on March 5 in Toronto, proceeds of the RRJ Insurance Group Ltd.
and KRG Insurance Brokers 2014 Sochi Women’s Hockey Olympic Final fundraiser. From left to right:
Steve Wilson, WICC Ontario board member; Christina Martin and Paul Martin of KRG Insurance
Brokers; Ellen Moore, WICC Ontario co-chair; Lori Dupuis, two-time Canadian Olympic Women'’s
Hockey Team Medalist (Nagano and Salt Lake City), representative for the Canadian Women'’s
Hockey League and The Brampton Thunder; and Marilyn Horrick, WICC Ontario co-chair.

TOTTEN Q) GROUP

I NS URANTCE

TIG (Totten Insurance Group), Canada’s leading national MGA provider of niche
products and innovative solutions. With customized wordings to meet your
specific needs, TIG is committed to delivering best in class insurance solutions
that are not readily available in the market.

Specialized Underwriting Expertise:

Roofers (Including Hot Works) » Security Services

Hard to place CGL / Umbrella » Complex & hard to place Property
Environmental Liability » Cross Border Underwriting
Remediation / Asbestos Removal » D+0O (Including For Profit)
Hospitality / Host Liquor Liability » Construction including: Wrap Ups,
Professional Liability / E+O COC & Professional Indemnity

inquiries@tottengroup.com e 1.888.868.8367 ° www.tottengroup.com
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The Toronto Insurance Women'’s
Association (TIWA) Wine and
Cheese Reception was held at
The Hyatt Regency in Toronto
on February 20. More than
1,200 guests attended the
association’s annual signature
event.
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The ORIMS Annual
Edward C. Ricketts Memorial
Curling Bonspiel

« A
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On February 24, ORIMS held its
32nd Annual Edward C. Ricketts
Memorial Bonspiel,held once
again at St. Georges Golf and
Curling Club. The sold-out
event attracted 96 participants
in all. A fun-filled day was

had by both participants and
attendees. As a result of dona-
tions and a raffle draw, ORIMS
was pleased to be able to
present a donation of $4,000
to WICC (Women in Cancer
Crusade). Congratulations go
out to the winning team from
Allianz, which included Richard
Newman, Thomas Paap,
Andrew Cadogan and Sheila
Campbell. Edward Ricketts was
a respected member of ORIMS
for many years and this year,
Ed’s widow Jackie, attended
the event and had a chance to
catch up with old friends.
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On February 26, Aviva
Canada officially an-
nounced its plan to relo-
cate the company’s head
office to The Remington
Group’s “Downtown
Markham” development
in Markham, Ontario.
The Remington Group held
an Aviva Canada head
office groundbreaking
event at the Downtown
Markham location, which
included an address
from Christopher Bratty,

president of land develop-
ment and investments for

The Remington Group;
Greg Somerville; presi-
dent and CEO of Aviva
Canada, and Markham
Mayor Frank Scarpitti.

Occupying the majority of

See all photos from this event at www.canadianunderwriter.ca/gallery

the new 350,000 square
foot Remington Group
building, which will stand
12 storeys high and house
more than 1,500 people,
Aviva’'s new offices are
scheduled to open in
2017. “The incredible
amenities offered by this
new urban centre provide
our employees a place to
work that is conveniently
located to major highways
and excellent transit,”
Somerville commented.

SR

“Additionally, the retail
offerings, restaurants, art
installations and green
spaces will all contribute
to a terrific environment
and an engaged work
force,” he said. Added
Bratty, “Aviva Canada
joins other industry
leaders, including Worley
Parsons and Motorola,

in selecting the LEED-
certified commercial space
offered by Downtown
Markham.”

APPOINTMENT

Francine Armel

Phil Baker, President of Creechurch
International Underwriters Ltd. is
pleased to announce the appointment
of Francine Armel, B.A., LL.B. to the
position of Senior Vice President & Chief
Underwriting Officer.

In her new role, Francine will focus
on product development to assist in
maintaining and growing Creechurch’s
market presence as a provider of
specialized insurance solutions to its
clients. Francine will also be directing
underwriting activities to ensure and
enhance Creechurch’s exceptional service
and product offerings.

Francine has over 20 years experience
as an insurance executive and lawyer.
She began her career with a major law
firm in Toronto, specializing in insurance
coverage and insurance defence litigation,
including  professional ~ errors  and
omissions claims, property and casualty
claims, personal injury litigation and
municipal law. She subsequently moved
into the insurance industry, joining a
large global insurer, as Senior Specialty
Claims Counsel, handling specialty lines
insurance claims. Francine spent the
last 8 years in a Financial & Professional
Services underwriting business unit for
another large global insurer, most recently
as Vice President of that business unit.

