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The insurance industry in Canada has 
been confronted with a remarkable series 
of challenges over the past 15 to 20 years. 
This includes persistent government 
intervention in the auto insurance business, 
unprecedented basement flooding and 
wildfire claims in a changing climate; the 
most severe financial crisis since the 1930s 
(2007–2008) with a chronic reduction in 
interest rates, unrelenting cyberattacks, a 
crisis in condo insurance, the COVID-19 
pandemic, and more.

Insurers did well in managing the risks 
confronting the industry. Owners of vehicles, 
homes, and businesses continue to purchase 
insurance, while many other industries lost 
customers. The insurance industry reported 
an underwriting profit every year but one 
since 2003.1 There were no insolvencies in 
the Canadian property and casualty insurance 
industry since 2003, while there were a large 
number of failures in other industries.2 

The insurance industry experienced a strong 
performance and financial health not found 
in most other industries because of its skill 
in managing risk. The insurance industry 
was early to transition from traditional risk 
management to enterprise risk management 
(ERM). This new, holistic approach redefines 
the notion of risk itself, moving from actions 
to reduce the chance or probability of loss 
to focusing on managing the positive or 
negative effects of uncertainty on objectives. 
The traditional objective to reduce loss 
from hazards expanded with enterprise risk 
management to address hazard, financial, 
operational, and strategic risks. Moving 
beyond the traditional approach to managing 
risk is a natural progression that was quickly 
and effectively adapted for the specific 
needs of the property and casualty insurance 
industry in Canada.

1 Insurance Bureau of Canada (IBC), “2020 Facts,” 23.
2 PACICC, “Insolvencies 1979–2003.”

Increased insurance capacity to manage 
risk includes a commitment across the 
industry to ERM, leadership at the most 
senior level, engagement of the board of 
directors, discussion of own risk management 
with solvency regulators, and, importantly, 
professional risk management. Over the 
past 15 to 20 years, most insurers appointed 
their first chief risk officer, established a risk 
committee of the board, and produced their 
first ERM reports.

Industry capacity to effectively manage risk 
should be increasingly evident to insurance 
industry leaders, solvency regulators, 
institutional investors, and others with 
greater knowledge about insurance practices. 
It is unclear, however, if policyholders, elected 
officials, and other stakeholders are aware 
of the improvements in the industry’s risk 
management skills.

Demonstrated success in managing the risks 
facing the industry presents opportunities 
for innovation to increasingly address risk 
management issues facing society. Some 
insurance companies are reviewing their 
purpose. This introduces the potential for 
innovation to expand the services provided 
to consumers. For example, the industry is 
leading an international discussion about 
actions needed to close the gap between 
economic loss and insured loss, and how to 
bring comprehensive financial protection 
to more consumers, like the introduction 
of residential overland flooding insurance 
in Canada. There is also an opportunity to 
introduce and expand risk management 
services to a broader consumer base and for 
the industry to shift away from responding 
to losses and increasingly provide proactive 
services to reduce the risk of loss. 

 
 
 

Executive Summary
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The US version of the Oxford English 
Dictionary describes insurance as “A practice 
or arrangement by which a company or 
government agency provides a guarantee of 
compensation for a specified loss, damage, 
illness, or death in return for payment of 
a premium.”3 The UK definition is similar: 

“An arrangement by which a company or the 
state undertakes to provide a guarantee of 
compensation for a specified loss, damage, 
illness, or death in return for payment of a 
specified premium.”4 

The widely held view of insurance focuses 
exclusively on the industry’s risk transfer 
role. However, the industry also has 
extensive knowledge and experience to help 
policyholders identify, avoid, reduce, and 
otherwise effectively manage risk. Insurers’ 
efforts to help policyholders reduce the 
risk of loss can be central to the purpose 
of the industry. The knowledge and skills 
successfully applied to manage the risks facing 
the insurance industry could increasingly be 
applied to support the needs of insurance 
customers beyond risk transfer.

Some risks are relatively new and did not 
exist 20 years ago—like cyber risks. Some 
perils have been evident for decades—like 
extreme weather damage—but consumers 
are aware that the potential for loss has 

3 Lexico, US version, “Insurance.”
4 Lexico, UK version, “Insurance.”

increased in both frequency and severity. 
Other risks are known internationally but 
have not yet been experienced by Canadians, 
like a major earthquake or a terrorist attack. 
Importantly, the insurance industry is 
building its capacity to assess vulnerability 
and resilience. The insurance industry has 
knowledge and experience managing these 
risks. This capacity provides the foundation 
for the insurance industry to accept the 
transfer of the financial consequences of 
these hazards from policyholders and could 
increasingly be used to provide additional risk 
management services.

Insurers have demonstrated skill managing 
their own risks. The industry significantly 
enhanced its risk management capacity over 
the past 15 to 20 years and has achieved 
strong outcomes. This success presents 
an opportunity for the industry to revisit 
the services it provides and discover new 
opportunities. While insurance is known 
for accepting financial risk in exchange for 
a premium, the industry could increasingly 
provide loss reduction knowledge and services 
to policyholders. There is an opportunity for 
the insurance industry in Canada to redefine 
its role from compensation after loss to the 
business of helping customers proactively 
manage risk. It is an exciting time to be part 
of the insurance industry in Canada.
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Introduction Insurance industry leaders in Canada 
are engrossed in conversation about risk 
management. What risks are changing in 
frequency or severity? What emerging risks 
are growing in importance? Will new risks 
emerge? Which actions best avoid and reduce 
the risk of loss? How do regulations impede 
capacity for innovation? Who can help improve 
the understanding and management of risk? Is 
an appropriate risk culture established across 
the organization? Do policyholders have a 
sufficient understanding of their risks? How 
can enhanced risk management increase the 
value of an enterprise?

Many in the insurance industry may be 
surprised to learn that conversations 
about risk management are often not as 
comprehensive in most other industries. 
Leaders in many industries focus on 
development of new products and services, 
convincing customers to see value in what 
they provide, and securing the financing 
to achieve their dreams. They also work to 
manage risk and reduce the threat of loss, but 
this is often not accompanied by the extensive 
exploration of risk found in insurance.

Discussion about risk results in insurance 
industry action to ensure preparedness 
when society experiences events that are 
a surprise. Preparedness has allowed the 
insurance industry in Canada to consistently 
demonstrate skill in managing the risks the 
industry faces. Owners of vehicles, homes, 
and businesses should be confident that 
insurers will provide the promised financial 
protection and other services when needed.

Improvements in risk management are 
soon adopted by the insurance industry and 
adapted to the specific needs of the industry. 
For example, the insurance industry has 
been a leader in the development and 
introduction of enterprise risk management. 
Large organizations around the world are also 
improving their approach to risk management, 
but often with a lag and apprehension that is 
not evident in the insurance industry.

Those with direct knowledge about the 
insurance industry have some understanding 
of how professional risk management 
contributes to strong performance across the 
industry. This includes insurance industry 
leaders, regulators, and institutional investors. 
Those who infrequently think about insurance 
may not be aware of the enhanced industry 
risk management skills developed over the 
past 15 to 20 years, including most owners 
of vehicles, homes, and businesses who 
are insurance customers; elected officials; 
and the media.

The transition from traditional risk 
management to enterprise risk management 
across the Canadian insurance industry 
provides a strong and lasting foundation 
for own risk management. Skills managing 
risks facing the insurance industry can also 
be increasingly applied to serve customers. 
Insurance can transition from the provision 
of financial protection to the business of 
managing risk. 



 Emerging Issues Research Series

2

Six critical  
questions



What is 
enterprise risk 
management?
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medieval times, but several developments 
facilitated the process. First, the adoption 
in thirteenth-century Europe of Arabic 
numerals—the present-day number system—
replaced Roman numerals for use in banking 
and trade. This increased the speed and 
accuracy of calculations, such as determining 
the interest due on loans. In the later medieval 
period, "tools were developed to assess 
uncertainty and risk."6 By the seventeenth 
century, tools initially applied to gambling 
were used in the development of probability 
theories with wider application over the 
next two centuries.7 The development of 
computing technologies from the adding 
machine to computerized data storage and 
processing, as well as artificial intelligence 
and algorithms that facilitate decision making, 
has revolutionized the ability to assess 
and manage risk.

While risk management has existed for 
centuries, traditional risk management as 
a distinct field began in the 1950s. In the 
aftermath of World War II, business was 
booming, driven by increased consumerism 
and demand for products and services. 
Businesses grew and expanded, and each 

6 Poulton, "History of Risk."
7 Apostol, Calculus.
8 Beasley, "What Is Enterprise Risk Management?"

unit or division within a large company had 
its own manager who was responsible for 
identifying and responding to risks specific 
to their own operations.

In the traditional business model, the heads 
of technology, operations, finance, marketing, 
and so forth are more or less autonomous 
in their work. They deal with problems 
within their own purview and only report to 
the executive once the problem is resolved. 
This system—often referred to as "silo" risk 
management—is reasonably effective but 
has potential drawbacks, including a lack 
of opportunity for knowledge sharing to 
proactively manage risk. For example, if two 
silos unknowingly share a risk, but to differing 
degrees, the treatment by one unit may result 
in a bad outcome for the second and for the 
organization as a whole. Or a risk may fall 
between the cracks and go undetected and 
untreated. A further drawback is limited 
input from interested stakeholders outside 
the organization. All of these limitations 
point to a common theme: lack of consistent 
communication between the silos, the 
organization's executive, and the outside 
forces that impact its operations.8

By the seventeenth century, the Latin word for risk, risicare, took on a 
broader meaning that included not just hazard and danger, but also 
adventure, opportunity, and unknown outcome.5  These notions of risk 
are now integral to ERM, which seeks to reduce the risk of loss while 
also considering opportunities for gain.

While risk management has existed for centuries, traditional 
risk management as a distinct field began in the 1950s. In 
the aftermath of World War II, business was booming, driven 
by increased consumerism and demand for products and 
services. Businesses grew and expanded, and each unit or 
division within a large company had its own manager who was 
responsible for identifying and responding to risks specific to 
their own operations.
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Traditional risk management remained the 
standard approach for many decades, but in 
the last 20 years there has been a movement 
toward an approach that treats all risk as 
a matter of concern for the organization 
as a whole. This includes an emphasis on 
measuring and understanding risk. This 
new approach, known as enterprise risk 
management, became advisable as businesses 
grew and often redefined their perspective 
on risk, as the nature and number of risk 
factors grew, and as technology increasingly 
facilitated the handling of data as related 
to risk. In recent years, developments in 
technology, both negative (cyber security 
breaches) and positive (enhanced data 
analytics capabilities), climate change, 
market downturns and fluctuations, 
and, most immediately, the COVID-19 
pandemic have had a profound influence 
on organizations and their operations. 
This includes large and small businesses, 
charitable organizations, religious 
organizations, and individual households. 
The principles of ERM can be applied to 
any organization to help it stay healthy and 
profitable through changing times.

Enterprise risk management differs from 
traditional risk management in two crucial 
respects. First, it redefines the notion of risk 
itself, moving from the traditional definition 
of risk as "chance or probability of loss" 
to "effect of uncertainty on objectives."9  
Second, it dispenses with the divisional 
approach to risk management in favour of 
a holistic approach. ERM provides a unified 
picture of risk across an enterprise. This is 
accomplished by taking the notion of risk 
beyond the risk of loss from hazards to 
include operational, financial, and strategic 
risks and opportunities. Importantly, it 
assesses the possibility that risk can be  
positive or negative. Seeing risk as the 
effect of uncertainty on objectives allows 
for the possibility to consider uncertain 
future events in terms of their potential 
advantage or disadvantage to the company. 

9 International Standards Organization, “Risk Management, ISO 31000.”

Management from the top means that risks 
that affect individual divisions within an 
organization are evaluated and prioritized 
according to their effect on the organization’s 
overall objectives.

In addition to risk management within the 
operation of the organization itself, ERM 
also takes into consideration the various 
stakeholders involved. In ISO 9001:2009—
Quality Management, a stakeholder was 
defined as a "person or persons that can 
affect, be affected by, or perceive themselves 
to be affected by a decision or activity." 
This definition has been carried into ISO 
31000:2018—Risk Management and takes 
into account the effect of risk not only on 
the company and its employees, but also 
on investors, customers, clients, suppliers, 
partners, and the community.

Much of ERM is a continuation of processes 
followed in traditional risk management. This 
includes international standards establishing 
consistent use of terminology and assessment 
techniques. The difference is that the 
processes are applied organization wide 
rather than piecemeal throughout. To achieve 
this, an overall framework needs to be put in 
place. Organizations need to establish a risk 
management plan for the enterprise.

The role of the chief risk officer
Many larger organizations, and most 
insurance companies, have established a chief 
risk officer with lead responsibility for the 
management of risk across the enterprise. The 
risk officer is part of the senior management 
team reporting to the chief executive officer 
and is also directly accountable to the board. 
The chief risk officer is typically a senior and 
long-serving member of the organization. 
They are a risk champion, providing guidance 
based on their understanding of the overall  
operation. The profession of risk officer 
emerged over the last 20 years, bolstered by 
the introduction of ERM. 
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The immediate purpose of the risk officer 
is to establish a framework within which 
risk management can operate effectively, 
including assurance of appropriate reporting 
to senior management and the board. The 
framework will vary depending on the nature 
and structure of the organization, but in 
all cases it will be defined and maintained 
at the executive level. An outside risk 
management expert might be brought in 
to assist in developing the process. The 
framework will take into account the scope 
of the management, the objectives of the 
organization and its stakeholders, and how 
risks will be determined, assessed, and 
treated. Taking this holistic view, the risk 
officer, together with a task force made up of 
members from throughout the organization, 
can determine the most effective policies and 
procedures to ensure that the organization 
meets its objectives. This task force will be 
useful not only in the establishment of the 
framework, but will also be able to observe and 
report on the implementation of the process 
in their own divisions and communicate any 
problems that might arise.

Hans Lessoe was a champion for the discipline 
of risk management in his work with LEGO. 
He stressed the importance of understanding 
what drives a company and the industry. “Do 
remember that risk management is not about 
risk aversion. If everything is under control, 
you’re moving too slow. You need to be able 
to take chances, but you need to know how 
many chances you can take.”10 

Having established the risk framework, the 
work begins. There are five major steps 
in the risk management process: scan the 

10 Lessoe, “Hans Lessoe Shares LEGO’s Risk Management Strategy.”
11 Canadian Institute of Actuaries (CIA), “What We Do and Where We Practice.”
12 CIA, “Enterprise Risk Management.”

environment, identify risks, analyze risks, 
treat risks, and monitor and assure. These 
processes are ongoing and subject to constant 
review and revision when necessary.

