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The following MD&A is the responsibility of management and has been reviewed and approved by the Board of Directors (or “Board”)
for the year ended December 31, 2020. This MD&A is intended to enable the reader to assess our results of operations and fina ncial
condition for the three- and twelve-month periods ended December 31, 2020, compared to the corresponding periods in 2019. It should
be read in conjunction with our Consolidated financial statements for our fiscal year ended December 31, 2020. This MD&A is d ated
February 9, 2021. “Intact”, the “Company”, “IFC”, “we” and “our” are terms used throughout the document to refer to Intact Financial
Corporation and its subsidiaries. Further information about Intact Financial Corporation, including the Annual Information Fo rm, may
be f ound online on SEDAR at www.sedar.com.

Non-IFRS financial measures
We use both IFRS and non -IFRS financial measures to assess our performance. Non -IFRS financial measures do not have
standardized meanings prescribed by IFRS and may not be comparable to similar measures used by other companies in our industry.
The non-IFRS measures included in this MD&A are: direct premiums written (DPW), DPW growth in constant currency, underwriting
income (loss), combined ratio, net earned premiums (NEP), total net claims, underlying current year loss ratio, PYD and PYD r atio,
underwriting expenses and expense ratio, distribution EBITA and Other, finance costs, other income (expense), total income taxes,
income before income taxes, net operating income (NOI), net operating income per share (NOIPS), operating return on equity (O ROE),
adjusted net income, adjusted earnings per share (AEPS) and adjusted return on equity (AROE). See Section 36 – Non-IFRS financial
measures for the definition and reconciliation to the most comparable IFRS measures.

Important notes
•

Non-IFRS financial measures an d other insurance-related terms used in this MD&A are defined in the glossary available in the
“Investors” section of our web site at www.intactfc.com.

•
•

Abbreviations and definitions of selected key terms used in this MD&A are defined in Section 40 – Glossary and definitions.
When relevant, to enhance the analysis of our results with comparative periods, we present changes in constant currency, which
exclude the impact of fluctuations in foreign exchange rates fro m one period to the other. Approximately 15% of our DPW is
denominated in USD.

•

On November 18, 2020, we announced that, together with the Scandinavian P&C leader Tryg A/S, we have reached an agreement
to acquire RSA Insurance Group plc (RSA). A significant portion of the financing for the RSA Acquisition was raised in Q4-2020.
See Section 2 – Acquisition of RSA’s Canadian, UK and International operations.

•

Certain totals, subtotals and percentages may not agree due to rounding. Not meaningful (nm) is used to indicate that the current
and prior year figures are not comparable, not meaningful, or if the percentage change exceeds 1,000%.

Cautionary note regarding forward-looking statements
Certain of the statements included in this MD&A about the Company’s current and future plans, expectations and intentions, results, levels of activity,
performance, goals or achievements or any other future events or developments constitute forward -looking statements. The words “may”, “will”,
“would”, “should”, “could”, “expects”, “plans”, “intends”, “trends”, “indications”, “anticipates”, “believes”, “estimates”, “predicts”, “likely”, “potential” or
the negative or other variations of these words or other similar or comparable words or phrases, are intended to id entify forward-looking statements.
Unless otherwise indicated, all forward-looking statements in this MD&A are made as at December 31, 2020, and are subject to change after that
date. This MD&A contains forward-looking statements with respect to the proposed acquisition (the “RSA Acquisition”) of RSA Insurance Group PLC
(“RSA”) and the completion of and timing for completion of the RSA Acquisition , as well as with respect to the acquisition of The Guarantee and
Frank Cowan Company Limited (“FCC”) and with respect to the impact of COVID-19 and related economic conditions on the Company’s operations
and financial performance.
Forward-looking statements are based on estimates and assumptions made by management based on management’s experience and perception
of historical trends, current conditions and expected future developments, as well as other factors that management believes are appropriate in the
circumstances. In addition to other estimates and assumptions which may be identified herein, estimates and assumptions have been made
regarding, among other things, the receipt of all requisite approvals relating to the RSA Acquisition in a timely manner and on terms acceptable to
the Company, the realization of the expected strategic, financial and other benefits of the RSA Acquisition, and economic and political environments
and industry conditions. However, the completion of the RSA Acquisition is subject to customary closing conditions, termination rights and other
risks and uncertainties, including, without limitation, regulatory approvals, and there can be no assurance that the RSA Acqu isition will be completed.
There can also be no assurance that if the RSA Acquisition is completed, the strategic and financial benefits expected to result from the RSA
Acquisition will be realized. Many factors could cause the Company’s actual results, performance or achievements or future events or developments
to differ materially from those expressed or implied by the forward-looking statements, including, without limitation, the following factors:
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•

expected regulatory processes and outcomes in connection with its • terrorist attacks and ensuing events;
business;
• the occurrence and frequency of catastrophe events, including a
• the Company’s ability to implement its strategy or operate its business
major earthquake;
as management currently expects;
• catastrophe losses caused by severe weather and other weather• its ability to accurately assess the risks associated with the insurance
related losses, as well as the impact of climate change;
policies that the Company writes;
• the occurrence of and response to public health crises including
• unfavourable capital market developments or other factors, including
epidemics, pandemics or outbreaks of new infectious diseases,
the impact of the COVID-19 pandemic and related economic conditions,
including, most recently, the COVID-19 pandemic and ensuing
which may affect the Company’s investments, floating rate securities
events;
and funding obligations under its pension plans;
• the Company’s ability to maintain its financial strength and issuer
• the cyclical nature of the P&C insurance industry;
credit ratings;
• management’s ability to accurately predict future claims frequency and • the Company’s access to debt and equity financing;
severity, including in the high net worth and personal auto lines of • the Company's ability to compete for large commercial business;
business;
• the Company’s ability to alleviate risk through reinsurance;
• government regulations designed to protect policyholders and creditors • the Company’s ability to successfully manage credit risk
rather than investors;
(including credit risk related to the financial health of reinsurers);
• litigation and regulatory actions, including with respect to the COV ID-19 • the Company’s ability to contain fraud and/or abuse;
pandemic;
• the Company’s reliance on information technology and
• periodic negative publicity regarding the insurance industry;
telecommunications systems and potential failure of or disruption
• intense competition;
to those systems, including in the context of the impact on the
• the Company’s reliance on brokers and third parties to sell its products
ability of our workforce to perform necessary business functions
to clients and provide services to the Company and the impact of
remotely, as well as in the context of evolving cybersecurity risk;
COVID-19 and related economic conditions on such brokers and third • the impact of developments in technology and use of data on the
parties;
Company’s products and distribution;
• the Company’s ability to successfully pursue its acquisition strategy;
• the Company’s dependence on and ability to retain key
• the Company’s ability to execute its business strategy;
employees;
• the Company’s ability to achieve synergies arising from successful • changes in laws or regulations, including those adopted in
integration plans relating to acquisitions;
response to COVID-19 that would, for example, require insurers
• the uncertainty of obtaining in a timely manner, or at all, the regulatory
to cover business interruption claims irrespective of terms after
approvals required to complete the RSA Acquisition;
policies have been issued, and could result in an unexpected
• unfavourable capital markets developments or other factors that may
increase in the number of claims and have a material adverse
adversely affect the Company’s ability to refinance the bridge for the
impact on the Company's results;
RSA Acquisition;
• COVID-19 related coverage issues and claims, including certain
• the Company’s ability to improve its combined ratio, retain existing and
class actions and related defence costs, could negatively impact
attract new business, retain key employees and achieve synergies and
our claims reserves;
maintain market position arising from successful integration plans • general economic, financial and political conditions;
relating to the RSA Acquisition, as well as management's estimates and • the Company’s dependence on the results of operations of its
expectations in relation to future economic and business conditions and
subsidiaries and the ability of the Company’s subsidiaries to pay
other factors in relation to the RSA Acquisition and resulting impact on
dividends;
growth and accretion in various financial metrics;
• the volatility of the stock market and other factors affecting the
• the Company’s ability to otherwise complete the integration of the
trading prices of the Company’s securities, including in the
business acquired within anticipated time periods and at expected cost
context of the COVID-19 crisis;
levels, as well as its ability to operate in new jurisdictions relating to the • the Company’s ability to hedge exposures to fluctuations in
RSA Acquisition;
foreign exchange rates, including those related to purchase price
• the Company’s profitability and ability to improve its combined ratio in
and book value related to the RSA Acquisition;
the United States;
• future sales of a substantial number of its common shares; and
• the Company’s participation in the Facility Association (a mandatory • changes in applicable tax laws, tax treaties or tax regulations or
pooling arrangement among all industry participants) and similar
the interpretation or enforcement thereof.
mandated risk-sharing pools;
All of the forward-looking statements included in this MD&A and the quarterly earnings press release dated February 9, 2021 are qualified by these
cautionary statements and those made in the section entitled Risk management (Sections 2 8-33) of this MD&A for the year ended December 31,
2020. These factors are not intended to represent a complete list of the factors that could a ffect the Company. These factors should, however, be
considered carefully. Although the forward-looking statements are based upon what management believes to be reasonable assumptions, the
Company cannot assure investors that actual results will be consist ent with these forward-looking statements. When relying on forward-looking
statements to make decisions, investors should ensure the preceding information is carefully considered. Undue reliance shoul d not be placed on
forward-looking statements made herein. The Company and management have no intention and undertake no obligation to update or revise any
forward-looking statements, whether as a result of new information, future events or otherwise, except as required by law.
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OVERVIEW
Section 1 -