Francine holds a Bachelor of Arts from
York University, an LL.B. from Osgoode
Hall Law School and is a member of the
Law Society of Upper Canada.

Creechurch International Underwriters,
founded in 1996 is one of the leading
underwriting management companies
in Canada, offering specialized insurance
to a wide spectrum of business sectors.
Part of a large global insurance and
reinsurance  organization  with 60
offices on four continents Creechurch
underwrites exclusively on behalf of
large A rated multinational insurers. Its
products are distributed through licensed
Canadian insurance brokers from our
offices in Toronto and Montreal.

CreecHurch

International Underwriters

April 2014 Canadian Underwriter 85



http://www.canadianunderwriter.ca/gallery

APPOINTMENT

John Tagle

Senior Vice-President,
Business Development

Gordon Gamble, President of PuroClean Canada,
is very pleased to announce the appointment
of John Tagle to the position of Senior Vice-
President, Business Development.

“Our strong and steady growth warrants a
leadership quality which can guide and inspire
our network to continue building Character,
Competence and good Chemistry within our
industry”, explains Mr. Gamble. “If you have the
right people, you can build a great organization
on those three Cs”

John will be responsible for the development of
the PuroClean national brand strategy as well as
establishment and execution of our company's
continued growth in the Property & Casualty
market, Broker community, Property Management
and Corporate Canada. John will be leading Sales
and Business Development nationally and will
be joining and backed by a very competent and
energetic team!

The role of Senior Vice-President, Business
Development, builds upon an already
accomplished career. John has held a number of
senior management and executive level positions
with focus on vendor relations & partnerships,
within the insurance industry. Before joining
PuroClean Canada, he was the Senior Vice
President of National Sales and Business
Development for SCM Insurance Services
(ClaimsPro and CIRA Medical) and prior to that
has also held a position in International Business
Development for a Canadian construction
software company working throughout the
United States, Southeast Asia, and Australia.
“His proven track record and experience in
developing claims solutions, sales management
and vendor programs is a significant asset, but it's
his leadership and ability to develop and mentor
the people around him is what makes him the
perfect fit for our organization”

For more information on Sales and Business
Development at PuroClean Canada please
contact John directly.

PuroClean Canada, a North American leader in
property restoration services, is founded on core
values that centres on an ethical, price conscious,
grass-roots approach when helping families and
businesses overcome the devastating setbacks
caused by water, fire, mould and other conditions
resulting in property damage. Our network pledge
is to do whatever it takes to respond, restore and
rescue properties across Canada.

»PuroClean.

The Paramedics of Property Damage

www.PuroClean.ca
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On February 27, McCague
Borlack LLP hosted its annual
Winter Fest Celebration at Alpine
Ski Club in Collingwood, Ontario.
Beyond the great downhill
skiing, guests took part in
snowboarding, snowshoeing
and hiking activities. A great
time was had by all.
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The Property Casualty
Underwriters Club (PCUC) held
its 9th Annual Curling Bonspiel at
Toronto’s Leaside Curling Club
on February 7. The sheets were
full this year with friendly com-
petition among colleagues from
brokers, insurers and reinsurers.
Skip Jack Lee and “TEAM BFL”
managed to clinch the high-

est score, while Peter Morris
won this year’s “Closest to the
Button Contest.” PCUC thanked
all attendees for participating
as well as sponsors for their
generous donations.

Peter Primdahl
Vice President,
Specialty Operations

Rob Wesseling, Chief Operating
Officer of Sovereign General
Insurance is pleased to announce
the appointment of Peter Primdahl
as  Vice President, Specialty
Operations.

Peter joined Sovereign in 2010 as
Assistant Vice President overseeing
Central Region. He has been
instrumental in creating a successful
operation through his ability to
effectively build and engage a
talented team while developing key
broker relationships.

Peter’s career in the industry
spans over 20 years and includes
extensive technical and leadership
experience in a variety of specialty
segments. We are confident in his
ability to provide senior leadership
and strategic insight to enable us to
effectively increase our presence in
this market sector. Please join us in
welcoming Peter to our Executive
team.