The role of actuarial science
“Actuaries are professional business people who 
are skilled in the application of mathematics 
to financial problems.”11 Actuarial science has  
been in existence since the 1600s. Over time, 
actuarial science was applied throughout the 
insurance and finance industries.

Actuaries can be an integral part of the 
enterprise risk management process, having 

"a strong history of modelling and managing 
traditional risks such as mortality."12 Their 
skills are well suited for the processes of 
ERM, offering unique insights to risk teams, 
aiding in the development of risk treatment 
measures, and suggesting beneficial ways to 
exploit certain risks.

Today, thanks to modern computing 
capabilities and the shift in focus for 
organizations from solely financial matters 
resulting from downside risks caused by 
hazards to now include upside opportunities, 
actuarial science can be an essential part of 
an ERM program. Actuarial tools provide 
models and predictions of events that might 
not be evident to others, thus providing 
new perspectives to aid in achieving the 
organization’s objectives. Moreover, actuarial 
tools measure uncertainty and quantify 
anticipated losses to support understanding 
by management of risk exposure and financial 
reporting of eventualities.

Hans Lessoe was a champion for the discipline of risk management in 
his work with LEGO. He stressed the importance of understanding what 
drives a company and the industry. “Do remember that risk management 
is not about risk aversion. If everything is under control, you’re moving 
too slow. You need to be able to take chances, but you need to know 
how many chances you can take.” 10
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Current issues in enterprise 
risk management

The last 70 years have seen great changes in 
risk management. The emergence of ERM, 
as opposed to traditional risk management, 
is perhaps the most important advancement 
in the approach to risk management. While 
some organizations have wholly embraced 
ERM, including insurance companies, others 
have only partially made the transformation.

For one organization, Hydro One, the history 
of implementing ERM has been documented: 

“Enterprise risk management has become 
an accepted management methodology 
through much of the business world over 
the last two decades; however, while the 
objectives are generally agreed on, the low 

number of successful implementations 
has been disappointing with only 35% 
of the organizations surveyed in the U.S. 
saying they had a complete ERM in place.”13  

Several organizations—for example, the 
Canadian Institute of Actuaries, the 
Committee of Sponsoring Organizations 
of the Treadway Commission (COSO), the 
Risk Management Society (RIMS), and 
the Chartered Professional Accountants 
of Canada—provide detailed guidance for 
establishing an ERM framework and processes 
within large and small organizations across 
society with a variety of objectives.

Understanding the various roles within an 
ERM framework, and ensuring that they work 
together, will be essential to this process. 
The chief risk officer, chief financial officer, 
actuary, and auditor are key roles. Alongside  

13 Fraser, Quail, and Simkins, “The History of Enterprise Risk Management at Hydro One Inc.”

these will be other professionals who add 
value through their specific understanding 
of the organization and its objectives. These 
will include project directors within the 
organization as well as other employees with 
a relevant perspective.

In addition, the importance of timely, regular 
communication among all stakeholders 
cannot be emphasized too strongly. 
Frequency of review and timely analysis are 
critical to ensure good risk decisions. ERM is 
effective when full and complete information 
is brought to bear on the process.

Finally, ERM is a dynamic and ongoing 
process. Objectives may change. Risks and 
opportunities will come and go. Treatments 
will affect risks. The ERM team needs 
to continually monitor and assess their 

risk management program to address 
changes both inside and outside of the 
organization. For example, actions taken 
to address insurance, financial, operational, 
and strategic risks have a direct impact 
on reputation, particularly in the event of 
a major incident. An important value in 
ERM is found in the capacity to address the 
interconnected nature of insurance, financial, 
operational, and strategic risks.

Implications for the 
insurance industry
The insurance industry in Canada has 
shifted from traditional risk management 
to enterprise risk management to manage 
its own risks. Most large corporate customers 
have also made the transition. The new ERM 
approach is also being adopted by mid-sized 

For one organization, Hydro One, the history of implementing ERM 
has been documented: “Enterprise risk management has become an 
accepted management methodology through much of the business 
world over the last two decades; however, while the objectives are 
generally agreed on, the low number of successful implementations 
has been disappointing with only 35% of the organizations surveyed 
in the U.S. saying they had a complete ERM in place.”13
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corporate customers. These policyholders 
are positioned to immediately engage the 
insurance industry in the exploration of risk 
management issues of direct concern to 
them. This includes provision of financial 
protection and much more. It is in the best 
interests of insurers and their customers 
when insurer knowledge and experience 
can be a direct input that adds value to the 
customers’ risk management process.

Insurance customers may start asking 
questions about compensation to insurers 
who support risk management by customers. 
Insurers can provide information and assess 
risk treatment options that are of value to 
their clients. Payment of a premium for risk 
transferred may not best reflect the depth and 
nature of this expanded client relationship.

However, many insurance customers in 
Canada are unlikely to adopt ERM or any 
form of traditional risk management. This 
includes most drivers, homeowners, and 
small businesses as well as many mid-sized 
businesses. The insurance industry’s skills 
in own risk management can increasingly be 
used in the design of coverage and services 
that the industry provides. For example, 
Canadians are concerned about the impact 
of climate change and the risk of loss and 
damage to their vehicle, home, and/or small 
business. Customers without rigorous 
risk management plans will appreciate the 
leadership of the insurance industry in 
helping them understand and appropriately 
address these and other risks.

The new ERM approach is also being adopted by mid-sized 
corporate customers. These policyholders are positioned to 
immediately engage the insurance industry in the exploration of 
risk management issues of direct concern to them. This includes 
provision of financial protection and much more. It is in the best 
interests of insurers and their customers when insurer knowledge 
and experience can be a direct input that adds value to the 
customers’ risk management process.



What are the 
tools used to 
manage risk?



Several organizations provide guidance on 
how to conduct enterprise risk management. 
This includes the Committee of Sponsoring 
Organizations of the Treadway Commission, 
the Canadian Institute of Actuaries, the 
International Standards Organization, 
the Risk Management Society, and the 
Casualty Actuarial Society. In general, 
their approaches are similar, recognizing 
the need for risk officers to determine the 
risks (both positive and negative) to their 
organizations as a whole, rather than the 
traditional approach to risk management that 
tackles risk independently in silos. Once risk 
is determined, analysis and treatment will 
proceed using several tools.

Scan the environment 
ERM begins with a specific and detailed review 
of the internal and external environments 
of an organization. The purpose of this 
scan is to establish the appropriate process 
for identifying potential risks. The focus 
will be on gaining a full picture of the 
organization and its operations, identifying 

14 These steps and their descriptions are well documented by the various organizations 
mentioned in the first paragraph. This account is a summary of them.

the organization’s overall operational and 
strategic objectives, ensuring that the risk 
management process aligns with those 
objectives, and establishing the factors 
to be used when defining risk criteria. It 
is important to establish a view on the 
significance of each risk to the organization. 
Considerations should include internal 
processes, systems, resources, structure, 
capital, and procedures. Risk management 
should also consider relationships, 
perceptions, procedures, and concerns 
of external stakeholders. In addition, the 
process must consider regulatory statutes, 
including worker health and safety, 
environmental management, reporting 

requirements, and worker’s compensation.  
Attention will be paid to trends in the 
industry and financial markets, measuring 
the activity of competitors, technological 
advancements, labour surpluses or shortages, 
supply chain issues, legislative changes, and 
implications of political change impacting 
the organization, among other factors that 
determine the operating environment.

Six critical questions 
What are the tools used to  
manage risk?

While the scope of risk management in traditional and enterprise risk 
management may differ, the approach, the tools, and many of the 
processes are the same. The main steps include the following:14

• Scan the environment

• Identify risks

• Analyze risks

• Treat risks

• Monitor performance and assure through audit

11
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Risk management will establish the factors to be used when defining 
risk criteria. These should include the following:15

• Causes of risk

• Effects of risk

• Metrics used to measure the effects of risk

• Timeframe of potential effects

• Methods to determine the level of risk

• Approach to combinations of risk

15 Elliott, Risk Assessment and Treatment, 1.15.
16 See a chart of techniques for identification and analysis in Elliott, Risk Assessment and 

Treatment, 1.8.

It is important that risk management officers 
engage with others at the organization to 
define risk criteria and ensure these criteria 
align with the organization’s objectives, 
resources, and risk management policy. 
Establishing a mechanism for reporting from 
all parts of the organization will be key. 

Risk assessment begins when risk parameters 
have been established. The assessment 
process takes place in two stages: identify 
the risks and analyze the risks. These are not 
necessarily separate processes; rather, they 
can be quite fluid as new information comes 
to light and circumstances change.16

Identify the risks
The aim of this process is to identify all 
risks and determine their potential effects 
on the organization based on the nature of 
the organization and the industry within 

which it operates. The analysis should take 
into account how much risk is acceptable to 
the organization in order to pursue its goals 
and objectives. The organization must also 
decide how much uncertainty it is willing to 
accept, both overall and within specific areas 
of its business. 

Risks can be present inside and outside the 
organization. The four main types of risk are 
hazard, operational, financial, and strategic. 
Hazard risks present a chance of loss with 
no opportunity for gain. These include the 
risk of injury or illness, liability, property 
damage, or loss of income. Operational 
risks involve the organization’s processes, 
systems, controls, and human resources. 
Financial risks are those that impact the 
organization’s assets or liabilities and are 
often driven by market forces. Strategic risks 
are often external, arising from trends in the 
economy and society.
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Creating a list or chart of potential risks will help clarify the areas that 
may need more or less attention based on the organization’s risk criteria 
and attitude toward risk. Such a list will concentrate on the risks that 
may affect the organization’s overall objectives and should already be 
on the risk team’s radar. Major factors to take into account may include 
the following:17

• Human: Illness, death, injury, shifting demographics, or other 
loss of a key individual

• Operational: Disruption to supplies and operations, loss of access 
to essential assets, or failures in distribution

• Reputational: Loss of customers, loss of employee confidence, 
or damage to market reputation

• Procedural: Failures of accountability, internal systems, controls, 
or from fraud

• Project: Going over budget, taking too long on key tasks, or 
experiencing issues with product or service quality

• Financial: Business failure, stock market and currency fluctuations, 
interest rate changes, or non-availability of funding

• Technical: Advances in technology or technical failure

• Natural: Weather, climate, seismic, and other natural hazards

• Political: Changes in tax, public opinion, government policy, or 
foreign influence

• Structural: Hazardous goods, environmental risks, poor lighting, 
falling boxes, or any situation where staff, products, systems, 
processes, or technology can be impacted

17 Mind tools, "Risk Analysis and Risk Management."

Not all of these factors will be relevant 
for every organization, and some may be 
relevant only for certain divisions or parts 
of an organization. Some risks will be known 
and ongoing, while others will be emerging. 
The areas to examine when compiling this 
list should include finance, workplace safety, 
and the external environment, including the 
supply chain, service providers, communities, 
competition, legal and industry regulations, 
reputation, and technology. Be realistic about 
the risks and opportunities that each area can 
bring to the organization. 

An important step in identification is to 
solicit input from all levels within and 
outside of the organization. This can be 
accomplished in a number of ways, including 
surveys and interviews, or by consulting 
the organization’s profit and loss data. 
Questionnaires, checklists, cause-and-
effect analysis, and failure analysis can help 
pinpoint risks and identify financial and 
operational trends related to these risks. 
Most often, a combination of these tools 
will result in the best overall picture of the  
organization’s risk profile. Incident data for 

Managing Risk: Implications for the Insurance Industry in Canada    Emerging Issues Research Series
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the organization about catastrophic claims, 
small claims below current deductibles, and 
near-miss events allow for an assessment 
of lessons learned from the insurer’s own 
history and provide ways to benchmark 
against the experience of peers.

The holistic approach of the ERM process 
requires as complete a picture as possible of 
the risks at every level to avoid the possibility 
of future unidentified risks. Consultation 
with division and project managers, as well as 
with external stakeholders, can help ensure 
a comprehensive list that brings multiple 
perspectives into the process by taking into 
account more than the senior managers’ 
points of view.

It can also be useful to observe the successes 
and failures of similar or competing 
organizations and overall industry trends 
when identifying an organization’s own risks.

Analyze risks
Analysis of potential risks is a crucial step in 
risk management. Identifying the likelihood 
and potential impact of the identified risks 

18 Elliott, Risk Assessment and Treatment, 1.9–1.11.
19 See https://uwaterloo.ca/ist-project-management-office/tools-and-templates/tools/

fishbone-diagram for an example of a fishbone diagram.

requires keen analytical skills to ensure that 
the risk chart best reflects risk priority for the 
organization. This analysis not only estimates 
the likelihood of a risk occurring, but also the 
potential severity and consequences of the 
identified risks. Prioritizing risk treatment 
measures depends on gathering as complete 
and accurate a picture of these factors 
as possible.

Cause-and-effect analysis is used to identify 
the cause or causes of an existing problem. 
The analysis works backward from the 
identification of the problem to determine 
its possible causes. This analysis creates what 
is known as a “fishbone diagram.”19 This 
approach is most effective with problems 
whose causes are relatively straightforward.

Failure analysis techniques seek out the 
causes of a failure or loss to understand 
how to prevent such a loss in the future. The 
causes might include a failure to accomplish 
goals set for sales or productivity, equipment 
failure, infrastructure and inventory losses, or 
similar events. Examples of failure analysis 
techniques are hazard and operability studies, 
fault tree analysis, and failure mode and 
effects analysis.

There are a variety of techniques that are used in risk analysis:18

• Cause-and-effect analysis

• Failure analysis

• Future states analysis

• Strategy analysis

The holistic approach of the ERM process requires as complete a 
picture as possible of the risks at every level to avoid the possibility 
of future unidentified risks. Consultation with division and project 
managers, as well as with external stakeholders, can help ensure 
a comprehensive list that brings multiple perspectives into the 
process by taking into account more than the senior managers’ 
points of view.
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Future states analysis is used to identify possible future risks to establish 
a clear and achievable vision for the organization. It takes into account 
the internal structure and operations of the organization as well as 
the following:

• The organization’s stated objectives

• The organization’s policies and assets

• Present and projected future value of the organization

• Potential impact on the organization of emerging developments, 
such as new or enhanced technologies, the activities of new 
and existing competitors, and potential changes in demand 
for certain products

Using scenarios or simulations to play out 
the potential impacts of trends or changes 
can be extremely useful.