About Intact Financial Corporation

1.1

Our purpose, values and core belief

1.2

Who we are

•

Largest provider of P&C insurance in Canada and a leading provider of specialty insurance in North America, with over $12 billion
in annual DPW.

•

A recognized best employer in Canada and the U.S, with over 16,000 employees who serve more than five million personal,
business and public sector customers through offices in Canada and the U.S.

•

In Canada, we distribute insurance under the Intact Insurance brand through a wide network of brokers, including our wholly-owned
subsidiary BrokerLink, and directly to consumers through belairdirect. Frank Cowan Company, a leading MGA, distributes public
entity insurance programs including risk and claims management services in Canada.

•

In the U.S., Intact Insurance Specialty Solutions provides a range of specialty insurance products and services sold through
independent agencies, regional and national brokers, wholesalers and managing general agencies. Products are underwritten by
the insurance company subsidiaries of Intact Insurance Group USA, LLC.

•

Our North American specialty operations are now under a single brand – Intact Insurance Specialty Solutions.

•

Proven industry consolidator with a track record of 17 successful P&C acquisitions since 1 988.
2020 DPW
by business segment

Canada

U.S.

2020 DPW
by line of business
PA

PP

CL - Canada

15%

CL - U.S.

2020 DPW
by distribution channel
Brokers

13%

21%
36%

28%
85%

15%
PA: Personal auto; PP: Personal property: CL: Commercial lines
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Section 2 - Acquisition of RSA’s Canadian, UK and International
operations
2.1

Highly strategic, with significant shareholder value creation

On November 18, 2020, we announced that, together with the Scandinavian P&C leader Tryg A/S, we have reached an agreement to
acquire RSA Insurance Group Plc. (RSA). RSA is a multinational insurance group with strong positions in the P&C insurance market
in the UK, Scandinavia and Canada along with supporting international business in Ireland, Continental Europe and the Middle East.
Pursuant to the Transaction, we will retain RSA's Canadian, UK and International operations, Tryg will retain RSA’s Swedish and
Norwegian businesses, and Intact and Tryg will co -own RSA's Danish business.
The acquisition was approved by the Boards of Directors of all three companies on announcement and was approved by RSA’s
shareholders on January 18, 2021. The Transaction is expected to close during Q2-2021, subject to receipt of the relevant approvals
or clearances from the relevant regulatory and antitrust authorities and the satisfaction of the other conditions.
With the RSA Acquisition, we are taking a significant step to accelerate our strategy. The acquisition will expand our leadership position
in Canada, create a leading specialty lines platform with international expertise, and provide entry into the UK and Ireland market at
scale. The acquisition will also strengthen our ability to outperform with increased investments in our core capabilities of data, risk
selection, claims and supply chain management. The RSA Acquisition will create significant value for our shareholders.
Expands our
leadership
position in
Canada

•

Bolsters our Canadian business, unlocking synergies and opportunities for growth

•

Enhances commercial lines, and both direct and broker channels simultaneously

•

Builds on our strengths in data, claims, pricing and segmentation

Creates a
leading
specialty lines
platform

•

Expands North American specialty lines and broadens distribution footprint

•

Adds international capabilities and expertise in Europe

•

Creates a $4 billion+ specialty solutions leader

•

Opportunity to apply risk selection and claims management expertise to improve underwriting performance

•

Attractive commercial and SME portfolio to share our successful operating model

•

Opportunity to apply our customer driven and digital advantages in personal lines

•

Net assets to be acquired at 0.9x book value with expected internal rate of return (IRR) in excess of our
15% threshold

•

Expected high-single-digit NOIPS accretion in the first year, increasing to upper teens within 36 months

•

Expected to maintain mid -teens OROE; BVPS expected to increase in excess of 25% at closing

•

Over $1.7 billion total capital margin estimated at closing; debt-to-total-capital ratio expected to return to
20% within 36 months

Entry into the
UK & Ireland at
scale

Financially
compelling

See Section 18 – Our evolved strategic roadmap for the next decade.
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The acquisition of the Canadian, UK and International operations (UK&Intl.) of RSA is expected to increase our annual premium s from
approximately $12 billion to $20 billion, with premiums in Canada and Specialty Lines each increasing by approximately 30%.
We expect to generate significant value through DPW growth, loss ratio and expense ratio improvements across the operations. The
acquisition of RSA's Canadian operations is expected to drive appro ximately 75% of the value creation, with UK and International
operations accounting for approximately 20% and Specialty Lines accounting for approximately 5%. Over $250 million of pre-tax annual
run-rate synergies are expected within 36 months, before risk selection improvements.
Integration and transition planning is on track. Strategic planning is taking place across all lines, including the Denmark business.

2.2

Financing and hedging

RSA shareholders will receive 685 pence per ordinary share in cash, representing a total
consideration of approximately £7.2 billion ($12.5 billion).
•
We will pay £3.0 billion ($5.2 billion) for the acquisition of RSA’s Canadian, UK and
International operations, and our co-share of RSA’s Danish business.
•
Tryg will pay £4.2 billion ($7.3 billion) for the acquisition of RSA’s Swedish and
Norwegian businesses and its co-share of RSA’s Danish business.
Financing for the purchase price of approximately $5.2 billion (£3.0 billion) and expected
related transaction costs of approximately $0.7 billion has been raised with $4.45 billion of
private placement subscription receipts, €392 million ($600 million) bank term loan facility
to be drawn on closing and $600 million of medium-term notes. The remaining balance of
approximately $200 million will be raised in 2021 with the issuance of preferred shares or
other financing.

Total financing: $5.9 billion
Common equity

Debt

Other

$0.2

$1.2

$4.45

Our purchase price is set in GBP, with the CAD equivalent fluctuating with foreign exchange
rates. In November 2020, in connection with the RSA Acquisition, we have hedged the purchase price and other items to foreign
currency fluctuations.
See Section 25.5 – Managing leverage for details on the new financing in connection with the acquisition of RSA.
See Section 27.1 – Currency hedging in relation with the RSA Acquisition.

2.3

Estimated capital position upon closing

We expect to maintain a strong capital position at close, with an estimated capital margin above $1.7 billion and an MCT ratio above
194% in Canada, a Solvency II coverage ratio above 160% in the UK and an RBC ratio above 400% in the U.S.
Our debt-to-total-capital ratio at close of the Transaction is expected to be approximately 26%, and is expected to return to 20% within
36 months. Our credit ratings have been affirmed following the RSA Acquisition announcement.
Further information related to our RSA Acquisition can be found on the Intact website at www.intactfc.com.
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Section 3 -

Building sustainable competitive advantages

We have many unique advantages which have enabled us to consistently outperform P&C insurers in North America. These competitive
advantages, which we will continue to strengthen and share across the RSA operations, are described below.