Sovereign General is a Canadian
owned and operated property and
casualty insurer headquartered
in Calgary, Alberta with 270 staff
operating in eight regional and
services offices from coast to coast.
Sovereign provides solutions for the
specialized and complex insurance
needs of Canadian businesses
through a national independent
brokerage network. To learn more
visit SovereignGeneral.com.

w Sovereign General
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Six RSA employees jumped into
Lake Ontario on February 26 to
raise funds and awareness for
World Wildlife Fund Canada’s
Arctic conservation efforts.
Martin Thompson, senior vice
president of global specialty
lines; Mark Edgar, senior vice
president of HR; Scott
Tabachnick, director of external
communications; Ben Buckton,
brand director; Ewen Cameron,
vice president of plan benefits
& strategic products, Johnson;
and Akhilesh Chandy, head

of marketing, Central Region,
Johnson; took part in a polar
bear dip off the Toronto shore-
line, along with WWF-Canada
and other corporate supporters,
as part of its National Polar

Bear Week. “RSA has had

a strategic partnership with
WWF-Canada for many years.
We have partnered together on
a number of research projects
and we felt this would be a
unique way to support them in
their Arctic conservation efforts,”
said Thompson. “Additionally,
this is also about bringing
awareness to the issue of climate
change. As an insurance com-
pany, we are very much aware of
the impact of severe weather on
our business and industry.” The
polar dip took place outside the
Balmy Beach Club and, at the
time of the jump, the par-
ticipants had raised more than
$7,000 with all donations being
matched by Coca-Cola.

See all photos from this event at www.canadianunderwriter.ca/gallery
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FIRST Insurance Funding

of Canada held the FIRST
Championship Cup, 2014 in
Burnaby, British Columbia

on March 13. Select broker
partners joined together for a
friendly game of hockey, fol-
lowed by an appreciation event
at Moose’s Down Under. The
event was an opportunity for
First Insurance Canada staff to
spend the day with their broker
partners and show appreciation
for their continued support.

In a very close competition,
The Funding Fighters won the
match again this year.
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Sharon Shore

Claude Blouin and Jamie Dunn, Partners at
Blouin, Dunn LLP, are extremely pleased to
announce that Sharon Shore has joined the
firm as an associate lawyer.

Sharon was called to the Ontario Bar in 2006
after completing a CGA degree and working
in a private business in the U.S. for several
years.

Since becoming a lawyer, Sharon has
worked exclusively in the insurance defence
area, initially at a downtown Toronto law
firm, then as an in house lawyer at AXA
Insurance Company (now Intact) and most
recently as the Director of the Litigation and
Risk Management Department at Loblaw
Companies Ltd. She has a broad range of
litigation experience and a solid background
in personal injury claims, both auto-related
and slip and fall situations, and she has
routinely acted for insurers on CGL claims
and coverage matters. At Loblaw she oversaw
all litigation/claims files and had a staff of 13.

Sharon is a member in good standing with
the Law Society of Upper Canada, and is a
member of the Canadian Defence Lawyers
and The Advocates Society.

Outside of work, Sharon enjoys watching all
things fantasy and science fiction, attending
Blue Jays games and spending time with
family and friends.

Sharon’s contact information is:
sshore@blouindunn.com
(416) 365-7888 ext. 149

Blouin Dunn is one of Ontarios leading
insurance defence firms whose members
have been providing quality legal support to
the insurance community for over 30 years.
We offer services in Ontario to property and
casualty insurers throughout North America,
at all levels of experience, at appropriate and

competitive rates.

BLOUIN - DUNN"*

Experience. Integrity. Results.

www.blouindunn.com
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The 5th Annual St. Patrick’s
Day Charity Social was held
March 13 at Grace O’'Malley’s
Irish Pub. The event was
sponsored by SCM Insurance
Services, which includes
RMS, OPTA, ClaimsPro, CIRA
Medical Services and Forensic
Investigations Canada. More
than 400 insurance industry
professionals enjoyed live mu-
sic, refreshments and appetiz-
ers at the sold-out event. More
than $4,000 was raised for the
Juvenile Diabetes Research
Foundation over the course of
the evening.
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A Markel International company

Commercial general liability
Directors and officers liability
Environmental impairment liability
Marine program

Professional liability

Property and inland marine
Security and protection industry
Umbrella and excess liability

Helping brokers with effective

insurance solutions since 1966.

Montreal
Toronto
Calgary
Vancouver

www.elliottsr.com
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Introducing

the Wawanesa
Select Series

Office | Salon | Realty | Retail | Professional | Wholesale

Wawanesa Insurance is pleased to introduce our
series of solutions designed for business owners.
The Select Series provides comprehensive
commercial product packages with optional
coverages offered at an exceptional value.

Contact your Wawanesa Insurance
representative to learn about
our innovative solutions.

Wawanesa

Insurance

www.wawanesa.com

il

Auto — Home - Business — Farm - Life and Group



www.wawanesa.com