Strategy analysis is a long-term planning 
process used to determine the overall goals 
and vision of an organization. Strengths, 
weaknesses, opportunities, and threats 
(SWOT) analysis and political, economic, 
social, and technological (PEST) analysis 
are both widely used. SWOT combines 
an initial assessment of an organization’s 
internal workings, which can be followed by 
an assessment of its external environment 
(PEST). The external analysis may also 
include legal and environmental factors 
(PESTLE). These analytical techniques 
can be used separately or in conjunction 
with each other.

The methods of risk identification and 
assessment used will match, as much as 
possible, the structure, operations, and 
external environment of each organization. 
There are many ways to identify, analyze, 
and assess risk. It is important that the chief 
risk officer (or other risk management lead) 
understands the nature of the organization 
and fashions these processes accordingly. 
In addition, there are many emerging 
technologies being used to aid in these 
processes in tandem with existing methods. 
Data capture, storage, and analysis continue 
to expand, allowing a speedier and potentially 
more accurate view and analysis of a 
given risk situation. Further, technologies 

incorporated into smart products offer data 
in specific areas, allowing for a more accurate 
assessment, which can help in developing a 
better treatment decision.

Treat risks
When deciding on the appropriate treatment 
of a risk, there are several approaches that 
can be considered:

• Avoid the risk

• Reduce or modify the likelihood and/or 
impact of the risk

• Transfer the risk

• Accept and exploit the risk

Avoiding the risk means not taking an 
action that is beyond the risk tolerance of 
an organization, or ceasing an action that 
has proved overly risky. In some cases, 
avoidance is the best way to proceed. For 
example, when considering an investment 
in new manufacturing equipment, analysis 
may find that the potential downside risk 
exceeds the potential for financial gain. But 
the challenge of risk avoidance can also mean 
missing out on a profitable opportunity or 
creating a disadvantage for one business 
area in favour of another, perhaps to the 
detriment of the organization as a whole. 
Both possibilities should be taken into 
account before accepting avoidance as the 
selected risk treatment measure.
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Certain risks can be treated by making 
changes to remove or decrease their 
likelihood or impact. For example, the 
chance of equipment failure can be lessened 
or removed by ensuring proper regular 
preventive maintenance to reduce the 
likelihood of unplanned outages and their 
consequences. Sprinkler systems can be 
installed to reduce the consequences of loss 
caused by fire. Employees can be trained in 
new processes to ease the transition from an 
old process, thereby reducing the likelihood 
and consequences of risks involving process, 
systems, or people.

Transferring the risk generally refers to 
financial and hazard risks. Insurance is a 
primary means of transferring financial 
risk. Transferring hazard risks can also be 
accomplished by sharing or transferring 
liability risk with other businesses, such as 
contractors hired with hold-harmless and 
indemnity provisions. 

Risk retention involves setting aside funds 
internally against possible losses. Retention 
is a preferred treatment choice for some 
organizations, either because it is more 
economical than insurance risk transfer or 
because insurance does not cover a particular 
circumstance. Most organizations use a 
combination of insurance and retention.

Exploiting the risk refers to taking actions to 
exploit the upside of speculative risk, wherein 
the organization takes an action seeking 
to realize a positive outcome. Preparing 
strategies to meet these risks is a key part of 
the ERM process. For example, if a competitor 
is at risk of failure, you may plan to increase 
marketing to reach their customer base and 
increase production to meet new target goals. 
One of the core principles of ERM is enabling 
organizations to improve the achievement 
of objectives, thereby creating value while 
concurrently protecting value by effectively 
managing downside risks.

Monitor and assure
Risk treatment is an ongoing and iterative 
process. Treated risks need to be monitored 
to ensure they continue to be effectively 
managed. Treatments will be revisited on a 
regular basis and adjusted as needed. There 
are several reasons for this. First, no risk or 
opportunity will remain static and will be 
of greater or lesser concern or value over 
time. Second, it will be useful to evaluate the 
treatments employed to determine if they 
remain effective. Third, new information will 
likely be available that can help fine-tune the 
approach to the risk. Fourth, new options 
for treatment may have become available. 
The degree of risk may change over time, 
necessitating alterations in the method or 
intensity of the risk treatment measures 
applied. Keeping track of the process will 
result in more effective treatment over time.

Controls allow for risk prevention, mitigation, 
and management to occur. Controls provide 
a testable framework for stress testing. The 
audit department in insurance companies 
and organizations is useful for testing the 
effectiveness of controls and ensuring 
they remain current. Audit processes 
provide independent testing and scoring 
for management and the board to ensure 
identified controls are effective.

In sum, any risk treatment will depend 
on the nature and degree of the risk. It 
may be decided that some risks need no 
active treatment other than acceptance 
and retention or can be treated simply, 
while others may require a more complex 
combination of treatments. Outcomes may 
be negative or positive or a combination 
of both. The aim is to manage the risk in 
the way that is of greatest advantage to the 
organization.

Risk retention involves setting aside funds internally against possible 
losses. Retention is a preferred treatment choice for some organizations, 
either because it is more economical than insurance risk transfer or 
because insurance does not cover a particular circumstance. Most 
organizations use a combination of insurance and retention.
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Implications for the 
insurance industry
The insurance industry in Canada was early to 
transition from traditional risk management 
to enterprise risk management. These tools 
were readily embraced and adapted by 
the insurance industry to fit their specific 
needs. The concepts naturally extended 
and coordinated activities long underway in 
the industry.

Large, multi-line insurance companies 
are typically more complex organizations 
than most mid-sized and smaller insurers. 
The benefits of transitioning to ERM were 
more apparent for larger insurers. But 
the process was also more challenging for 
larger companies. New responsibilities were 
established. New reporting structures cut 
across traditional lines. Multi-divisional 
processes were established. Most companies 
established the new position of chief risk 
officer as part of senior management, but 
also as a position that reports directly 
to the board.

The concept of ERM was quickly adopted 
by the insurance industry, while the 
implementation details continue to evolve. 
This is a healthy process. Circumstances 
arise, like the global COVID-19 pandemic, 
that challenge the best risk management 
processes. An effective process will adapt to 
any challenge.

The insurance industry was quick to apply 
ERM to understand and reduce the risk of 

loss, including both the likelihood and impact. 
This has been effective, as insurers responded 
well to a number of significant challenges 
in recent years. There is an opportunity for 
the insurance industry to use these tools 
more effectively to identify opportunities 
to exploit. A culture of innovation evident 
in some other industries could become a 
larger part of the insurance process. Ideally, 
this innovation will be based on a rigorous 
assessment of risk.

The concept of ERM was quickly adopted by the insurance industry, 
while the implementation details continue to evolve. This is a healthy 
process. Circumstances arise, like the global COVID-19 pandemic, that 
challenge the best risk management processes. An effective process 
will adapt to any challenge.
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How do insurers 
manage their 
own risk?
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Over the past 20 years, the insurance industry 
adopted enterprise risk management to 
enhance its risk management practices. 
While other industries were working through 
the International Standards Organization 
to document traditional risk management 
practices, leaders in the insurance industry 
were working through the Casualty Actuarial 
Society and the Canadian Institute of 
Actuaries to set out ERM practices designed 
specifically for the insurance industry.

Almost every insurance company in Canada 
has committed to ERM. Indeed, all but 
two insurers responding to PACICC’s 2021 
ERM Benchmark Survey have a documented 
framework or policy in place with established 
procedures.20 Insurers have adapted ERM 
to best address the specific risks facing 
the industry, manage their own risks, and 
maximize the value of the company. ERM 
is now central to discussion of strategy and 
risk by senior management, engagement with 
the board of directors, and communications 
across the enterprise.

Enterprise risk management is how Canada’s 
insurers manage risk.

20 PACICC, “ERM Benchmark Survey Report,” 2021.
21 Casualty Actuarial Society, “Overview of Enterprise Risk Management.”

ERM and the insurance industry
Enterprise risk management was developed 
to help any company adopt a broader, more 
holistic approach to managing risks across 
the enterprise and maximizing the value of 
the organization. This approach has been 
adopted across many industries, particularly 
for larger, more complex organizations. ERM 
is ideally suited for the insurance industry. 
Moving beyond the traditional approach to 
managing risk is a natural progression that 

was quickly adapted for the specific needs of 
the property and casualty insurance industry. 
 
Insurance risk includes a number of areas 
central to the industry. This includes 
underwriting, risk selection, rate making, 
reserving, and managing catastrophes.

This approach was developed specifically for 
the insurance industry to manage its own 
risk and maximize value. Industry-specific 
practices are based on guidance provided 
to all industries. In 2003, the Casualty 
Actuarial Society identified ERM as the 
best approach to manage risk,21 followed 
in 2004 by the COSO “Enterprise Risk 

Traditional risk management focuses on hazard risks. ERM frameworks 
are built around four types of risk: hazard, financial, operational, and 
strategic. This framework is adapted when applied to a specific company 
or industry. Six categories of risk are addressed by most insurance 
companies in Canada when managing their own risk:

• Insurance

• Credit

• Market

• Liquidity

• Operational

• Strategic

Six critical questions 
How do insurers manage their  
own risk?
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Management-Integrated Framework.”22 In 
2006, RIMS published the “Risk Maturity 
Model for Enterprise Risk Management”.23 

ISO 31000, “Risk Management—Guidelines,” 
was published in 2009 and updated in 2018. 
This is to show that many ERM practices are 
relatively new and they continue to evolve.

PACICC conducted the first ERM Benchmark 
Survey focused on the Canadian insurance 
industry in 2011.24 The survey included 
responses from 69 property and casualty 
insurance companies accounting for 87 
percent of industry premiums. Respondents 
included 24 of the 25 largest insurers 
in Canada. At that time, 50 insurers in 
Canada (80 percent of those responding) 
had adopted ERM.

The 118 property and casualty insurers in 
Canada responding to the 2021 PACICC ERM 
Benchmark Survey account for 94 percent 
of the premium generated by the industry.25 
Almost all of the companies (116) reported 
that they have a documented ERM framework 
or policy in place with established procedures, 
a significant increase from 10 years earlier.

Application of ERM in the Canadian insurance 
industry was strong in 2011, particularly for 
the larger insurers, and almost universal by 
2021. This is a remarkable response to the 
significant shift in risk management practices 
that was emerging only a few years earlier.

22 COSO, “Enterprise Risk Management.”
23 Risk Management Society, “RIMS Risk Maturity Model.”
24 PACICC, “ERM Benchmark Survey,” 2011.
25 PACICC, “ERM Benchmark Survey Report,” 2021.
26 Ibid.
27 Moorecraft, “A Risk Manager’s Rise to the C-Suite and the Boardroom.”
28 PACICC, “ERM Benchmark Survey,” 2011.
29 PACICC, “ERM Benchmark Survey Report,” 2021.

The purpose of ERM for 
insurance companies
The purpose of ERM is to manage risk across 
the organization to protect against loss and 
maximize the value of the organization. 
Most insurers (111 of the 118 responding 
to the 2021 PACICC ERM Benchmark 
Survey) consider the impact of material 
risks on expected company earnings when 
conducting enterprise risk management.26 
The majority also consider the impact on 
regulatory capital (102) and the reputation 
of the company (110).

Insurance companies use ERM to manage 
solvency regulation of their own risk and 
solvency assessment. ERM is a critical 

input to the determination of capital needs 
and strategic planning. It is sometimes 
used to support pricing decisions, 
develop new products, and determine 
executive compensation. ERM is a core 
skill and an important tool for insurance 
companies in Canada.

The role of the chief risk officer 
In 1993, James Lam was appointed chief risk 
officer with GE Capital, the first person in 
the world with this title.27 In 2011, half of the 
insurance companies in Canada had a chief 
risk officer responsible for ERM;28 in 2021  
that percentage rose to 78 percent.29  
 
 

PACICC conducted the first ERM Benchmark Survey focused on the 
Canadian insurance industry in 2011.24 The survey included responses 
from 69 property and casualty insurance companies accounting for 87 
percent of industry premiums. Respondents included 24 of the 25 largest 
insurers in Canada. At that time, 50 insurers in Canada (80 percent of 
those responding) had adopted ERM.
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Most insurers in Canada have established a risk management 
department. Staff and resources committed to ERM increased 
considerably over the past 20 years. Many insurers expect to 
allocate increased resources to risk management in the future. 
Indeed, in every survey conducted by PACICC between 2011 and 
2021, almost every company reported that they intend to maintain 
or increase the resources committed to risk management.

Risk management leadership for most 
Canadian insurance companies is the 
responsibility of the chief risk officer, but in 
some insurance companies this responsibility 
is fulfilled by the chief executive officer, chief 
agent, or the chief financial officer.

Most insurers in Canada have established 
a risk management department. Staff and 
resources committed to ERM increased 
considerably over the past 20 years. Many 
insurers expect to allocate increased 
resources to risk management in the 
future. Indeed, in every survey conducted 
by PACICC between 2011 and 2021, almost 
every company reported that they intend 
to maintain or increase the resources 
committed to risk management.

Risk governance
Canadian insurance companies with a 
board of directors and a risk management 
committee of the board naturally established 
direct access to those responsible for risk 
management. The process was in place for 
every insurer 10 years ago and has been 
maintained or strengthened since that time. 
Over time there has been an understanding 
that the quality of the governance oversight 

30 Ibid.

of risk management by insurance companies 
continues to strengthen as board members 
better understand how risk is identified, 
assessed, and treated.

Experience is also understood to have 
enhanced the capacity of risk management 
staff to inform, engage, and accept direction 
from board members. The extent and quality 
of this interaction is typically assessed 
by independent auditors and solvency 
regulators, presenting an opportunity for 
continuous improvement.

Many (65) insurers, representing more 
than half responding to the 2021 PACICC 
survey, report that they have engaged in an 
independent, external assessment of their 
risk management process.30 This is further 

evidence that insurers value the ERM process 
and are investing to improve the process 
through independent assessment.

The evolution of ERM
The 2021 PACICC ERM Benchmark Survey 
found that more than half of the respondents 
(70 companies) reported that ERM is highly 
embedded in the business and valued by 
senior management and the board of the 

Many (65) insurers, representing more than half responding to the 
2021 PACICC survey, report that they have engaged in an independent, 
external assessment of their risk management process.30 This is further 
evidence that insurers value the ERM process and are investing to 
improve the process through independent assessment.