Building a leading P&C Insurer

Scale in
distribution

•

Our multi-channel distribution strategy includes the most recognized broker and direct -to-consumer brands
in Canada. Full advice-based support is provided through our broker channels and simplified, online
convenience is available through belairdirect.

•

We have close to 2,000 broker relationships across Canada and the U.S. for customers who value advice,
and the specialized and community-based services that only an insurance broker can provide.

•

We provide our brokers with a variety of digital distribution service platforms, alongside sales training and
financing to enable them to continue to grow and develop their businesses.

•

Our industry leading mobile and fully integrated digital solutions distinguish us from our peers. Our ability to
design, deliver and iterate on new experiences for brokers and customers makes us a preferred company
to deal with. Speed, simplicity and transparency are core tenets of our customer driven digital focus.

•

Our people are the cornerstone to execution of our strategy. As a best employer, we benefit from attracting,
retaining and engaging some of the best talent both within and outside our industry. We have highly
engaged employees and our strong set of values and leadership success factors guide decision making
and provide a strong moral compass.

•

Our underwriting business is well diversified across segments (with presence in Canada, the U.S. and,
following RSA closing, the UK and Europe) and lines of business (personal, commercial and specialty).

•

Our growing distribution stream of earnings, as well as our investment income, provides earnings
diversification and reduces volatility.

•

Our AI and machine learning expertise combined with our data advantage allows us to create sophisticated
algorithms that price for risk more accurately than the market.
In turn this establishes a model that will both attract and retain customers with prof itable profiles.

Digital
engagement

Investing in
our people

Diversified
business
mix

Global leader
in leveraging
data and AI for
pricing and
risk selection
Deep claims
expertise &
strong supply
chain network

Strong capital
and
investment
management expertise

Proven
consolidator
& integrator

•
•

The majority of our claims are handled in house with the support of our preferred network of suppliers. As
well, we have invested directly in the supply chain to strengthen our network.

•

This provides an opportunity for simpler, faster and superior experie nce for the customer and translates into
a competitive advantage, as we can settle claims at a lower cost.

•

In-house investment management provides greater flexibility in support of our insurance operations at a
competitive cost. In establishing our asset allocation, we consider a variety of factors including prospective
risk and return of various asset classes, the duration of claim obligations, the risk of underwriting activities
and the capital supporting our business.

•

Our primary investment objective is to maximize after-tax returns, while preserving capital and limiting
volatility. We achieve this through an appropriate asset allocation and active management of investment
strategies.

•

Acquisitions play an important role in accelerating execution on the strategy.

•

We are a proven industry consolidator with 17 successful acquisitions since 1988. RSA will mark our 18 th
acquisition and will expand our leadership position in Canada and advance our objective to build a specialty
solutions leader.

•

Our successful track record on acquisitions is driven by three key factors: thorough due diligence to assess
all the risks and opportunities; swift and effective integration that is seamless to our customers; and financial
benefit from significant synergies due to our scale and core expertise in data, pricing and segmentation,
and claims and supply chain management.
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PERFORMANCE
Section 4 4.1

Consolidated performance

Consolidated performance

Table 1 - Consolidated performance1

DPW (growth in constant currency)
Canada
U.S.

6.1
7.1

NEP

Q4-2019

Change

2020

2019

2,872
2,471
401

2,670
2,328
342

8%
6%
19%

12,039
10,216
1,823

11,049
9,399
1,650

Change
9%
9%
9%

10,211

10%

2,879

2,692

7%

11,220

Operating income
Underwriting income
Net investment income
Distribution EBITA and Other
Finance costs
Other income (expense)

415
143
72
(32)
2

229
142
45
(28)
(2)

186
1
27
(4)
4

1,227
577
275
(126)
(37)

Pre-tax operating income (PTOI)

600

386

214

1,916

1,107

809

Net operating income (NOI)

467

303

164

1,471

905

566

(125)

(109)

(16)

(535)

(257)

378

240

138

1,082

754

22.1%
20.4%

21.5%
13.4%

23.2%
21.7%

18.3%
11.3%

3.18
2.55
58.79

2.08
1.63
53.97

9.92
7.20

6.16
5.08

Return on equity for the last 12 months
OROE
AROE
ROE

18.4%
15.0%
12.8%

12.5%
11.4%
10.0%

5.9 pts
3.6 pts
2.8 pts

Total capital margin
Debt-to-total capital ratio

2,729
24.1%

1,222
21.3%

1,507
2.8 pts

Pre-tax non-operating gains (losses)
Net income
Effective income tax rates
Operating
Total
Per share measures, basic and diluted (in dollars)
NOIPS
EPS
BVPS

1

Q4-2020

0.6 pts
7.0 pts
53%
56%
9%

465
576
209
(120)
(23)

762
1
66
(6)
(14)

(278)
328
4.9 pts
10.4 pts
61%
42%

See Section 36 – Non-IFRS financial measures.

Table 2 – Underwriting ratios

Q4-2020

Q4-2019

Change

2020

2019

Change

Claims ratio
Expense ratio

Section

55.1%
30.5%

62.6%
28.9%

(7.5) pts
1.6 pts

57.8%
31.3%

66.0%
29.4%

(8.2) pts
1.9 pts

Combined ratio

85.6%

91.5%

(5.9) pts

89.1%

95.4%

(6.3) pts

84.0%
92.0%

92.0%
88.8%

(8.0) pts
3.2 pts

88.0%
94.9%

95.9%
93.2%

(7.9) pts
1.7 pts

Canada
U.S.
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Q4-2020 and full year 2020
• Net operating income per share of $3.18 in Q4-2020 and OROE of 18.4%, driven by strong underwriting
performance and distribution results
• Premiums grew 8% in the quarter and 9% for the full year with solid growth in all lines and The

Guarantee acquisition
Highlights

• Combined ratio of 85.6% in Q4-2020 included $74 million of CAT losses, with $23 million related to the
COVID-19 crisis
• Our COVID-19 related relief has helped more than 1.2 million customers, with $530 million of support
provided in 2020
• Full year EPS of $7.20 and BVPS up 9% in 2020 to $58.79
• RSA Acquisition is progressing well and on track for Q2-2021 closing

COVID-19 crisis
•

In 2020, we have provided $530 million of relief, including premium reductions of $439 million, as well as payment flexibility,
to more than 1.2 million customers to recognize hardship, changing driving behaviours and lower business activity resulting
from the COVID-19 crisis. Included in the $530 million of relief is a $50 million targeted relief program, which provided an
additional support to approximately 100,000 vulnerable small business customers in Q4-2020.

•
•

Premium reductions lowered DPW by $419 million (4 points) in 2020 and NEP by $236 million (2 points).
In 2020, we recorded $106 million for COVID-19 CAT losses for commercial line and specialty line exposure in Canada and
the U.S. and $34 million of bad debt expense.

See Section 13 – COVID-19 crisis update.

Premiums
growth

•

in constant
currency

Underwriting
performance

Q4-2020 vs Q4-2019
▪
Premiums growth was solid at 8%, after
reflecting an estimated 5 points of customer
premium relief measures. The acquisition of
The Guarantee contributed 4 points of growth.

2020 vs 2019
•

Premiums grew 9%, reflecting strong growth on
both sides of the border, tempered by an
estimated 4 points of customer premium relief
measures. The acquisition of The Guarantee
contributed 5 points of growth.

•

In Canada, premium growth was solid at 6%,
after reflecting $135 million (6 points) of customer
premium relief measures, driven by market
conditions and unit growth . The acquisition of
The Guarantee contributed 3 points of growth.

•

In Canada, premium growth was strong at 9%,
after reflecting $419 million (4 points) of customer
premium relief measures, driven by market
conditions and unit growth. The acquisition of
The Guarantee contributed 5 points of growth.

•

In the U.S., premium growth of 19% on a
constant currency basis, including 6 points from
the acquisition of The Guarantee, was driven by
hard market conditions, strong new business
growth and solid retention.

•

In the U.S., premium growth of 9% on a
constant currency basis, including 6 points from
the acquisition of The Guarantee, was driven by
hard market conditions, increased new business
and strong renewals.

•

Overall combined ratio of 85.6%, driven by
strong underlying performance in Canada. During
Q4-2020, we also increased COVID-19 CAT
losses by $23 million and provided $50 million of
targeted relief to our small business customers

•

Overall combined ratio improved by 6.3 points
to a strong at 89.1%, driven by strong underlying
performance in Canada and the U.S. The
combined ratio of 89.1% for 2020 also reflected
$106 million (0.9 points) of COVID-19 CAT losses.

•

In Canada, combined ratio improved to a strong 84.0% in Q4-2020 and 88.0% in 2020, mainly driven by
lower claims frequency, which includes the benefits of our profitability actions and better weather conditions,
partially offset by the impact of relief measures. The combined ratio of 88.0% for 2020 also reflected
$64 million of COVID-19 CAT losses, and $32 million of bad debt expense recorded in Q2-2020.

•

In the U.S., combined ratio of 92.0% increased
by 3.2 points, mainly due to adverse PYD and
higher weather-related losses. Most lines of
business are performing very well.

•

In the U.S, combined ratio of 94.9%, reflecting
1.8 points of COVID-19 CAT losses and elevated
CAT and non-CAT weather-related losses, partly
offset by favourable PYD.
INTACT FINANCIAL CORPORATION
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Management’s Discussion and Analysis for the year ended December 31, 2020
(in millions of Canadian dollars, except as otherwise noted)
▪

1

Q4-2020 vs Q4-2019

2020 vs 2019

Net
investment
income

•

As expected, net investment income of $143 million for Q4-2020 and $577 million for full year 2020
were essentially in line with last year, as the benefit of higher invested assets was offset by lower
reinvestment yields.

Distribution
EBITA and
Other

•

Distribution EBITA and Other grew 60% to
a very strong $72 million, driven by strong
organic growth, accretive acquisitions and
expense management.

NOIPS

•

NOIPS increased to $3.18 in Q4-2020 and $9.92 in 2020, driven by strong underwriting performance and
distribution results.

Nonoperating
results (see
Section 35 for
details)

•

Non-operating losses
increased
by
$16 million to $125 million, mainly driven by
acquisition-related expenses of $42 million
relating to the RSA Acquisition, partially offset
by realized gains from favourable equity
markets.

Effective
income tax
rates1

•

Operating effective income tax rate of 22.1% for Q4-2020 and 23.2% for 2020, mainly reflected strong
Canadian underwriting results leading to a higher proportion of Canadian underwriting income over pre-tax
operating income, and the unfavourable impact of the change in U.S. tax legislation.

•

Operating and effective income tax rate for Q4-2020 and 2020 were in line with expectations.

EPS

•

EPS increased to $2.55 in Q4-2020 and $7.20 in 2020, driven by strong growth in net operating income.

Return on
equity

•

Operating ROE for the last 12 months improved by 5.9 points to 18.4%, driven by strong underwriting
performance and distribution results.

BVPS (see
Section 25.4)

•

BVPS increased by 5% to $58.79, driven by
strong operating performance and mark-tomarket investments gains.

Debt-to-total
capital ratio
(leverage
ratio)

•

Leverage ratio increased to 24.1% after issuing $600 million of medium-term notes in December 2020 to
partially fund the RSA Acquisition, representing an impact of 3.8 points on the leverage ratio, and another
$300 million earlier in 2020.

•

We expect the leverage ratio to be 26% at closing of the RSA Acquisition and return to 20% within 36 months
following closing.

Financial
condition

•

We ended the year in a strong financial position, with $2.7 billion of total capital margin, including the
net proceeds from the medium-term note issuances in December 2020 to partly finance the RSA Acquisition.
See Section 25 – Capital management.

•

•

•

Distribution EBITA and Other grew 32% to
$275 million, reflecting strong organic growth, accretive
acquisitions, expense management, as well as the
acquisitions of Frank Cowan and On Side.

Non-operating losses increased by $278 million to
$535 million, mainly due to impairment losses of
$151 million and RSA acquisition-related expenses of
$42 million. Impairment losses included $96 million of
equity impairment in Q1-2020, mostly related to the
energy sector.

BVPS increased by 9% to $58.79, driven by strong
operating performance, net of common share dividends.

See Note 24.2 – Effective income tax rate to the Consolidated financial statements for further details.
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Management’s Discussion and Analysis for the year ended December 31, 2020
(in millions of Canadian dollars, except as otherwise noted)

Section 5 -

Segment performance

The composition of our segments is aligned with our management structure and internal financial reporting based on geography and
nature of our activities. We report our financial results under the business segments set out below.
Intact Financial Corporation
Canada (CAN)

U.S.

Underwriting and distribution activities in Canada

Underwriting activities in the U.S.

Section 6 – Canada

Section 7 – U.S.

Corporate and Other consists of activities managed at the Corporate level, including i nvesting related to P&C insurance, treasury and
capital management, as well as other corporate activities. See Section 8 – Corporate and Other.
Table 3 – Operating performance by segment 1

For the quarters ended Dec. 31,
CAN

2020
U.S. Corporate

Total

CAN

2019
U.S. Corporate

Total

DPW
Growth in constant currency

2,471
6%

401
19%

-

2,872
8%

2,328
13%

342
5%

-

2,670
12%

NEP

2,446

432

1

2,879

2,302

389

1

2,692

392

35

(12)

415

184

44

1

229

14

(4)

13

23

-

-

-

-

72
(3)
-

-

143
(29)
2

143
72
(32)
2

45
(2)
-

-

142
(26)
(2)

142
45
(28)
(2)

461

35

104

600
467
3.18

227

44

115

386
303
2.08

Total

CAN

Operating income
Underwriting income2

Including COVID-19 CAT losses2

Net investment income
Distribution EBITA and Other
Finance costs
Other income (expense)
PTOI
NOI
NOIPS (in dollars)
For the years ended Dec. 31,

CAN
DPW
Growth in constant currency

Total

1,823
9%

-

12,039
9%

9,399
9%

1,650
8%

-

11,049
9%

NEP

9,633

1,582

5

11,220

8,775

1,431

5

10,211

Operating income
Underwriting income2

1,154

81

(8)

1,227

363

97

5

465

64

29

13

106

-

-

-

275
(11)
-

-

577
(115)
(37)

577
275
(126)
(37)

209
(10)
-

-

576
(110)
(23)

1,418

81

417

1,916
1,471
9.92

562

97

448

Net investment income
Distribution EBITA and Other
Finance costs
Other income (expense)
PTOI
NOI
NOIPS (in dollars)
2

2019
U.S. Corporate

10,216
9%

Including COVID-19 CAT losses2

1

2020
U.S. Corporate

-

576
209
(120)
(23)
1,107
905
6.16

See Section 36 – Non-IFRS financial measures.
In Q4-2020, $13 million of U.S. COVID-19 CAT losses were ceded under the internal CAT reinsurance treaty. See Section 8 – Corporate and Other.
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INTACT FINANCIAL CORPORATION

Management’s Discussion and Analysis for the year ended December 31, 2020
(in millions of Canadian dollars, except as otherwise noted)

Section 6 -

Canada

Canada segment
Underwriting and distribution activities in Canada
INSURANCE: P&C Canada (see Section 6.1 – P&C Canada)
•

Largest P&C insurer in Canada, with more than $10 billion in annual DPW and an approximate market share of 17%
(22% proforma for the RSA Acquisition).

•

We underwrite automobile, home and business insurance contracts to individuals and businesses in Canada, which are
reported under three lines of business: personal auto, personal property and commercial lines (including specialty lines).

•

The RSA Acquisition will bolster our leadership position by adding approximately $3 billion in annual premiums in Canada.

•

We distribute insurance in Canada under the Intact Insurance brand through a wide network of brokers, including our whollyowned subsidiary BrokerLink, and directly to consumers through belairdirect. With the acquisition of Frank Cowan, we now have
a new MGA platform to distribute public entity insurance p roducts in Canada.

•

Largest private sector provider of P&C insurance in most provinces .

DISTRIBUTION AND OTHER (see Section 6.2 – Distribution and other activities)
•

We provide our brokers with a variety of digital distribution service platforms, alongside s ales training and financing to enable
them to continue to grow and develop their businesses.