Six Critical Questions Emerging Issues Research Series

22

directors.31 A further 37 insurers report that 
risk  management is accepted by the business, 
while 9 view ERM as a regulatory compliance 
exercise. Since 2011, almost all of the insurers 
reporting that implementation of ERM is 
primarily motivated by regulatory compliance 
are smaller insurers lacking the complexities 
found in larger insurance companies.

An important shift over time has been a 50 
percent increase in the number of larger 
insurance companies that previously viewed 
ERM as a tool accepted by the business 
and now report that it has become highly 
valued by senior management and members 
of the board. ERM provides a holistic view 
of risk supported by improved quality and 
consistency of information. Management 
can confidently demonstrate that treatments 
are effective, risks are under control, and 
regulatory obligations are met.

The 2021 PACICC survey found that 111 (94 
percent) of 118 insurers responding have a 
board-approved risk appetite statement in 
place.32 In contrast, only half (52 percent) 
of the insurers responding to the 2013 
survey had established a risk appetite 
statement.33 Many companies developed 
a formal understanding of willingness to 
accept risk over the past few years. This 
was driven in part by solvency regulators. 
Determination of tolerable or acceptable risk 
is a critical element of own risk and capital 
management, which is now in place across 
the insurance industry.

31 Ibid.
32 Ibid.
33 PACICC, “ERM Benchmark Survey,” 2013.
34 PACICC, “ERM Benchmark Survey,” 2021.
35 Ibid.

The Canadian insurance industry has 
significantly enhanced its processes to 
manage existing and emerging risks. Since 
2011, PACICC has not only conducted an 
ongoing survey of industry risk officers to 
identify emerging risks, but has also hosted 
lectures and conversations about current and 
emerging risks. Since 2015, the Insurance 
Institute of Canada has commissioned a 
series of emerging issues research reports 
dealing with cyber security, climate change, 
AI and big data, automated vehicles, the 
sharing economy, and human resources. 
The Canadian Institute of Actuaries has 
generated a number of publications about 
emerging risks for its members. Moreover, 
Swiss Re, Lloyd’s, Zurich, and several other 
insurers publish advice about emerging risks. 
The leading emerging issues for the Canadian 
insurance industry identified in the 2021 
PACICC ERM Benchmark Survey over the 
next 10 years include climate change, cyber 
security, technological change, autonomous 
vehicles, and strategic innovation.34

Cyber risk is a top concern at this time for 
most insurers. Indeed, 107 (92 percent) of 
the 116 insurers responding to PACICC’s 
2021 ERM Benchmark Survey report that 
they have a cyber protection plan in place to 
protect the organization.35 Many (43 percent) 
test the program on an ad hoc basis, while 
almost half (47 percent) test the program 
every year and some (10 percent) every two 
to three years.

Cyber risk is a top concern at this time for most insurers. Indeed, 
107 (92 percent) of the 116 insurers responding to PACICC’s 2021 
ERM Benchmark Survey report that they have a cyber protection 
plan in place to protect the organization.35 Many (43 percent) test 
the program on an ad hoc basis, while almost half (47 percent) 
test the program every year and some (10 percent) every two 
to three years.
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Management of cyber threats illustrates the 
evolution from traditional risk management 
practices to enterprise risk management. 
Most insurers have integrated cyber risk 
management into their risk management 
process. This includes assessing the priority 
of cyber threats relative to other risks 
and developing treatment plans given 
appropriate resources and integrated across 
the company. The transition from traditional 
to enterprise risk management permitted 
a greater understanding of cyber threats 
across the organization than would have 
been evident when approached in isolation 
by IT departments, and it supported an 
organization-wide response to the threat 
that may not have been possible with 
traditional treatment.

Business continuity planning is another 
risk management practice in insurance 
companies that has evolved as a result of the 
introduction of ERM. This was particularly 
evident as the insurance industry managed 
continuity when confronted by the COVID-19 
pandemic. Resources allocated to continuity 
planning, testing, and disaster recovery are 
now systematically assessed through the 
risk management process. This includes 
analysis of the frequency of testing and 
expected recovery time for a range of risks. 
ERM provides a greater understanding of the 
relative priority of continuity planning and 
the benefits of ongoing testing.

An explicit objective established by PACICC’s 
Risk Officer’s Forum when it was created 
more than 10 years ago was to measure 
and narrow differences in ERM practices 
between large and small insurers. In 2011, 

most large insurance companies had a chief 
risk officer, a department responsible for risk 
management, an approved ERM process, and 
they were monitoring emerging risks. In 2011, 
however, PACICC documented that many 
small and mid-sized insurance companies 
had not yet adopted these approaches. By 
2021, implementation across the industry 
improved significantly and differences 
between companies had narrowed  
considerably. Experience demonstrates that 
risk management in small and mid-sized 
insurance companies will and should differ 
from that applied in large, more complex 
enterprises; nevertheless, it is exciting to 
see that actions taken to share knowledge 
and provide access to issue leaders has 
resulted in a significant narrowing in the 
differences in risk management practices 
across the industry.

Opportunities for improvement
A positive risk culture is essential for 
effective risk management. It takes time 
for good practices to be embraced across 
the enterprise. People need to feel secure 
discussing risk, including insurance, 
operational, financial, and strategic risk.

Surveys of industry practices find that 
insurers have well-established processes 
to identify and profile material risks. This 
includes securing information about the 
root causes, triggers, potential impacts, 
and treatment measures. Practices 
typically include prioritization of individual 
risks, assigning a person with primary 
responsibility for managing material 
risks, and preparation of an action plan to 
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effectively manage priority risks. An ongoing 
challenge involves the difficulty in developing 
consistent processes to measure and assess 
the likelihood and severity of all risks. The 
risk profile for many risks, including some 
priority risks, is often subjective, lacking 
agreed-upon measures to quantify their 
likelihood and severity.

Over the past 15 to 20 years, introduction 
of the ERM process served to build a 
deeper understanding of risk management 
in discussions across senior management. 
This was immediately extended to include 
conversations with members of the board 
of directors. Communication about risk 
management and company value is much 

improved at the senior management level 
across the insurance industry. An important 
opportunity for improvement involves 
greater sharing of this information with 
employees and other critical stakeholders.

Most employees are not directly involved in 
company discussions of risk management. 
Cyber risk presents an exception that 
demonstrates the benefit of broader 
discussion. Most companies have begun 
to engage all employees in optimizing 
implementation of best practices to prevent 
attacks. Ideal practices are required across 
the company and are best secured through 
enhanced employee knowledge of the risk 
and loss prevention practices. Over time, 
insurers will likely identify additional 
opportunities to enhance company value 
through increased employee awareness of 
risk management best practices.

Risk control good practices are complex, 
potentially not well understood, and can be 
difficult to manage effectively. This is most 

evident with a silo approach and for those 
with extensive legacy issues. It is important 
to be nimble and agile in response to a 
changing business environment presenting 
new risks, including cyber, climate, and 
automation. Risk controls must support 
regulatory compliance and enhance 
shareholder value through the protection 
of critical assets, practices, and reputation. 
These challenges require robust and well-
understood frameworks with effective 
assurance activities that deliver actionable 
management information.

Many outside of the insurance industry 
are largely unaware of the remarkable 
improvement in risk management achieved 

by the industry over the past 15 to 20 years. 
This likely includes most consumers, elected 
officials, and many other stakeholders that are 
important to insurance companies, including 
many investors. The industry will benefit 
from a broader public understanding of the 
insurance industry’s skills in managing risk.

A few insurance companies link executive 
compensation to risk management 
practices. ERM seeks to increase the 
value of the company through increased 
earnings, reduced need for regulatory 
capital, and improved reputation. Executive 
compensation is frequently linked to these 
outcomes, but there appears to be scope to 
reach deeper to link compensation with the 
critical actions that increase the likelihood of 
strong outcomes, including risk management. 
A critical element involves the establishment 
of a corporate culture by company leaders 
that is strongly focused on effective risk 
management. The tone from the top is 
extremely important.

Over the past 15 to 20 years, introduction of the ERM process served 
to build a deeper understanding of risk management in discussions 
across senior management. This was immediately extended to include 
conversations with members of the board of directors. Communication 
about risk management and company value is much improved at the 
senior management level across the insurance industry. An important 
opportunity for improvement involves greater sharing of this information 
with employees and other critical stakeholders.
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Property and casualty insurance is Canada’s most competitive financial 
industry. Intense competition is nevertheless accompanied by remarkable 
collaboration to address specific issues, including risk management.

Implications for the 
insurance industry
Property and casualty insurance is Canada’s 
most competitive financial industry. Intense 
competition is nevertheless accompanied by 
remarkable collaboration to address specific 
issues, including risk management.

For example, for more than a decade PACICC 
has provided a Risk Officer’s Forum for its 
participating insurers. Insurance industry 
officials responsible for risk management 
meet regularly to discuss the business of 

managing risk in the insurance industry. The 
forum explores industry best practices for 
own risk management and capital modelling, 
emerging issues, and solvency regulation. 
One objective of the forum has been to 
narrow an identified gap in risk management 
practices of small and mid-sized insurance 
companies when compared to that of large 
insurers, and significant progress is evident. 
PACICC may be the only organization in the 
world that has documented the improvement 
in insurance industry practices to manage the 
risks they face.

Moreover, insurance industry volunteers have 
established ERM guidance for the Canadian 
insurance industry through the Canadian 
Institute of Actuaries, the Casualty Actuarial 
Society, the Risk Management Society, and 
the Insurance Institute of Canada. In contrast 

to the risk management standards developed 
by the International Standards Organization 
and the Committee of Sponsoring 
Organization of the Treadway Commission, 
the advice is specifically designed to support 
the needs of the Canadian insurance industry.

In addition, the Office of the Superintendent 
of Financial Institutions (OSFI), Autorité 
des marchés financiers (AMF), the British 
Columbia Financial Services Authority, 
and members of the Canadian Council of 
Insurance Regulators provided important 
feedback to advance the insurance industry’s 

management of their own risk. In particular, 
OSFI and AMF each hold an annual meeting 
with industry leaders to share findings and 
concerns resulting from their assessment 
of company practices. Solvency regulators 
consistently seek to encourage insurance 
companies to improve risk management 
practices, particularly for companies lagging 
behind the industry norm, while purposely 
avoiding requiring specific practices.

The insurance industry’s commitment to 
professional management of its own risks is 
good for consumers, investors, and for the 
industry. Evidence of the industry’s success 
in risk management is found in sustained 
(moderate) profitability, the absence of 
company insolvencies, improving consumer 
understanding of the value of insurance, and 
the success of Canadian insurance companies 
in raising capital from investors.



How does 
regulation affect risk 
management?
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Adequate capital is critical for the overall 
safety and stability of an insurer. Own 
Risk and Solvency Assessment (ORSA) is 
a central part of the process that insurance 
companies and other financial institutions 
use to manage their capital and solvency 
risks. Since 2017, ORSA has become a core 
element of solvency supervision in Canada. 
Prudential regulators require insurers to set 
their risk appetite, assess material risks, test 
controls in place, and establish governance 
procedures to initiate corrective action if 
needed.36 Each company details the process 
in an ORSA report that insurers file with 
regulators. Supervisors assess the process 
and provide independent feedback to 
insurers, a welcome and important element 
to protect insurance consumers.

Property and casualty insurance is one of the 
most heavily regulated industries in Canada. 
Most aspects of the business are supervised 
in some fashion, and several elements are 
regulated at great depth. One of many aspects 
of insurance regulation that is challenging for 
the industry is the many agencies involved—
agencies that largely operate independently 
despite some overlap in responsibility. For 
example, different regulators are typically 
responsible for solvency supervision, market 
conduct, ratemaking, licensing, financial 
disclosure, privacy, cyber threats, health and 
safety, and so on.

All insurance companies in Canada are 
subject to prudential regulation. This process 
is working well. Some insurers report to the 
OSFI, including most of the larger insurers 
operating across the country and all branches 

36 Office of the Superintendent of Financial Institutions (OSFI), “Own Risk and Solvency Assessment.”

of international groups. Some insurers report 
to provincial regulators that include Autorité 
des marchés financiers (AMF) and British 
Columbia Financial Services and Authority 
(BCFSA). This includes a few large insurers, 
several mid-sized companies, and many 
smaller carriers. OSFI and AMF have set 
out ORSA guidance for the institutions 
they supervise. BCFSA, Alberta, and some 
other provinces have committed to apply 
the approach to ORSA established by OSFI. 
Integration of ORSA in prudential regulation 
of insurance companies is consistent and 
effective across most of the country.

Canada’s prudential regulators are committed 
to risk-based supervision. Prudential 
regulation is adapted for each institution 
to reflect its risk appetite, the nature of the 

business, the size of its operations, and other 
circumstances. OSFI and AMF were early to 
adopt risk-based solvency supervision, an 
approach that has since been accepted across 
Canada and around the world as best practice. 
Some metrics demonstrating the benefits of 
risk-based prudential regulation include high 
consumer confidence in Canada’s financial 
institutions and the absence of insolvencies 
over almost 20 years.

The transition from traditional risk 
management by insurance companies 
to enterprise risk management has been 
effectively integrated into prudential 
regulation of insurance companies in Canada. 
Insurance companies provided leadership as 
risk management tools supported analysis 
across the organization and assessment 
of risk and opportunity. This included an 

Property and casualty insurance is one of the most heavily regulated 
industries in Canada. Most aspects of the business are supervised in 
some fashion, and several elements are regulated at great depth. 

Six critical questions 
How does regulation affect risk 
management?
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In 1999, the OSFI published its risk-based framework for prudential 
regulation. Since that time, the International Association of 
Insurance Supervisors and other agencies around the world 
responsible for solvency supervision of financial institutions 
identified risk-based supervision as best practice.

enhanced capacity to assess their capital 
needs and targets. OSFI and AMF worked 
with the industry to inform their prudential 
regulation practices. Regulators also provide 
additional input for insurance companies to 
enhance their risk management.37 Proactive 
actions by insurance companies to identify 
and treat risk are in the best interests of the 
company, while also advancing the objectives 
of the regulator to protect consumers. The 
enhanced risk management evident across 
the Canadian insurance industry is good for 
consumers, good for the insurance industry, 
and strengthens communications with 
regulators—a win, win, win. 

Risk-based supervision
In 1999, the OSFI published its risk-based 
framework for prudential regulation. Since 
that time, the International Association of 
Insurance Supervisors and other agencies 
around the world responsible for solvency 
supervision of financial institutions identified 
risk-based supervision as best practice. 

Canada’s financial regulators are committed 
to risk-based solvency supervision. The OSFI, 
AMF, and BCFSA are among the insurance 
regulators in Canada committed to providing 
solvency supervision proportional to the 
nature, scale, and complexity of each insurer, 
bank, and credit union and their risk profile. 
A commitment to risk-based supervision is a 
core element of how solvency supervisors in 
Canada describe their purpose and encourage 
judgment of their practices.

37 Ibid.
38 PACICC, “Insolvencies.”
39 MSA Research, “The MSA Researcher P&C and Life/Health Platforms.”
40 Canadian Council of Insurance Regulators (CCIR), “An Approach to Risk-Based Market Conduct 

Regulation.”
41 Ibid.
42 Ibid.

Several metrics show that risk-based prudential 
regulation is effective in protecting insurance 
consumers in Canada. First, it appears that 
consumer confidence is high in the industry’s 
ability to pay claims. It is unclear if this has 
been verified through consumer surveys, but a 
monitoring of media coverage finds an absence 
of public concern about the financial health 
of the industry. Second, it has been almost 20 
years since an insurance company in Canada 
was declared insolvent.38 Third, the industry 
reported consistent growth in the capital 
it holds.39 Indeed, industry capital in place 
relative to premiums increased significantly 
over the past 50 years. The introduction of 
risk-based solvency regulation coincides with 
these positive measures.

“An Approach to Risk-Based Market Conduct 
Regulation” is a 2008 report by the Canadian 
Council of Insurance Regulators.40 The 
Council found that extending the commitment 
to riskbased prudential regulation to the 
supervision of market conduct has a number 
of challenges. First, prudential regulators 
deal solely with insurers, while market 

conduct supervision involves thousands 
of intermediaries “who are the face of the 
insurance industry to many consumers.”41 
Second, solvency regulation involves a small 
number of well-defined risks, while “market 
conduct risks tend to be much more difficult 
to define and quantify.”42 And third, market 
conduct regulators may be charged with a 
number of functions that do not fit well within 
a risk-based model, including significant 
aspects of auto insurance regulation.
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A critical finding is that risk-based prudential 
regulation is in place for most privately owned 
insurance companies in Canada. Regulators 
embrace risk-based practices to supervise 
solvency risks. In particular, the industry 
transition from traditional risk management 
to enterprise risk management coincided 
with the transition of regulators to risk-
based supervision.

Regulation of own 
risk management
Prudential regulation seeks to protect 
consumers through actions to ensure that 
financial institutions have sufficient capital to 
meet current and foreseeable needs. Prudential 
regulatory practices are constantly evolving. 
Presently, this includes a focus on ORSA for 
insurance companies and internal capital 
adequacy assessment processes for deposit-
taking institutions. These regulatory tools are 
informed by ERM.

In 2012, the OSFI issued draft guidelines for 
public consultation on ORSA and internal target 
capital ratios. They proposed a requirement 
that insurers conduct a comprehensive 
forward-looking internal assessment that would 
include identifying material risks, assessing the 
adequacy of their risk management, and current 
and likely future solvency positions. All this 
would be done in a manner proportionate to 
the nature, scale, and complexity of their own 
business and risk profile.43

43 OSFI, “Own Risk and Solvency Assessment.”
44 Autorité des marchés financiers (AMF), “Capital Management Guideline.”
45 Ibid.
46 Ibid.
47 OSFI, “Own Risk and Solvency Assessment.”

In 2015, AMF issued its capital management 
guideline. The guide integrates a company’s 
own risk and solvency assessment into its 
approach to solvency supervision. In particular, 
the guide includes the following statement: 
“The AMF expects the financial institution to 
establish its internal capital target in a prudent 
and forward-looking manner, setting up an 
own risk and solvency assessment mechanism 
adapted to its nature, size and complexity.”44

The AMF describes ORSA as “a set of iterative 
processes designed to assess, in an ongoing 
and forward-looking manner, a financial 
institution’s material risks and the capital 
required to support them. This tailored 
alignment of risks with capital is key and an 
indispensable part of a financial institution’s 
integrated risk management.”45 They add, 
“The AMF expects the application of own risk 
and solvency assessment mechanism to be the 
subject of an official report to the board of 
directors at least once a year, or more often if 
the financial institution’s risk profile changes 
significantly.”46

In 2017, the OSFI issued a guide on ORSA. 
The guide states that “ORSA should serve as a 
tool to enhance an insurer’s understanding of 
the interrelationships between its risk profile 
and capital needs. The ORSA should consider 
all reasonably foreseeable material risks, be 
forward-looking and be congruent with an 
insurer’s business and strategic planning.”47 
The OSFI notes it will consider the company’s 
ORSA in its assessment of risk management 

Prudential regulation seeks to protect consumers through actions 
to ensure that financial institutions have sufficient capital to meet 
current and foreseeable needs. Prudential regulatory practices are 
constantly evolving. Presently, this includes a focus on ORSA for 
insurance companies and internal capital adequacy assessment 
processes for deposit-taking institutions. These regulatory tools 
are informed by ERM.
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practices, but will not approve an ORSA. 
Moreover, the ORSA guide is one element of 
its oversight, while other guidance is provided 
concerning the supervisory framework, large 
exposure limits, investment concentration, 
sound reinsurance practices, stress testing, 
and internal capital targets.

ORSA and ERM
The OSFI’s 2017 ORSA guide states, 
“The existence of a robust enterprise 
risk management framework enhances 
the ability of an insurer to effectively 
reflect risks in its ORSA. Enterprise risk 
management, along with related controls 
and governance mechanisms, and the ORSA 
should be well integrated so that information, 
analysis and results from both processes 
are consistent.”48 The transition from 
traditional risk management to enterprise 
risk management by Canada’s insurers was 
critical to supporting the introduction of 
ORSA. The focus of solvency regulators has 
been to ensure that insurers establish their 
own understanding of the risks they face and 
their capital needs. Insurers use enterprise 
risk management to manage risk and ORSA 
to determine and report their capital needs 
informed by risk analysis.

ORSA and ERM are tools used by Canada’s 
insurers to identify, define, and assess 
the materiality and likelihood of known, 
reasonably foreseen, and emerging risks. The 
assessment should include all material risks, 
including those that are not easily quantified. 
The process should consider non-material 
risks that may become material if combined 
with other hazards, and seek to document 
critical assumptions. Many elements of 
an insurer’s ERM and ORSA reports are 
expected to provide a consistent view of risks.

48 Ibid.
49 Ibid.

Relating risk to capital
Insurance companies are expected to set 
internal capital targets. Stress and scenario 
testing are tools to inform the assessment 
by insurers of the risk that they may be 
unable to meet their internal targets or 
supervisory targets.

The OSFI, AMF, BCFSA, and other solvency 
regulators stress the importance that ORSA 
is tailored to an insurer’s own view of its 
risk profile and appetite and reflects the 
nature, scale, and complexity of the insurer. 
ORSA and ERM assess and inform the 
circumstances of each company, appropriate 
to their own circumstances. The OSFI, for 
example, notes “There is no single correct 
approach to an ORSA, and one approach will 
not fit all insurers…It is understood [that] 
ORSA may vary by company.”49

Governance and reporting
The OSFI, AMF, BCFSA, and some other 
insurance solvency regulators in Canada 
require insurers to prepare an ORSA report, 
present the report to their board of directors 
at least once a year, and, upon request, share 
a copy with their supervisor. In combination 
with strategic planning and risk management, 
ORSA links management action and board 
oversight directly to management of actions 
to achieve internal capital targets.

Insurance regulators seek evidence that 
risks and capital adequacy are monitored 
so that insurers take corrective action 
before capital erodes and other problems 
emerge. Monitoring and reporting should 
be accompanied by ongoing testing of 
capital adequacy using scenarios and various 
stresses. The regulators seek assurance 
that regular review of the ORSA process is 
conducted to ensure the accuracy, integrity, 
and reasonableness of the findings. 
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The regulator will assess the process to 
determine if it is comprehensive and 
appropriate for the nature, scale, and 
complexity of the business. There is an 
expectation that the ORSA process will be 
subject to external review by an auditor 
or other appropriately skilled individual 
reporting directly to the board.

Risk appetite
A clear understanding of acceptable 
and tolerable risk is the foundation for 
effective risk management. ERM and ORSA 
frameworks require a statement of an 
insurer’s risk appetite, which reflects what 
an organization is willing to undertake 
to achieve its objectives based on its risk–
reward analysis and tolerance for uncertainty. 
Management requires board acceptance and 
is responsible for ensuring that all actions 
are consistent with the established tolerance 
for risk. Solvency regulators seek evidence 
that company behaviour aligns with their 
objectives. Insurers, for example, that 
choose to pursue markets and policyholders 
with higher known risk will be expected by 
solvency regulators to maintain additional 
capital, charge higher premiums, and 
experience more volatile financial returns 
than insurers pursuing more stable markets. 
Risk management and capital management 
practices must align with the organization’s 
established appetite for risk. 

Implications for the 
insurance industry
Prudential regulation in Canada focuses on 
the assessment of capital adequacy. Solvency 
supervisors require insurers to conduct an 
own risk and solvency assessment. The 
ORSA report provides management and the 
board with an assessment of material risks, 
monitors progress toward achievement of 

an internal capital requirement, and informs 
discussion with the regulator. ORSA is an 
important process for insurers to integrate 
ERM with capital management. ERM is a 
process designed to identify and manage risk 
to protect, create, and maximize the value 
for an enterprise. ORSA is a similar tool to 
manage risk with a focus on capital adequacy. 
Both embrace a culture of risk management 
as the foundation for success, an approach 
central to the business of insurance.

Discussion with prudential regulators 
about the ORSA process and findings is a 
powerful mechanism to further improve 
the performance of insurance companies. 
Regulators have access to risk management 
information from across the industry. The 
OSFI hosts an annual meeting to discuss 
with industry leaders the findings from its 
assessment of industry’s risk management 
practices. Some years this includes the 
findings from scenario tests done across the 
industry, providing insights only available to 
the regulator. Rendez-vous avec l’Autorité 
is an annual event hosted by the AMF to 
advance best practices to protect consumers. 
The Canadian insurance industry and its 
consumers are fortunate that solvency 
regulators in this country consistently 
demonstrate such leadership. 

Senior staff from the OSFI, AMF, and 
BCFSA are also regularly invited guests that 
contribute to PACICC’s Risk Officer’s Forum. 
PACICC provides a forum for regulators to 
speak directly with insurance leaders, in 
confidence, about risk management best 
practices. PACICC publications like Solvency 
Matters and Why Insurers Fail further inform 
industry risk managers.

ORSA is a powerful and welcome process 
used by solvency regulators to supervise 
Canada’s insurers. The ORSA process was 
designed to build upon ERM—an approach 
that best serves insurance consumers, the 
insurance industry, and regulators.

ORSA is a powerful and welcome process used by solvency regulators 
to supervise Canada’s insurers. The ORSA process was designed to build 
upon ERM—an approach that best serves insurance consumers, the 
insurance industry, and regulators.
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Most insurance companies in Canada state that their purpose is broader 
than providing compensation to policyholders that experience a 
covered loss. This is evident in annual reports, social media, shareholder 
information, and other public documents. The prominence of these 
expressions suggests an understanding in the insurance industry that 
many consumers are not presently aware that insurance companies are 
ready, willing, and able to do more to address their risk management 
needs beyond the promise of compensation after a loss.

The US version of the Oxford English 
Dictionary describes insurance as “A practice 
or arrangement by which a company or 
government agency provides a guarantee of 
compensation for a specified loss, damage, 
illness, or death in return for payment of 
a premium.”50 Success in managing an 
insurer’s own risk presents an opportunity 
for the insurance industry to move beyond 
the promise of financial compensation if a 
loss is incurred to increasingly provide loss 
prevention advice and services. The insurance 
industry in Canada can choose to shift its 
focus from a promise of compensation to 
those experiencing a loss and become a 
proactive partner working to help society 
manage and reduce the risk of loss.

Most insurance companies in Canada state 
that their purpose is broader than providing 
compensation to policyholders that 
experience a covered loss. This is evident 
in annual reports, social media, shareholder 
information, and other public documents. 
The prominence of these expressions 
suggests an understanding in the insurance 
industry that many consumers are not 
presently aware that insurance companies 
are ready, willing, and able to do more to 
address their risk management needs beyond 
the promise of compensation after a loss.

There are a number of factors that add to 
the difficulty for insurance companies to 
shift public understanding of change in the 
purpose of insurance. First, it is challenging 

50 Lexico, US version, “Insurance.”

to communicate with millions of vehicle 
owners, homeowners, businesses, and other 
interested parties. More than 310,000 people 
work in the Canadian insurance industry, so 
customers receive different messages about 
the evolving objectives of the industry 
and that of a specific insurance company. 
Independent brokers, agents, and claims 
adjusters are the primary voice of the industry 
to consumers, communicating by their words 
and actions on behalf of insurance companies. 
It is a challenge to consistently explain 
change through many voices.

Second, consumer understanding of 
insurance is shaped by discussion with 
family and friends and the actions of 
industry regulators and other stakeholders. 
Consumers may speak about value and 
service quality. Some, particularly younger 
consumers, are interested in environmental 
and social equity issues when they purchase 
goods and services, including insurance 
coverage. Insurance regulators largely 
assess solvency through ability to pay claims, 
market conduct through satisfaction in 
resolving claims, and rate approval through 
judgment of rates. Regulatory practices often 
reinforce the view of most consumers that 
insurers earn a premium so the industry can 
respond to claims.

Third, many insurance industry supports for 
customer risk management are not visible for 
most consumers. Some are emerging and yet 
to mature. Others have been in place for a 

Six critical questions 
Is the purpose of insurance 
changing in Canada?
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long time but are not evident. In particular, 
the industry’s ability to put a price on risk is a 
powerful mechanism, but insurance practices 
frequently do not provide information to 
consumers that a specific change in behaviour 
will result in a change in the cost of insurance. 
Many customers have difficulty identifying 
actions taken by their insurer to help them 
understand, reduce, or otherwise treat risk. 