•

BrokerLink is a leading distributor of P&C products in Canada, with over $2 billion of written premiums in 2020.

•

Distribution and Other is reported on a pre-tax and pre-interest basis and includes the operating results of our wholly-owned
broker, BrokerLink; as well as our share of operating results of broker affiliates, Frank Cowan, a specialty MGA in Canada; a nd
On Side, a Canadian restoration firm.

2020 DPW
by line of business
PA

PP

CL

2020 DPW
by region
Ontario

Québec

Alberta

2020 DPW
by distribution channel
Other

Brokers

Direct

84%

25%
40%

30%

42%

33%

PA: Personal auto; PP: Personal property: CL: Commercial lines
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14%

16%

16%
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Management’s Discussion and Analysis for the year ended December 31, 2020
(in millions of Canadian dollars, except as otherwise noted)

6.1

P&C Canada

Underwriting results exclude the impact of the BC exit effective in Q4-2020, with no restatement of comparatives.
Table 4 – Underwriting results for P&C Canada 1

DPW
Personal auto
Personal property
Commercial lines

Q4-2020

Q4-2019

Change

2020

2019

Change

2,471
984
623
864

2,328
941
566
821

6%
5%
10%
5%

10,216
4,322
2,586
3,308

9,399
4,067
2,337
2,995

9%
6%
11%
10%

9.1
9.2
9.3

NEP

2,446

2,302

6%

9,633

8,775

10%

Current year claims (excluding CAT claims)
Current year CAT claims
(Favourable) unfavourable PYD

1,300
65
(33)

1,399
111
(32)

(99)
(46)
(1)

5,357
299
(85)

5,577
362
11

(220)
(63)
(96)

Total net claims
Underwriting expenses

1,332
722

1,478
640

(146)
82

5,571
2,908

5,950
2,462

(379)
446

392

184

208

1,154

363

791

Underwriting ratios
Underlying current year loss ratio
CAT loss ratio
(Favourable) unfavourable PYD ratio

53.2%
2.7%
(1.4)%

60.8%
4.8%
(1.4)%

(7.6) pts
(2.1) pts
-

55.6%
3.1%
(0.9)%

63.6%
4.1%
0.1%

(8.0) pts
(1.0) pts
(1.0) pts

Claims ratio

54.5%

64.2%

(9.7) pts

57.8%

67.8%

(10.0) pts

Commissions
General expenses
Premium taxes

16.0%
10.2%
3.3%

14.9%
9.4%
3.5%

1.1 pts
0.8 pts
(0.2) pts

16.5%
10.1%
3.6%

15.3%
9.2%
3.6%

1.2 pts
0.9 pts
- pts

Expense ratio

29.5%

27.8%

1.7 pts

30.2%

28.1%

2.1 pts

Combined ratio

84.0%

92.0%

(8.0) pts

88.0%

95.9%

(7.9) pts

82.6%
73.2%
95.3%

96.5%
82.0%
93.5%

(13.9) pts
(8.8) pts
1.8 pts

86.6%
81.7%
95.1%

97.7%
92.5%
96.0%

(11.1) pts
(10.8) pts
(0.9) pts

Underwriting income

Personal auto
Personal property
Commercial lines
See Section 36 – Non-IFRS financial measures.

Underlying current year loss ratio

Q4

Annual

Q4

Combined ratio

88.0%

95.9%

95.2%

92.0%
Q4

84.0%

55.6%
Annual

90.8%

2020

65.0%

2019

53.2%

60.8%

63.7%

10,216

9,399

2471

2,328

8,601

2018

63.6%

DPW

2,067

1

Annual
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Management’s Discussion and Analysis for the year ended December 31, 2020
(in millions of Canadian dollars, except as otherwise noted)

Q4-2020 vs Q4-2019

2020 vs 2019

•

Premium growth was solid at 6%, including 3 points
from the acquisition of The Guarantee, but also reflecting
an estimated 6 points of customer premium relief
measures.

•

Excluding these items, DPW growth was driven by market conditions and unit growth.

•

Underlying current year loss ratio improved to a strong at 53.2% in Q4-2020 and 55.6% in 2020, reflecting lower claims
frequency across the business, the impact of our profitability actions and better weather conditions, all of which were partially
offset by the impact of relief measures.

•

CAT losses of $65 million in Q4-2020 reflected the
impact of wind and water events in Central Canada, as
well as non- weather-related losses, including $14 million
of COVID-19 related losses (see Section 14 – Weather) .

•

CAT losses of $299 million in 2020 were mostly weatherdriven but also included $64 million of COVID-19 related
losses in commercial lines.

•

PYD ratio was favourable at 1.4% and in line with last
year.

•

PYD ratio was favourable at 0.9%, with all lines showing
favourable development.

•

Expense ratio increased to 29.5% across all lines of
business, mainly due to the impact of relief measures on
NEP, higher variable commissions and accelerated spent
in technology.

•

Expense ratio increased to 30.2% across all lines of
business, mainly due to higher variable commissions, the
impact of relief measures on NEP and accelerated spent in
technology. The expense ratio for 2020 also reflected a
$32 million bad debt expense recorded in Q2-2020.

•

Combined ratio was strong at 84% in Q4-2020 and 88% in 2020, reflecting strong underlying performance across all lines.

•

Underwriting income was up $208 million in Q4-2020 and $791 million for the full year, reflecting NEP growth and strong
improvement in underwriting performance.

6.2

•

Premium growth was strong at 9%, including 5 points from
the acquisition of The Guarantee, but also reflecting an
estimated 4 points of customer premium relief measures.

Distribution and other activities
Our strategy: increase scale in distribution

We aim to continue to:
•
support our brokers as they expand and grow their businesses , while actively participating in broker consolidation through
BrokerLink and partners;
•

expand our distribution footprint in specialty lines through the acquisition of MGAs, such as Frank Cowan ; and

•

strengthen our supply chains, including strengthening our repair and restoration services with the acquisition of On Side.
Our 2020 performance

Our performance over time
275
7-year CAGR (2013-20): 17%

14

91

89

2013

2014

123

134

2015

2016

INTACT FINANCIAL CORPORATION

209
158

2017

176

2018

2019

2020

Distribution EBITA and
Other grew 32% to
$275 million, reflecting strong
organic growth, accretive
acquisitions, expense
management, as well as the
acquisitions of Frank Cowan
and On Side.

INTACT FINANCIAL CORPORATION

Management’s Discussion and Analysis for the year ended December 31, 2020
(in millions of Canadian dollars, except as otherwise noted)

Section 7 -

U.S.

U.S. segment
Underwriting activities in the U.S.
INSURANCE: P&C U.S.
•

Focused on small-to-medium sized businesses, with over US$1.3 billion ($1.8 billion) in annual DPW.

•

Distributes insurance products and services in the U.S. under the Intact Insurance Specialty Solutions brand through
independent agencies, regional and national brokers, wholesalers and man aging general agencies.

•

We offer specialty insurance to solve the unique needs of particular customers or industry groups, as well as d istinct specialty
products and tailored coverages to a broad customer base across the U.S.

•

Each business unit is managed by an experienced team of specialty insurance professionals focused on a specific customer
group or industry segment.

•

We hold a top 6 position in the surety segment in North America.

•

Competitive factors for most of our insurance products are price, product terms and conditions, agency and broker relationships,
claims service, company scale and financial stability.

2020 DPW by business unit
Accident & Health 16%
Surety 14%
Technology 12%
Ocean Marine 11%

Specialty Property 8%
Managem ent Liability 7%
Tuition Reim bursement 7%
Inland Marine 6%
Public Entities 5%
Fin. Services 4%
Entertainm ent 4%
Environm ental 3%
Fin. Institutions 3%

INTACT FINANCIAL CORPORATION
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Management’s Discussion and Analysis for the year ended December 31, 2020
(in millions of Canadian dollars, except as otherwise noted)

7.1

P&C U.S.