Insurance companies express their purpose 
and objectives in public statements as a 
means to retain existing customers and 
appeal to new ones. Communications 
about vision and goals are also important to 
attract investors and inform other interested 
parties, including regulators. Insurance 
companies and brokers do this through 
social media, their website, annual reports, 
and other means.

Insurance companies do not state that 
they exist only to provide a guarantee of 
compensation for a specific loss in return 
for payment, or other words to this effect. 
Indeed, the industry is working to establish 
a broader understanding of their purpose 
in service of customers. Nevertheless, the 
insurance industry in Canada faces a number 
of challenges to shape public understanding 
of the role that it seeks to assume.

Insurance companies
Many insurance companies state that 
their objective is to help Canadians thrive 
and prosper in a world filled with risk 
and uncertainty. Every insurer provides 
compensation following a covered loss, but 
many companies—indeed most—aspire to do 

51 Intact, “Annual Report 2020.”
52 Desjardins, “Vision, Mission and Values.”

more. Insurers understand that this is difficult 
to communicate and achieve. For example, 
Canada’s five largest insurance companies 
made the following statements:

• Intact Financial Corporation’s 2020 
Annual Report begins with, “We believe 
that insurance is about people, not 
things. Our purpose is clear—to help 
people, businesses and society prosper 
in good times and be resilient in bad 
times. Our purpose extends beyond 
simply getting customers back on track 
after a crisis. We combine our financial 
strength and deep industry expertise to 
help build a resilient society. Our strength 
is based on living our Values, caring for 
people, being open and honest, taking 
accountability, and driving change.”51

• Desjardins Group’s mission is “To 
contribute to improving the economic 
and social well-being of people and 
communities within the compatibility 
limits of our field of activity: By 
continually developing an integrated 
cooperative network of secure and 
profitable financial services, owned and 
administered by our members, as well as 
a network of complementary financial 
organizations with competitive returns, 

controlled by our members. By educating 
people, particularly members, officers 
and employees, about democracy, 
economics, solidarity, and individual 
and collective responsibility.”52

• The Aviva Group’s purpose is, “With you 
today, for a better tomorrow…Aviva exists 

Insurance companies express their purpose and objectives in public 
statements as a means to retain existing customers and appeal to new 
ones. Communications about vision and goals are also important to 
attract investors and inform other interested parties, including regulators. 
Insurance companies and brokers do this through social media, their 
website, annual reports, and other means.



35

Managing Risk: Implications for the Insurance Industry in Canada    Emerging Issues Research Series

to be with people through all phases of 
their lives. We are here for our customers 
when it really matters. We help them 
make the most of life. Because at Aviva, 
we understand that what you do today 
creates what is possible tomorrow.”53

• The Co-operators’ vision “to be a 
catalyst for a sustainable society is 
reflected in everything we do, including 
our community investment programs, 
strategic partnerships, and active 
volunteerism. We champion and 
fund the development of community-
oriented co-operatives and social 
enterprises, invest for positive 
impact, and work hard to contribute 
to communities across Canada by 
supporting financial literacy, mental 
health, flood safety, and sustainability 
initiatives and programming.”54

• The purpose of Wawanesa Mutual 
Insurance is, “We are here to look 
after one another.” Wawanesa’s vision 
is, “Together, we will build a safer, 
healthier, more sustainable future 
for our members and communities…
Supporting our communities is the 
essence of who we are.”55 

A review of vision and purpose statements 
for a large number of insurance companies 
in Canada finds similar expressions. This 
is evident for large multi-line insurers and 
for many companies that specialize in auto, 
residential, or commercial lines coverage. 
This broader direction is evident for mutual 
companies and those publicly traded. 

53 Aviva, “Who We Are and What We Do.”
54 Co-operators, “About Us.”
55 Wawanesa Insurance, “Our Purpose, Vision and Values.”
56 Tanner Insurance, “Serving You for Three Generations.”
57 Insurance Brokers Association of Canada (IBAC), “Consumers.”

Companies that use independent brokers to 
distribute their cover and direct writers speak 
of their goal to provide financial protection 
and other services. Differences are evident 
in the company statements, but the overall 
direction is consistent across carriers to help 
customers succeed in a world filled with risk 
in addition to the promise of compensation 
to those that experience a loss.

Brokers, agents, and adjusters
Independent brokers, agents, and adjusters 
are the primary contact for the insurance 
industry with customers. Tens of thousands 
of brokers, agents, and adjusters work in the 
industry, and naturally there are differences 
in what they communicate with customers. 
The website of Tanner Insurance, a leading 
broker in the Ottawa area, states “Our goal 
is to be the Ottawa insurance broker you can 
count on! While we consistently provide our 
clients with the highest quality products on 
the market, we manage to do so at the most 
competitive rates available.”56 Brokers, like 
Tanner Insurance, and agents speak about 
their ability to help customers find the right 
coverage at the best rates.

Agents and brokers are skilled in helping 
customers find coverage for their needs at a 
fair price. The Insurance Brokers Association 
of Canada represents independent insurance 
brokers across Canada. The association 
argues that “Your best insurance is an 
insurance broker…Anyone with assets 
to protect will benefit from security and 
peace of mind that insurance provides.”57

Agents and brokers are skilled in helping customers find coverage 
for their needs at a fair price. The Insurance Brokers Association of 
Canada represents independent insurance brokers across Canada. The 
association argues that “Your best insurance is an insurance broker…
Anyone with assets to protect will benefit from security and peace of 
mind that insurance provides.”57 Over many generations, there has been 
a focus by agents and brokers on the promise of financial protection.
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Over many generations, there has been a 
focus by agents and brokers on the promise 
of financial protection.

Brokers and agents manage much of the 
communications informing insurance 
customers in Canada. The Insurance Brokers 
Association of Canada works to ensure 
that “Brokers are an integral and trusted 
part of the insurance process, providing 
expert advice, choice and customer service 
for their clients.”58 The association states 
that “Property and casualty insurance 
(P&C) protects your home, car or business 
against loss or damage, providing financial 
compensation that allows you to restore 
or replace your valuable assets and return 
to normalcy.”59

Communicating change is challenging, 
particularly change in insurance practices. 
The introduction of residential coverage for 
overland flood is an example. Most insurance 
companies offer overland flood insurance 
coverage for those not located in zones at 
high risk. However, this coverage was not 
available at the beginning of 2015. Coverage 
was introduced at different times in different 
locations and with different coverage terms 
for different insurance companies. Brokers 
and agents were excited by the opportunity 
to introduce new protection for consumers, 
but the process was difficult to communicate. 

Customers have long sought information 
to understand differences in insurance 
coverage terms, conditions, and pricing. 
Some customers, particularly younger 
consumers, also demonstrate that their 
choices are influenced by actions taken to 

58 IBAC, “Brokers.”
59 IBAC, “Consumers.”
60 Crawford & Company, “Our Purpose.”

address societal issues, including climate 
change, sustainability, and social justice. 
Brokers and agents are working with 
insurance companies to communicate this 
information, with considerable variation in 
the interests of consumers and the actions 
of insurance companies.

Adjusters have a special challenge. Customer 
expectations of protection in place 
sometimes differ from actual coverage. 
This is most likely to become evident when 
responding to a claim. Moreover, customer 
understanding of differences in protection 
between carriers may become clear when 
they speak to a neighbour following a 
loss. Best efforts by brokers and agents to 
explain coverage when it is put in place 
can still result in challenges for the team 
responding to claims. Some customers will 
be disappointed because they expected more. 
In these circumstances, it can be challenging 
for adjusters and other members of the 
claims team to also communicate other loss 
reduction messages.

For example, Crawford and Company state 
“Our purpose is to restore. At Crawford, 
we know that behind every claim there’s 
a story…a person, a child, a friend. Behind 
every claim there are people who look to 
us on their worst days. And by helping to 
restore their lives, we are helping to restore 
our community—one claim at a time.”60

Regulators

Insurance is one of the most regulated 
businesses in Canada. Regulators play an 
important role in supervising industry 

Insurance is one of the most regulated businesses in Canada. Regulators 
play an important role in supervising industry practices and informing 
consumers about insurance. Statements by insurance regulators and their 
practices often focus on the indemnification role of insurance. For example, 
the Financial Services Regulatory Authority in Ontario states, “When you 
purchase a home insurance policy, you agree to pay premiums, and the 
insurance company agrees to pay for certain losses if they occur.”61
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practices and informing consumers about 
insurance. Statements by insurance 
regulators and their practices often focus on 
the indemnification role of insurance. For 
example, the Financial Services Regulatory 
Authority in Ontario states, “When you 
purchase a home insurance policy, you agree 
to pay premiums, and the insurance company 
agrees to pay for certain losses if they occur.”61

Prudential supervision in Canada focuses 
on the ability of insurance companies to pay 
claims. OSFI’s supervisory framework states, 

“Supervision involves assessing the safety 
and soundness of [financial institutions], 
providing feedback as appropriate, and 
using powers for timely intervention where 
necessary. Its primary goal is to safeguard 
depositors and policyholders from loss.”62 
AMF’s mission is to “Regulate Quebec’s 
financial sector to promote its efficiency 
and protect consumers of financial products 
and services.”63 

Rating agencies provide an independent 
assessment of the industry and influence the 
view of customers about the role of insurance. 
AM Best states that “Our mission is to 
provide accurate, timely and comprehensive 

information to anyone interested in the 
creditworthiness of insurance companies  
and insurance-linked securities… Our credit 
ratings are independent, indicative and 
interactive, and summarize our opinion on 
an insurance company’s ability to payclaims,  
 

61 Financial Services Commission of Ontario, “Understanding Home Insurance.”
62 OSFI, “Supervisory Framework.”
63 AMF, “2021–25 Strategic Plan."
64 AM Best, “About Us.”
65 Automobile Insurance Rate Board, “About Us.”
66 British Columbia Utilities Commission, “Regulating ICBC Basic Insurance.”
67 CCIR, “Strategic Plan 2020–23.”

debts and other financial obligations in a 
timely manner.”64

Members of the Canadian Automobile 
Insurance Rate Regulators Associations 
influence consumer understanding of 
insurance. For example, the chair of Alberta’s 
rate regulator reports that “The primary role of 
the Automobile Insurance Rate Board (AIRB) 
is to regulate automobile insurance rating 
programs for private passenger vehicles for 
both basic and additional coverage in Alberta. 
The AIRB’s vision is for automobile insurance 
to be accessible, equitable and sustainable for 
all Albertans.”65 The British Columbia Utilities 
Commission is “responsible for ensuring that 
ICBC provides basic automobile insurance 
to customers in a manner we consider to be 
adequate, efficient, just and reasonable.”66

The 2020–2023 strategic plan of the Canadian 
Council of Insurance Regulators (CCIR) 
states that the council “has been at the 
forefront of promoting consistent regulatory 
approaches across jurisdictions and leading 
the way for reforms to protect consumers and 
to maintain confidence in the insurance sector. 
Building upon its strong foundation, the CCIR 
remains committed to working with industry 

to meet the challenges and seize opportunities 
presented by a rapidly changing marketplace.”67

Insurance supervision and consumer 
protection in Canada has many dimensions. 
The words and actions of regulators and other  
 

The 2020–2023 strategic plan of the Canadian Council of Insurance 
Regulators (CCIR) states that the council “has been at the forefront of 
promoting consistent regulatory approaches across jurisdictions and 
leading the way for reforms to protect consumers and to maintain 
confidence in the insurance sector. Building upon its strong foundation, the 
CCIR remains committed to working with industry to meet the challenges 
and seize opportunities presented by a rapidly changing marketplace.”67



Six Critical Questions Emerging Issues Research Series

38

stakeholders influence consumer expectations. 
Regulatory action in Canada evolved over 
many decades to protect consumers to ensure 
they receive financial protection at a fair 
price. There is relatively little supervision or 
comment on the industry’s current or future 
role to advance loss prevention or support 
risk management by customers. 

Some other stakeholders
Many organizations represent aspects of 
the insurance industry in Canada. Most are 
involved in activities with a direct impact 
on insurance consumers, yet their stated 
objectives often do not indicate how the 
insurance industry can help customers 
manage risk. 

The vision of the Insurance Institute is “To 
be recognized as the premier provider and 
authority on professional development 

within the property and casualty insurance 
industry and establish a strategic presence in 
the related financial services sector.”68 The 
Insurance Bureau of Canada “is the national 
industry association representing Canada’s 
private home, auto and business insurers.”69 
The mission of the Ontario Mutual Insurance 
Association is “To serve  and strengthen 
our mutual insurance community.”70 The 
Insurance Brokers Association of Canada 

“advocates on behalf of insurance brokers 
and consumers, supports and elevates the 
broker profession, and promotes a vibrant 
and sustainable distributions channel.”71 The  
Canadian Association of Direct Relationship  
 

68 Insurance Institute of Canada, “Mission, Vision and Values.”
69 IBC, “About Us.”
70 Ontario Mutual Insurance Association, home page.
71 IBAC, “About IBAC.”
72 Canadian Association of Direct Response Insurers, home page.
73 PACICC, “Mission Statement.”
74 Institute for Catastrophic Loss Reduction (ICLR), “The ICLR Strategic Plan 2022-2026.”

Insurers states, “We’re the voice of insurers 
offering automobile, home and commercial 
insurance directly to Canadians.”72

Likewise, the mission of the PACICC is to 
“protect eligible policyholders from undue 
financial loss in the event that a member 
insurer becomes insolvent. We work to 
minimize the cost of insurance insolvencies 
and seek to maintain a high level of consumer 
and business confidence in Canada’s property 
and casualty insurance industry through 
the financial protection we provide to 
policyholders.”73

The vision of the Institute for Catastrophic 
Loss Reduction is “Disaster-resilient 
Canadians, confident in their capacity to 
cope with and recover from flooding, wildfire, 
earthquakes, severe wind, hail and other 
natural hazards due to implementation of 
proven risk reduction actions.”74

Implications for the 
insurance industry
Insurance companies have expressed their 
willingness to move beyond the promise 
of financial protection for vehicle owners, 
homeowners, and businesses that experience 
loss. Insurers look to support customers to 
achieve their objectives. Insurers may be 
increasingly looking to innovate and provide 
risk management support to consumers that 
extends beyond financial protection. There 
are differences among companies about 
the path forward, timing, and specifics; 
nevertheless, important change is underway.

The vision of the Insurance Institute is “To be recognized as the 
premier provider and authority on professional development 
within the property and casualty insurance industry and establish 
a strategic presence in the related financial services sector.”68
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The Canadian insurance industry is complicated. Agents, 
independent brokers, and adjusters are the voice of the industry 
to most consumers. Insurance companies also have direct 
relationships with their customers. An extensive regulatory 
system seeks to protect and inform insurance consumers. And 
organizations established to address specific issues include 
actions directed at insurance consumers. Consumers understand 
the purpose of insurance through many voices.

The Canadian insurance industry is 
complicated. Agents, independent brokers, 
and adjusters are the voice of the industry 
to most consumers. Insurance companies 
also have direct relationships with their 
customers. An extensive regulatory system 
seeks to protect and inform insurance 
consumers. And organizations established 
to address specific issues include actions 
directed at insurance consumers. Consumers 
understand the purpose of insurance 
through many voices.

Driving innovation and the change process 
is messy. Progress is likely to be rapid 
for some elements and slow for others. 
Change on the scale possible for Canada’s 
insurance industry will likely involve many 
alternative strategies. Some will choose 
to lead the process. Early adopters will 
be rewarded by some consumers but will  
 
 

also assume additional risk and expense. 
Others will choose to follow, focusing on 
preparedness to implement changes that are 
proven successful.

Insurance is one of the oldest industries 
in Canada. There have been a number of 
major changes in the past, and the industry 
has consistently found a path forward. 
Importantly, change will take time. Loss 
reduction services for vehicle owners, 
homeowners, and small businesses are only 
emerging for most insurance companies and 

will require time to be recognized as core 
industry services. It is exciting to see the 
industry shift from responding after a loss 
to proactively working with commercial and 
personal lines policyholders to manage and 
treat risk. With time the shift will be better 
understood by society. 
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In 2018, AM Best “surveyed its rating 
universe to get a better read of the state 
of innovation in the [P&C insurance] 
industry.” They found that “the insurance 
industry recognizes that it jumped on the 
innovation bandwagon rather late…Overall, 
56% of [P&C] insurers view innovation 
as either extremely (17%) or very critical 
(39%) to the success of their organizations.”  
The largest number of respondents “believe 
that addressing consumer needs is the 
primary reason innovation is important for 
their organization.” In particular, “Many 
large insurers are attempting to address 
this gap [in the difference between insured 
and economic losses] through the use of 
innovative products.”75

The insurance industry may increasingly look 
to provide loss prevention and reduction 
advice and services to customers. This will be 
in addition to financial protection that may 
extend to more risks. Importantly, vehicle and 
home telematics, artificial intelligence, data 
analytics, and connected devices could provide 
the foundation for customized loss reduction 
and risk management services that can be 
designed to address the specific needs of 
each consumer. Skills and knowledge proven 
to effectively manage an insurer’s own risks 
can be adapted to help consumers achieve their 
goals and loss prevention objectives through 
effective management of risks. In particular, 
insurers may increasingly work to help 
individual customers reduce the need to make 
damage claims. The interests of customers and 
the insurance industry are aligned in pursuit of 
loss prevention and public safety.

75 AM Best, “Charting a Path.”
76 International Risk Management Institute. “The World’s First Insurance Company.”
77 Walford, “Fires and Fire Insurance.”
78 Aviva, “Hand in Hand Fire and Life Insurance Society.”

The insurance industry has long provided 
loss reduction support to commercial 
policyholders. An important change is an 
emerging capacity for the industry to expand 
advice to commercial policyholders and 
increasingly support personal lines customers. 
The insurance industry will need to determine 
if risk management advice is an activity 
that complements the business of financial 
protection. Alternatively, the industry may 
increasingly focus on the business of helping 
vehicle owners, homeowners, and businesses 
manage risk, including financial protection 
and other risk management services.

Protection for communities
The Insurance Office was formed in 1667, a 
year after the Great London Fire, as the world’s 
first insurance company. “The Insurance 
Office formed actual fire-fighting teams…Their 
job was solely to put out fires in the buildings 
they insured.”76 The Friendly Fire Office was 
founded in 1683 and announced, “Watermen 
and other labourers to be imploy’d [sic] at 
the charge of the undertakers, to assist at 
the quenching of fires.”77 The Hand in Hand 
Fire & Life Insurance Society was founded in 
1696 in London, a forerunner to the modern 
cooperative insurance system, and operated 
its own fire brigade for more than 135 years 
until it merged in 1833 with nine others to 
form the London Fire Engine Establishment.78 
A 1704 “scheme of fire insurance” focused on 
protection of contents. They announced “The 
said corporation have provided a competent 
number of watermen, with coats and silver  

The Insurance Office was formed in 1667, a year after the Great London 
Fire, as the world’s first insurance company. “The Insurance Office formed 
actual fire-fighting teams…Their job was solely to put out fires in the 
buildings they insured.”76

Six critical questions 
How can insurers help customers 
manage risk?
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badges of the figures upon this paper; carmen 
with carts and porters...[to] always attend 
at fires to help to remove insured goods to 
any place desired; and have warehouses 
at convenience from all ports, to which 
those that have no other convenience may 
send them, and have them again when the 
danger is over.”79

The insurance industry was created to reduce 
the risk of loss while also offering financial 
protection. Commercial and residential 
policyholders knew their insurer had the 
equipment, skills, and financial motivation 
to minimize the risk they would experience a 
material loss. The drills for these rudimentary 
firefighting units were often carried out in 
public to allow people to assess their respective 
efficiency and place their insurance with 
what they judged to be the most impressive 
company. Early insurance programs were the 
business of physical protection combined with 
a promise of financial protection.

In 1804, Phoenix Company of London became 
the first insurance company in Canada when 
it established an agency in Montreal.80 Most 
insurance companies no longer operated fire 
brigades. Community fire protection agencies 
replaced insurance brigades. Fire protection 
for the community replaced targeted 
protection for those with insurance.

Insurance practices in Canada included 
the promise of financial protection for 
policyholders and community loss prevention 
efforts. For example, when Phoenix began 
operations in Montreal they donated a fire 
engine to the city “like other companies 

79 Walford, “Fires and Fire Insurance,” 355.
80 Swiss Re, “History of Insurance in Canada,” 5.
81 Kalbfleisch, “Fire Insurance.”
82 Ibid.
83 Ibid.
84 Ibid.

that soon followed.”81 The insurer did not 
provide fire protection services only to 
its policyholders; industry risk reduction 
support was through the community. Fire 
premium taxes and industry donations 
supported the development of fire agencies 
across the country that were effective in 
reducing fire damage and fatalities. Building 
owners purchased financial protection from 
their insurer, while insurance companies 
provided support to customers through 
community agencies. The industry retained 
its commitment to risk reduction, but it was 
adapted to work through the community.

Insurance companies also serve policyholders 
and the community when they put a price 
on risk. When Phoenix staff from London 
visited, they were pleased to find that the 
buildings in Montreal were “almost all of 
very solid masonry, and the only important 
risk is from a certain portion of them being 
covered in boards. The great number of 
fireproof buildings, every third house being 
of that construction, certainly prevents every 
danger of a fire spreading to any extent.”82 
They warned that “the suburbs as you might 
imagine are generally built of timber” and 
were subject to higher premiums.83 Moreover, 
the visit created controversy in Quebec City 
when the Phoenix agent was instructed “to 
decline all insurances in it, whether by new 
policies or renewals.”84 The proclamation  
that Quebec City was uninsurable, with 
tightly packed buildings on narrow streets, 
created an uproar and sent a signal about the 
need for change.

In 1804, Phoenix Company of London became the first insurance 
company in Canada when it established an agency in Montreal.80 

Most insurance companies no longer operated fire brigades. 
Community fire protection agencies replaced insurance brigades. 
Fire protection for the community replaced targeted protection 
for those with insurance.
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The Swiss Re report, “The History of Insurance 
in Canada,” found that “early insurance 
companies were important stakeholders in 
combating the risk and cost of major fires. 
Indeed, the Western Assurance Company in 
1851 stipulated that a director should attend 
each fire and exert influence on the fire 
brigade to save insured property…There was an 
awareness that high penetration of insurance 
cover needed a resilient social infrastructure, 
one capable of preventing the start and spread 
of fire and leading to the rapid resumption of 
activity after a fire was caused.”85

Over the last 200 years, insurance companies 
across Canada contributed to fire protection 
and road safety initiatives. This included 
advocacy for fire-resilient building codes, 
adequate funding for fire agencies, safer 
design of vehicles, use of seatbelts, graduated 
licensing, and more. The promise of financial 
protection for policyholders was accompanied 
by action by insurers to reduce the risk of loss 
in the community. 

85 Swiss Re, “A History of Insurance in Canada,” 12.

Protection for policyholders
Tools used by insurers could increasingly 
be used in reviews of insureds, risk control 
inspections, and risk consulting. This is 
also true for brokers and adjusters, such 
that insureds benefit from the industry’s 
knowledge base and experience. 

The insurance industry in Canada is 
committed to providing loss prevention 
advice to its policyholders in addition 
to action at the local and national level. 
Policyholder awareness can empower risk 
reduction. Moreover, underwriting practices 
include a direct link between risk and rates. 
Commercial and personal policyholders that 
demonstrate a reduced risk of loss are offered 
lower rates, for example through discounts to 
those without claims and for those installing 
protective measures. Customers with elevated 
risk will face higher rates or be offered reduced 
coverage, perhaps as a result of frequent claims 
or a conviction for breaking traffic laws. 

Over the last 200 years, insurance companies across Canada contributed 
to fire protection and road safety initiatives. This included advocacy for 
fire-resilient building codes, adequate funding for fire agencies, safer 
design of vehicles, use of seatbelts, graduated licensing, and more. The 
promise of financial protection for policyholders was accompanied by 
action by insurers to reduce the risk of loss in the community.

Insurers may provide custom loss prevention support to large 
commercial and industrial clients. Similar services are offered by 
farm mutual insurers and by companies focused on residential 
coverage for high-value properties. This may include onsite 
visits by loss prevention experts. Advice can be tailored to the 
specific circumstances of the customer. Coverage and pricing 
can be modified. Discounts can be provided when protective 
action is verified.
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Insurers may provide custom loss prevention 
support to large commercial and industrial 
clients. Similar services are offered by farm 
mutual insurers and by companies focused on 
residential coverage for high-value properties. 
This may include onsite visits by loss prevention 
experts. Advice can be tailored to the specific 
circumstances of the customer. Coverage and 
pricing can be modified. Discounts can be 
provided when protective action is verified.

Boiler and machinery insurance is a specialty 
cover that provides extensive risk reduction 
services in addition to financial protection.86 
The cover includes the promise of funds to 
repair physical damage and compensation 
for financial losses resulting from equipment 
breakdown, including lost income from 
downtime. Coverage extends to a broad range 
of equipment, including boilers, furnaces, 
elevators, and office equipment. Coverage 
may include preventive maintenance, physical 
surveys, inspections, evaluations, and 
certification of compliance with provincial 
regulations. The cover for equipment 
breakdown consistently reports a low ratio of 
claims paid to premiums when compared to 
most other lines of insurance in Canada. For 
example, the Boiler Inspection and Insurance 
Company of Canada reported a loss ratio of 
28.6 in 2020, less than half that of most insurers 
not focused on this specialty market.87 The 
objective of the customer and the insurer 
is to avoid breakdowns and the need to pay 
damage claims. Indeed, the Boiler Inspection 
and Insurance Company changed its name in 
1882 “to more closely reflect the purpose and 

86 Meckbach, “Breaking Down the Coverage.”
87 Canadian Underwriter, “2021 Stats Guide.”
88 Canadian Underwriter, “The Boiler Inspection and Insurance Company.”

operations of the company” to provide services 
to help customers avoid losses, with financial 
protection a secondary service.88 

Modern technology may allow insurance 
companies to become more actively involved in 
helping to reduce the risk of loss for customers. 
For example, sensors can detect water in the 
basement or some other location where it 
may cause damage. Insurance companies 
might provide financial incentives to property 
owners that install these devices if they support 
early remediation and loss reduction action. 
Bolder action by some companies may involve 
the offer to receive sensor notifications from 
policyholders, perhaps accompanied by a 
promise that the insurer would take appropriate 
action to address the issue.

Some devices detect intruders. Police or 
security response can be triggered to reduce 
the risk of loss. Monitors detect smoke, 
environmental spills, and other signals that 
an insured peril has occurred. Wi-Fi-enabled 
connected devices and artificial intelligence 
decision support tools can support early 
response to reduce the expected loss. These 
services can be managed by property owners 
and encouraged by insurers, but insurance 
companies may invite customers to use the 
experience and knowledge of insurance 
companies to become directly involved 
in the process.

Extensive risk of damage to property involves 
climate-related hazards, including extreme 
rainfall, wildfires, severe wind, hail, winter 
storms, and lightning. Insurers may become 

Extensive risk of damage to property involves climate-related hazards, 
including extreme rainfall, wildfires, severe wind, hail, winter storms, 
and lightning. Insurers may become involved in sharing customized 
climate information with policyholders to strengthen risk reduction. 
For example, a policyholder with a primary residence and a vacation 
property may not be aware of the risk of loss at both locations, yet if 
informed by their insurer, they may be able to take protective action as 
a storm approaches.
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involved in sharing customized climate 
information with policyholders to strengthen 
risk reduction. For example, a policyholder 
with a primary residence and a vacation 
property may not be aware of the risk of loss at 
both locations, yet if informed by their insurer, 
they may be able to take protective action as 
a storm approaches.

Awareness, warnings, and early detection 
present opportunities for commercial 
and residential property owners to take 
action to reduce the risk of loss. Insurance 
companies may choose to become more 
involved in offering these services directly to 
policyholders. Many companies are making 
investments in these areas to help them 
manage their own risk, and this information 
can also support services for customers. 
Sharing risk reduction advice and services with 
customers reinforces the shared objective of 
reducing loss and damage.

Adjusters and insurance companies know the 
builders and contractors best able respond to a 
claim. These professionals may also be the best 
to help property owners manage a successful 
renovation. The insurance industry could 
use its knowledge and experience to become 
a trusted advisor to customers about who to 
hire and what resilience features to include 
during a renovation. Millions of businesses 
and homeowners are involved in improvement 
projects each year, and insurance companies 
have information that could help policyholders 
achieve better outcomes.