Table 5 – Underwriting results for P&C U.S. 1

Q4-2019

Change

2020

2019

Change

401

342

17%
19%

1,823

1,650

11%
9%

NEP

432

389

11%

1,582

1,431

11%

Current year claims
Current year CAT claims
(Favourable) unfavourable PYD

239
(4)
5

208
4
(7)

31
(8)
12

861
47
(15)

803
4
(11)

58
43
(4)

Net claims incurred
Underwriting expenses

240
157

205
140

35
17

893
608

796
538

97
70

Underwriting income

35

44

(9)

81

97

(16)

Underwriting ratios
Underlying current year loss ratio
CAT loss ratio
(Favourable) unfavourable PYD ratio

55.2%
(0.9)%
1.3%

53.4%
1.0%
(1.6)%

1.8 pts
(1.9) pts
2.9 pts

54.4%
3.0%
(0.9)%

56.1%
0.3%
(0.8)%

(1.7) pts
2.7 pts
(0.1) pts

Claims ratio

55.6%

52.8%

2.8 pts

56.5%

55.6%

0.9 pts

Commissions
General expenses
Premium taxes

16.2%
18.5%
1.7%

15.0%
19.2%
1.8%

1.2 pts
(0.7) pts
(0.1) pts

16.5%
19.7%
2.2%

15.7%
20.0%
1.9%

0.8 pts
(0.3) pts
0.3 pts

Expense ratio

36.4%

36.0%

0.4 pts

38.4%

37.6%

0.8 pts

Combined ratio

92.0%

88.8%

3.2 pts

94.9%

93.2%

1.7 pts

See Section 36 – Non-IFRS financial measures.
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Q4

Annual

Q4

Annual

94.9%

93.2%

94.8%

92.0%

88.8%

96.7%

54.4%

56.1%

56.9%

55.2%

53.4%

1,823

Combined ratio

401

342

325

Q4

1,650

Underlying current year loss ratio
2018 2019 2020

1,489

DPW

55.6%

1

Q4-2020
DPW
Growth in constant currency

INTACT FINANCIAL CORPORATION

Management’s Discussion and Analysis for the year ended December 31, 2020
(in millions of Canadian dollars, except as otherwise noted)

Q4-2020 vs Q4-2019

2020 vs 2019

•

On a constant currency basis, very strong DPW
growth of 19%, including 6 points from the acquisition
of The Guarantee, driven by hard market conditions,
strong new business growth and solid retention .

•

On a constant currency basis, solid DPW growth of 9%,
including 6 points from the acquisition of The Guarantee, driven
by hard market conditions, increased new business and strong
renewals.

•

Underlying current year loss ratio increased
1.8 points from a solid 53.4% in Q4-2019, mainly due
to higher non-CAT weather-related losses.

•

Underlying current year loss ratio improved to a strong
54.4%, driven by the impact of our profitability actions, including
rate increases, claims actions and the exit of the Healthcare
business.

•

CAT loss ratio was negative 0.9% in Q4-2020,
reflecting additional COVID-19 related losses of
$9 million in Q4-2020, more than offset by the cession
of $13 million of losses under an internal reinsurance
treaty (see Section 8 – Corporate and Other).

•

CAT loss ratio of 3.0% in 2020 was driven by 1.8 points
($29 million) of COVID-19 related losses in 2020 and severe
weather events in Q1-2020.

•

PYD ratio was unfavourable at 1.3%, mainly driven
by adverse development on prior year claims, net of
ADC cover.

•

Favourable PYD ratio of 0.9% was tempered by adverse
development on prior year claims, net of ADC cover.

•

Expense ratio was slightly up in Q4-2020 and 2020, reflecting the addition of The Guarantee’s surety business .

•

Combined ratio increased by 3.2 points to 92.0% ,
mainly due to unfavourable PYD and higher non-CAT
weather-related losses. Most lines of business are
performing very well.

7.2

•

Combined ratio of 94.9% was higher than expected ,
reflecting 1.8 points of COVID-19 CAT losses and elevated CAT
and non-CAT weather-related losses. Given all the actions we
have taken so far, we remain confident in the fundamentals of
our U.S. business and our ability to deliver a low 90's combined
ratio on a sustainable basis.

Performance vs objectives

At the time of the acquisition, we set two critical objectives for success, both targeting the end of 2020 for completion .
1. Reach $3 billion DPW across our North American Specialty platform. Our DPW reached $3 billion in 2020, in line with
our objective (see Section 16 – Progress on our strategic roadmap); and
2.

Achieve a sustainable low-90s combined ratio in the U.S. We have taken several tangible actions to achieve our combined
ratio target, including:
•

implementing profit improvement plans on certain underperforming lines and targeted exits from business units such as
healthcare;

•
•

the realization of synergies, including $30 million of expense synergies on an annual basis; and
investments in our strong core of industry leading business units, both organic and via acquisitions such as The Guarantee
and International Bond & Marine Brokerage Ltd. (IB&M).

We believe our U.S. business will deliver sustainable low 90s performance going forward, given the actions we have taken so far and
continued discipline on underwriting performance.

7.3

Other performance matters

Exited lines reported a loss of $57 million in 2020 ($66 million in 2019), net of reinsurance, mainly driven by adverse PYD in the
Healthcare business, which we exited effective July 1, 2019. These results support our decision to exit the business.

INTACT FINANCIAL CORPORATION
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Management’s Discussion and Analysis for the year ended December 31, 2020
(in millions of Canadian dollars, except as otherwise noted)

Section 8 -

Corporate and Other

CORPORATE AND OTHER
Consists of income and expenses related to activities managed at the Corporate level, including:
•
Investment management activities
•
Treasury and capital management
•
Risk management, including internal CAT reinsurance
•
Other corporate activities
Internal CAT reinsurance treaty
As part of our global risk management optimization strategy, an internal CAT reinsurance treaty has been in place since 2018 to
cover for P&C U.S. CAT losses in excess of US$20 million. The impact of the internal reinsurance treaty is reflected as follo ws, in
line with how we measure our performance:
•
•

P&C U.S. performance is presented net of reinsurance.
Corporate and Other performance reflects P&C U.S. ceded premiums and ceded losses, which are included in the
consolidated underwriting performance.

See Section 23.2 – Reinsurance for details on reinsurance net retention and coverage limits.

8.1

Corporate and Other (operating performance)

Table 6 – Corporate and other (operating performance)

Section
Underwriting income (loss)
Net investment income
Finance costs 1
Other income (expense) 2
Corporate and other
Underwriting income (loss)
NEP (ceded premiums from P&C U.S.)
CAT losses
Underwriting income (loss)
1

2

10.2

Q4-2020

Q4-2019

Change

2020

2019

Change

(12)
143
(29)
2

1
142
(26)
(2)

(13)
1
(3)
4

(8)
577
(115)
(37)

5
576
(110)
(23)

(13)
1
(5)
(14)

104

115

(11)

417

448

(31)

1
13

1
-

13

5
13

5
-

13

(12)

1

(13)

(8)

5

(13)

Finance costs (other than those related to our Canadian broker associates).
Other income (expense) can fluctuate from quarter to quarter and includes general corporate expenses and income, consolidatio n adjustments,
regulatory fees related to our public company status, special projects and other operating items. Included underwriting results of The Guarantee from
December 2, 2019 (closing date) of $7 million in 2019.

Underwriting performance highlights

•

Underwriting loss of $12 million in Q4-2020 and $8 million in 2020, reflected $13 million (US$10 million) of P&C U.S.
COVID-19 CAT losses ceded to the internal CAT reinsurance treaty , net of reinsurance premiums of $5 million in 2020.

•

CAT losses ceded of US$10 million represented losses in excess of P&C U.S. segment retention of US$20 million. It is the
first time that P&C U.S. CAT losses exceed that retention since inception in 2018. See Section 7.1 – P&C U.S.

•

On a consolidated basis, COVID-19 CAT losses totaled $23 million in Q4-2020 and $106 million in 2020, all of which
are reflected in the consolidated combined ratio.

See Section 5 – Segment performance.
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Management’s Discussion and Analysis for the year ended December 31, 2020
(in millions of Canadian dollars, except as otherwise noted)

Section 9 -

Line of business performance

The composition of our lines of business is aligned with our management structure and internal financial reporting. We report our
financial results under the lines of business set out below.

Intact Financial Corporation

Section

•

Personal auto – We offer various levels of coverage to our customers for their vehicles including
accident benefits, third party property and physical damage. Our coverage is also available for motor
homes, recreational vehicles, motorcycles, snowmobiles, and all terrain vehicles.

9.1

•

Personal property – Our customers can get protection for their homes and contents from risks such
as fire, theft, vandalism, water damage and other damages, as well as personal liability coverage.
Property coverage is also available for tenants, condominium owners, non-owner-occupied residences
and seasonal residences.

9.2

•

Commercial lines - CANADA – We provide a broad range of coverages tailored to the needs of a
diversified group of small and medium sized businesses, including commercial landlords,
manufacturers, contractors, wholesalers, retailers, transportation businesses, agriculture businesses
and service providers. Commercial property coverages protect the physical assets of the business and
include business interruption insurance. Liability coverages include commercial general liability, product
liability, professional liability as well as cyber endorsement. Commercial vehicle coverages provide
protection for commercial auto, fleets, garage operations, light trucks, public vehicles and the spec ific
needs of the sharing economy.

9.3

•

Commercial lines U.S. (P&C U.S.) – Through our 13 business units, we provide a broad range of
specialty insurance solutions tailored to meet the unique needs of specific industry segments or
product/customer groups. Businesses serving targeted industry segments include accident and health
(transportation, specialty health, and sharing economy), technology, ocean marine, inland marine
(construction, transportation, and fine arts), government ri sks (public entities), entertainment, financial
services, and financial institutions. Businesses offering distinct specialty products to broad customer
groups include specialty property, surety, tuition reimbursement, management liability, and
environmental.

7.1
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9.1

Personal auto

Underwriting results exclude the impact of the BC exit effective in Q4-2020, with no restatement of comparatives.
Table 7 – Underwriting results for personal auto 1

Q4-2019

Change

2020

2019

Change

DPW
Written insured risks (in thousands)
NEP
Underwriting income (loss)

984
908
1,087
189

941
886
1,007
35

5%
2%
8%
nm

4,322
4,246
4,187
560

4,067
4,150
3,818
86

6%
2%
10%
nm

Underlying current year loss ratio
CAT loss ratio
(Favourable) unfavourable PYD ratio

58.8%
0.6%
(1.0)%

73.0%
0.8%
-%

(14.2) pts
(0.2) pts
(1.0) pts

61.0%
1.1%
(0.1)%

71.7%
0.7%
2.9%

(10.7) pts
0.4 pts
(3.0) pts

Claims ratio
Expense ratio

58.4%
24.2%

73.8%
22.7%

(15.4) pts
1.5 pts

62.0%
24.6%

75.3%
22.4%

(13.3) pts
2.2 pts

Combined ratio

82.6%

96.5%

(13.9) pts

86.6%

97.7%

(11.1) pts

See Section 36 – Non-IFRS financial measures.

•

Q4-2020 vs Q4-2019
Solid DPW growth of 5%, after reflecting an estimated
6 points of customer premium relief measures and
2 points due to the BC exit, driven by unit growth .

2020 vs 2019
•

Solid DPW growth of 6%, after reflecting an estimated
6 points of customer premiums relief measures. DPW
growth was driven by favourable market conditions entering
into 2020, the acquisition of The Guarantee (2 points), as
well as unit growth.

•

Underlying current year loss ratio improved to a
strong 58.8%, reflecting lower claims frequency due to
reduced driving, the benefit of our profitability actions and
lower non-CAT weather-related losses, partly offset by
increased claims severity and customer relief measures.

•

Underlying current year loss ratio improved to a strong
61.0% in 2020, reflecting lower claims frequency due to the
benefit of our profitability actions, reduced driving and lower
non-CAT weather-related losses, partly offset by increased
claims severity and customer relief measures.

•

CAT loss ratio of 0.6% in Q4-2020, essentially in line
with last year.

•

CAT loss ratio of 1.1% in 2020, in line with expectations.

•

Favourable PYD was minimal in Q4-2020 in 2020, in line with expectations.

•

Combined ratio was strong at 82.6% in Q4-2020 and 86.6% in 2020, driven by improvement in underlying performance.
DPW

Underlying current year loss ratio

Q4

20

2019
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Q4

Annual

Q4

Annual

86.6%

97.7%

99.5%
82.6%

96.5%

97.3%
61.0%

74.7%

73.0%

74.4%

58.8%

Annual

Combined ratio

2020

4,322

4,067

984

941

818

3,750

2018

71.7%

1

Q4-2020
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9.2

Personal property

Table 8 – Underwriting results for Personal property 1

Q4-2020

Q4-2019

Change

2020

2019

Change

623
579
630
169

566
562
566
102

10%
3%
11%
66%

2,586
2,480
2,444
446

2,337
2,404
2,184
165

11%
3%
12%
nm

Underlying current year loss ratio
CAT loss ratio
(Favourable) unfavourable PYD ratio

40.3%
2.4%
(2.4)%

43.5%
8.5%
(1.8)%

(3.2) pts
(6.1) pts
(0.6) pts

46.5%
3.8%
(1.9)%

53.7%
9.0%
(1.7)%

(7.2) pts
(5.2) pts
(0.2) pts

Claims ratio
Expense ratio

40.3%
32.9%

50.2%
31.8%

(9.9) pts
1.1 pts

48.4%
33.3%

61.0%
31.5%

(12.6) pts
1.8 pts

Combined ratio

73.2%

82.0%

(8.8) pts

81.7%

92.5%

(10.8) pts

DPW
Written insured risks (in thousands)
NEP
Underwriting income (loss)

See Section 36 – Non-IFRS financial measures.

Q4-2020 vs Q4-2019

2020 vs 2019

•

Strong premium growth of 10%, after reflecting an
estimated 3 points of customer premium relief measures,
driven by solid unit growth and firm market conditions.

•

Underlying current year loss ratio improved to a strong 40.3% in Q4-2020 and 46.5% in 2020, driven by strong
fundamentals, market conditions and lower non-CAT weather-related losses.

•

CAT loss ratio of 2.4%, in line with expectations, while
lower than last year’s elevated level, which was impacted
by a severe storm in Central Canada in 2019.

•

Favourable PYD ratio of 2.4% in Q4-2020 and 1.9% in 2020, in line with expectations.

•

Personal property continued to deliver solid results, with a combined ratio of 73.2% in Q4-2020 and 81.7% in 2020 and
limited COVID-19 impacts.

Strong premium growth of 11%, after reflecting an
estimated 2 points of customer premium relief measures ,
driven by solid unit growth and firm market conditions.

•

CAT loss ratio of 3.8% was driven by Q2-2020 severe
weather events in Alberta, but remained below expectations
and last year’s elevated level.

Annual

Q4

81.7%

92.5%

88.3%
73.2%

82.0%

78.5%

46.5%

53.7%

52.0%
Q4

40.3%

43.5%

47.1%
Annual

Combined ratio

2,586

2,337

623

566
Q4

•

Underlying current year loss ratio
2018 2019 2020

2,186

DPW

517

1

Annual

INTACT FINANCIAL CORPORATION

21

INTACT FINANCIAL CORPORATION

Management’s Discussion and Analysis for the year ended December 31, 2020
(in millions of Canadian dollars, except as otherwise noted)

9.3

Commercial lines

Table 9 – Underwriting results for Commercial lines Canada, including Commercial P&C and Commercial auto 1

Q4-2020

Q4-2019

Change

2020

2019

Change

864
646
218
729
34

821
574
247
729
47

5%
13%
(12)%
(28)%

3,308
2,382
926
3,002
148

2,995
2,046
949
2,773
112

10%
16%
(2)%
8%
32%

Underlying current year loss ratio
CAT loss ratio
(Favourable) unfavourable PYD ratio

55.8%
6.0%
(1.0)%

57.2%
7.5%
(2.9)%

(1.4) pts
(1.5) pts
1.9 pts

55.3%
5.5%
(1.1)%

60.0%
5.1%
(2.3)%

(4.7) pts
0.4 pts
1.2 pts

Claims ratio
Expense ratio

60.8%
34.5%

61.8%
31.7%

(1.0) pts
2.8 pts

59.7%
35.4%

62.8%
33.2%

(3.1) pts
2.2 pts

Combined ratio

95.3%

93.5%

1.8 pts

95.1%

96.0%

(0.9) pts

DPW
Commercial P&C
Commercial auto
NEP
Underwriting income (loss)

See Section 36 – Non-IFRS financial measures.