Property owners are often found to 
underinvest in preparedness and protection. 
Action in response to a major claim presents 
an important opportunity to protect 

89 ICLR, “Institute for Catastrophic Loss Reduction Releases ‘Build Back Better’ Guidelines for 
Fort McMurray.”

90 Sandink, “Open to Interpretation.”

consumers. An expanded discussion about risk 
management can be built into the industry 
response to claims. Experiencing a loss 
increases the willingness of most customers 
to invest in actions that reduce the likelihood 
of another loss. Resolution of a claim presents 
an opportunity to engage customers in a 
deep discussion about risk management 
best practices.

Insurers participating in the Institute for 
Catastrophic Loss Reduction’s “Insurers 
Rebuild Stronger Homes” program are 
exploring the opportunity to respond to a 
major loss by installing proven loss prevention 
devices typically absent in most homes.89 For 
example, most homes in Canada at risk of 
basement flooding do not have a backwater 
flow protection valve. A valve typically costs 
less than $250, and insurance companies 
could install one to avoid future damage in 
every home that experiences a large loss.90 The 
Institute has identified affordable and proven 
improvements insurers could provide for 
homes vulnerable to severe wind, wildfire, hail, 
and basement flooding. This climate change 
initiative will showcase insurance leadership 
to address climate change and support loss 
reduction for policyholders.

Business continuity planning and vulnerability 
assessments are a specific opportunity for the 
insurance industry to bring greater value to 
policyholders and the community. Industry 
knowledge and experience effectively applied 
to manage risks confronting the industry could 
increasingly be transformed to monitor and 
support action by policyholders and the 
community, including many that have not 
embraced enterprise risk management.

Business continuity planning and vulnerability assessments are 
a specific opportunity for the insurance industry to bring greater 
value to policyholders and the community. Industry knowledge and 
experience effectively applied to manage risks confronting the industry 
could increasingly be transformed to monitor and support action by 
policyholders and the community, including many that have not 
embraced enterprise risk management.
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Protection from collisions
The risk of collision fatalities declined 
significantly over the past 80 years. For 
example, in 1941, there were fewer than 1 
million licensed drivers in Ontario, yet 801 
people were killed in collisions.91 In 2020, 
there were 10.6 million drivers and only 535 
fatalities.92 The risk of collision fatalities 
declined by more than 90 percent.

Collision fatalities declined with safer vehicle 
construction, better road design, seatbelt use, 
reductions in impaired driving, graduated 
licensing, and a number of other factors. The 
insurance industry was proactive in leading 
and supporting these efforts. It is much less 
likely that someone will die in Canada as a 
result of a vehicle collision than was evident 
in the past, and these gains have been 
sustained. The transition to vehicles with 
driver assistance and eventually automated 
vehicles is expected to bring a further 
reduction in collision fatalities over the next 
25 to 50 years.93

However, there is little correlation between 
auto insurance costs and the risk of fatality. 
Insurance costs reflect expenses to repair 
damaged vehicles, rehabilitation costs for 
those injured in a collision, and an array of 
costs due to excessive taxation, regulation, 
and fraud.94 Emerging technologies hold great 
promise to reduce the risk of collisions and 
also the cost of collisions. The Connected 
Insurance Observatory has “mapped more 
than 25 different services insurers around the 
globe are providing to the driver…The most 
common are roadside assistance or stolen 
vehicle recovery. There are also services 
around where you park, how to find a car 
you have parked, services that are focused on 
providing advice about the weather conditions 
or the most safe street to drive on.”95

91 Government of Ontario, “Ontario Road Safety Annual Report,” 32 and 33.
92 Government of Ontario, “Preliminary 2020 Ontario Road Safety Annual Report,” 1.
93 National Highway Traffic Safety Administration, “Automated Vehicles for Safety.”
94 IBC, “2020 Facts of the Property and Casualty Insurance Industry in Canada,” 9.
95 Smith, “Connected Insurance.”
96 Financial Services Regulatory Authority of Ontario. “Usage-Based Automobile Insurance 

Pricing in Ontario.”
97 IBC, “Telematics.”
98 Smith, “Connected Insurance.”
99 Meckbach, “How CAA’s Approach to Telematics Differs from Industrial Alliance’s UBI 

Program in Quebec.”

Telematics are devices that monitor vehicles 
and driver behaviour. This includes usage-
based insurance pricing (UBIP); “UBIP 
technologies [are] capable of collecting 
detailed telematics information about where, 
how and when vehicles are driven.”96 This 
information can be collected by vehicle owners. 
The owner may choose to share information 
with drivers, insurance companies, or public 
agencies. Analysis of the information can 
be used by drivers to improve behaviour, by 
insurers to anticipate the risk of future loss 
claims, and by public agencies to understand 
collisions to determine responsibility. The 
knowledge is specific for the vehicle that is 
monitored and provides information of direct 
benefit to the owner.

Some owners install telematics devices in their 
vehicles and choose to share the information 
with their insurer, confident that the data 
will demonstrate they are safe drivers that 
deserve lower insurance rates.97 For example, 
a large share of vehicles in Italy have installed 
telematics, and vehicles with these devices 
make 20 percent fewer insurance claims than 
those that do not.98 Some insurers provide 
regular reports to participating vehicle 
owners about their performance to help them 
understand how to reduce the risk of collisions. 
For example, the Mobiliz program of Industrial 
Alliance offers a 15 percent discount for proof 
the vehicle did not speed, 5 percent more 
with no incidents of hard braking, and an 
additional 5 percent if sudden acceleration 
is absent. Drivers receive a weekly update on 
their performance with the cost of insurance 
directly linked to the measured performance 
of drivers.99 
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An additional opportunity for reduced collisions and fewer 
claims involves vehicles with driver assistance.100 In recent years, 
consumers have been able to add camera systems to support 
automated rear collision prevention, adaptive cruise control to 
stay a safe distance behind other vehicles, lane departure warning 
and lane centring, blind spot detection, and parking assistance. 

An additional opportunity for reduced 
collisions and fewer claims involves vehicles 
with driver assistance.100 In recent years, 
consumers have been able to add camera 
systems to support automated rear collision 
prevention, adaptive cruise control to stay 
a safe distance behind other vehicles, lane 
departure warning and lane centring, blind 
spot detection, and parking assistance. Some 
assistance measures are required in all new 
vehicles, and most are available and affordable 
across a broad range of vehicle types and costs.

Vehicles with driver assistance are less likely to 
be involved in a collision.101 However, sensors, 
cameras, and onboard computers increase 
repair costs if there is a collision. As more 
vehicles include these features, collisions 
will decline. Like most electronics, the 
present high cost of sensors and equipment is 
expected to fall over time with improvements 
in technology and economies of scale.

Driver assistance devices can assess 
vehicles and drivers. Vehicle owners may 
allow mechanics to access these devices to 
determine the need for maintenance and 
repairs. Public authorities may seek to use 
this information to determine responsibility 
for a collision. Insurance companies may 
increasingly work with vehicle owners and 
manufacturers to determine how sensors 
best serve the needs of owners. Significant 
investments in vehicle electronics to entertain 
drivers and passengers suggest an opportunity 
to also use these devices to influence driver 

100 Kovacs, “Automated vehicles,” 18–27.
101 Ibid.
102 Ibid.
103 National Highway Traffic Safety Administration, “Automated Vehicles for Safety.”

behaviour and further reduce the risk of 
collision damage.

Much of the recent focus on driver assistance 
has involved devices installed in vehicles. 
Information collected by these devices is 
owned by vehicle owners. Additional driver 
assistance is provided by devices installed 
outside of the vehicle.102 This includes 
information about traffic conditions, 
construction zones, and the weather. Public 
authorities may install devices to manage 

traffic flow, particularly when fully automated 
vehicles are introduced. Insurance companies 
assessing how these devices may help them 
manage their own risk may consider how this 
information can directly serve vehicle owners 
and drivers to avoid collisions. For example, 
anti-collision devices triggered by onboard 
cameras may eventually accept input from 
external cameras and sensors, thus further 
reducing the risk of collisions. 

According to the National Traffic Safety 
Administration, “94% of serious crashes are 
due to human error. Automated vehicles have 
the potential to remove human error from 
the crash equation, which will help protect 
drivers and passengers.”103 Fully automated 
vehicles are presently being tested. There is 
little prospect that a large number of vehicles 
will come into use over the next 10 years, the 
primary focus of this study. Nevertheless, a 
shift to fully automated vehicles is likely over 
the next 25 to 50 years.



Implications for the 
insurance industry
The first insurance companies offered fire 
protection services and the promise of 
financial protection if a loss occurred. Over 
time, the industry found it more effective in 
many circumstances to support community 
fire prevention and road safety actions, rather 
than offer physical protection to individual 
policyholders. Nevertheless, the industry has 
long offered some customized loss reduction 
advice to customers. This includes commercial, 
industrial, and agricultural clients, as well as 
owners of high-value homes. Onsite visits and 
other interventions support the development 
of risk reduction advice developed for the 
needs of specific customers. The insurance 
industry has the skills and knowledge 
to provide financial protection and risk 
management advice. 

Insurance companies are increasingly using 
big data analytics and data science to support 
management of their own risks. Insurers  
can be adapted to help serve the needs of  

policyholders. For example, data showing a 
large storm may result in significant claims 
can be used to deploy claims response teams 
to the area before claims are experienced. 
Information about the approaching storm 
may also be used to alert customers about the 

hazard and possible loss prevention actions. 
Knowledge used to protect insurers, agents, 
and brokers from cyberattacks may be shared 
with customers who are also at risk.

Connected devices and new technology 
provide information to support loss 
reduction action by individual consumers. 
Insurance companies may provide advice 
and incentives to encourage homeowners 
to take action to protect themselves. Some 
companies may consider a further step and 
provide protective services directly.

Vehicle telematics, driver assistance, and 
automated vehicles may allow insurers to 
better understand individual consumers 
and support risk reduction behaviour. 
Mileage-based auto insurance encourages 
reduced miles driven. Telematics measure 
driver behaviour and identify safe drivers. 
Driver assistance systems reduce the risk of 
collisions and help to identify customers that 
prioritize road safety. 

Insurance knowledge about preferred 
professionals to repair vehicles or damaged 

buildings could also support customers 
who need assistance. There are many 
opportunities for the insurance industry 
to become more involved once again in the 
provision of direct support for risk reduction 
action by customers.

Insurance companies are increasingly using big data analytics 
and data science to support management of their own risks. 
Insurers are exploring how this same information can be 
adapted to help serve the needs of policyholders.

Six Critical Questions   Emerging Issues Research Series
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The insurance industry in Canada 
has transitioned from traditional risk 
management to enterprise risk management 
over the past 15 to 20 years. The PACICC’s 
ERM Benchmark Survey has monitored 
and documented this process over the past 
10 years. Almost all insurance companies, 
large and small, have undergone the 
change. Insurers have set out their risk 
appetite, established governance processes 
appropriate to the nature and circumstances 
of their operations, assessed the risks and 
opportunities, treated material risks, and 
documented the process in an ERM report.

Over this period, the industry has been 
confronted by a number of extraordinary 
challenges and performed well. The 
industry culture of risk management and 
the commitment to own risk management 
was important to the success experienced by 
the industry in terms of customer retention, 
sustained modest earnings, and the absence 
of insolvency.

Company action to understand and effectively 
manage the risks they face are directly aligned 
with how insurance companies in Canada 
manage their capital. Own Risk and Solvency 
Assessment (ORSA) has been adopted by 
Canada’s insurers and prudential regulators. 
Solvency regulation is risk based, with a 
direct link between the processes used by 
insurers to manage the risks they face and 
regulatory supervision of capital adequacy 
and governance practices. This process is 
working well to ensure financial stability in 
Canada’s insurance market and to serve the 
needs of insurance consumers.

The maturity of the transition and 
demonstrated effectiveness of ERM to 
support the insurance industry in managing 
its own risks presents opportunities to use 
these proven skills to develop additional 
services to help customers manage their risks 
and reduce expected loss. 

This assessment of how the industry is managing risk identifies five 
recommendations for action by the insurance industry in Canada:

1. Embolden efforts to inform regulators, shareholders, and 
others in the industry about the insurance industry’s success 
in managing its own risks. 

Those most directly informed about the industry may not fully 
appreciate the significant progress achieved by the insurance 
industry in the management of its own risks and the clear 
link between effective risk management and the capacity to 
achieve company objectives and better serve customers. The 
industry should do more to extoll its success in managing risks 
facing the insurance industry.

The insurance industry in Canada has transitioned from 
traditional risk management to enterprise risk management 
over the past 15 to 20 years. The PACICC’s ERM Benchmark 
Survey has monitored and documented this process over the 
past 10 years. Almost all insurance companies, large and small, 
have undergone the change.

Recommendations  
for the insurance 
industry
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2. Actively engage other stakeholders to help them understand 
how management of insurer’s own risks enhances their 
capacity to serve. 

Consumers, policymakers, the media, and others with a casual 
understanding of how the insurance industry operates would 
benefit if they were better informed about the industry’s 
enhanced skill to manage a remarkable range of risks. The 
industry may consider a campaign setting out the benefits of 
insurance for society.

3. Continue to champion fire prevention, road safety, and 
climate resilience action to benefit society. 

Insurance industry leadership significantly improved safety 
and the quality of life for Canadians, and there is scope for the 
industry to help achieve further progress and risk reduction. 
There is a growing awareness of the responsibility of society to 
use its knowledge to advance social goals, like the insurance 
industry using its knowledge and experience to advance public 
safety in Canada.

4. Expand industry services to help individual policyholders 
reduce and better manage the risks they face. 

Skills and knowledge used by the insurance industry to 
successfully manage its own risk should increasingly be 
provided as a service to vehicle owners, property owners, and 
businesses to help them understand and effectively manage 
and reduce the risks they face. Imagine a future where vehicle 
owners, property owners, and businesses regularly seek advice 
from the insurance industry to aid with major decisions.

5. Consider rebranding property and casualty insurance, 
perhaps as “the business of managing risk.” 

A guarantee of compensation for a covered loss in return 
for payment of a premium is a narrow yet widely held 
understanding of the purpose of insurance. Most insurance 
companies would like to help customers achieve their goals 
in a risky world. An industry campaign extolling the risk 
management skills of the insurance industry could expand 
to consider rebranding the industry as more than the 
promise of financial protection—insurance is the business of 
managing risk.
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