•

•

Q4-2020 vs Q4-2019
2020 vs 2019
Solid DPW growth of 5%, driven by the acquisition of The •
Solid DPW growth of 10%, driven by the acquisition of
Guarantee, but also reflecting an estimated 6 points for the
The Guarantee, but also reflecting an estimated 4 points
$50-million targeted relief program for small business
of customer premium relief measures.
customers.
Excluding these items, premiums reflected hard market conditions, tempered by relief measures and the economic slowdown
in Commercial P&C, as well as lower volumes from the sharing economy products in Commercial auto.

•

Underlying current year loss ratio improved to a strong
55.8%, driven by lower claims frequency, in part due to our
profitability actions, partly offset by customer relief measures.

•

Underlying current year loss ratio improved to a
strong 55.3%, driven by lower claims frequency, in part
due to better weather conditions and our profitability
actions, partly offset by customer relief measures.

•

CAT loss ratio of 6.0% was elevated and driven by nonweather related losses, including $14 million (2 points) of
COVID-19 related losses.

•

CAT loss ratio was elevated at 5.5% and reflected nonweather related losses, including $64 million (2 points) of
COVID-19 related losses, and the impact of severe
weather in Alberta in Q2-2020.

•

Favourable PYD ratio of 1.0% in Q4-2020 and 1.1% in 2020 was lower than last year, reflecting lower favourable PYD in
Commercial P&C and improvement in Commercial auto.

•

Combined ratio was solid at 95.3%, as strong underlying
performance was offset by the impact of our $50-million
targeted customer relief program (6 points), COVID-19 CAT
losses and higher expenses.

22

Combined ratio was solid at 95.1%, as strong
underlying performance was offset by the impact of
customer relief measures, COVID-19 CAT losses and
higher expenses.

Annual

INTACT FINANCIAL CORPORATION

Combined ratio

Q4

Annual

Q4

Annual

95.1%

96.0%

94.6%

95.3%

93.5%

91.6%

55.3%

60.0%

61.3%

55.8%

57.2%

3,308

2,995

864

821

732

Q4

•

Underlying current year loss ratio
2018 2019 2020

2,665

DPW

62.0%

1
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Section 10 - Investment performance
10.1

$21 billion of strategically managed high-quality investments

Our approach to investment management continues to reflect our objective of:
•
maximizing after-tax returns, while preserving capital and limiting volatility, based on our risk profile, and
•
outperforming our peers’ investment returns over the long-term, while ensuring policyholder protection and maintaining strong
regulatory capital levels.
We continue to manage our investment portfolio to achieve these objectives via appropriate asset allocation and active manage ment
investment strategies, while minimizing the potential for large investment losses with diversification and limits on our investment
exposures. Such limits are specified in our investment policies and are designed to be consistent with our overall risk toler ance.
Management monitors an d ensures compliance with our investment policies.

10.2 Net investment income
Table 10 – Net investment income

Q4-2020

Q4-2019

Change

2020

2019

Change

88
62

93
55

(5)
7

358
242

374
225

(16)
17

Investment income, before expenses
Expenses

150
(7)

148
(6)

2
(1)

600
(23)

599
(23)

1
-

Net investment income

143

142

1

577

576

1

19,167

17,616

9%

18,637

17,207

8%

3.15%

3.39%

(24) bps

3.24%

3.50%

(26) bps

Interest income
Dividend income

Average net

investments1

Market-based

yield 2

1

Defined as the mid-month average fair value of net equity and fixed-income securities held during the reporting period.
2
Represents the annualized total pre-tax investment income (before expenses), divided by the average net investments.

Q4-2020 vs Q4-2019

2020 vs 2019

•

Net investment income of $143 million for Q4-2020 and $577 million for full year 2020 were essentially in line with
last year, as the benefit of higher invested assets was offset by lower reinvestment yields.

•

Average net investments increased by 9% in the quarter and 8% for the full year, reflecting the acquisition of The
Guarantee, as well as cash inflows from operations (see Section 22 – Investments and capital markets).

•

Market based yield decreased to 3.15% in the quarter and 3.24% for the full year, mainly due to the impact of higher
average net investments and lower reinvestment yields.

10.3 Realized and unrealized gains (losses) on FVTPL bonds
Realized and unrealized gains and losses on our FVTPL bonds are expected to offset by the change in rates used to discount our
claims liabilities (MYA) (see Section 35 – Non-operating results).
Q4-2020 vs Q4-2019

2020 vs 2019

•

Net losses of $7 million in Q4-2020 driven by a slight
increase of interest rates in both Canada and the U.S.
(see Section 22.1 – Capital markets update).

•

Net gains of $237 million in 2020, mainly driven by the
significant decline in interest rates in both Canada and the
U.S. (see Section 22.1 – Capital markets update).

•

REMINDER: Net losses of $47 million in Q4-2019
were driven by increasing interest rates in both Canada
and the U.S.

•

REMINDER: Net gains of $115 million in 2019 were driven
by declining interest rates in 2019 in both Canada (mainly in
H1-2019) and the U.S.
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10.4 Net gains (losses) excluding FVTPL bonds
Net investment gains (losses) are reported in Non -operating results and included the following items. See Section 22.1 – Capital
market update for more details on market performance.
Table 11 – Net gains (losses) excluding FVTPL bonds1

Q4-2020

Q4-2019

Change

2020

2019

Change

62

4
23

(4)
39

33
8

14
26

19
(18)

(12)
(1)
(22)
26

(8)
(14)
11

(4)
(1)
(8)
15

(14)
10
(121)
29

(5)
(76)
91

(9)
10
(45)
(62)

53

16

37

(55)

50

(105)

41
(22)
14
(7)

11

41
(22)
14
(18)

41
(22)
35
(30)
5

72
19

41
(22)
(37)
(30)
(14)

2

Realized and unrealized gains (losses) on:
AFS bonds, net of derivatives
Equity securities, net of derivatives
Embedded derivatives related to our perpetual
preferred shares
Net foreign currency gains (losses) on investments
Impairment losses on AFS common shares
Other gains (losses) (see below)
Gains (losses) excluding FVTPL bonds
Other gains (losses) can be broken down as follows:
Currency derivative economic hedges related to the
RSA Acquisition
Purchase price
Book value
Broker gains related to a change of control
Impairment loss on Intact U.S. Surplus notes
Other
1
2

See Note 23 – Net gains (losses) to the Consolidated financial statements for further details.
Excluding foreign currency impact, which is reported in Net foreign currency gains (losses) on investments.

Q4-2020 vs Q4-2019

2020 vs 2019

Net gains of $53 million in Q4-2020 reflected:

Net losses of $55 million in 2020, mainly reflected:

•

realized gains from favourable equity markets; and

•

impairment losses on AFS common shares of $121 million; and

•

other net gains of $26 million.

•

losses on embedded derivatives.

Partly offset by:

Partly offset by:

•

losses on embedded derivatives; and

•

realized gains on bonds and equity securities; and

•

impairment losses of $22 million.

•

other net gains of $29 million.

Net gains of $16 million in Q4-2019 included realized
gains from favourable equity markets, partly offset by
impairment losses, mostly stock specific.
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Net gains of $50 million in 2019 included a broker gain of
$72 million in Q1-2019 and realized gains on our AFS bonds and
common shares, partly offset by impairment losses of $76 million.
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ENVIRONMENT & OUTLOOK
Section 11 - P&C insurance industry outlook
•

•
•

•

Given that the Canadian industry combined ratio was approximately 100% for the first three quarters of 2020 and the industry
ROE was slightly above 7% for the last twelve months to September 30, 2020, we believe continued industry corrective measures
are required and are likely to resume as the impact of the COVID-19 crisis eases.
In commercial lines on both sides of the border, hard market conditions are expected to continue. In personal lines, firm market
conditions are expected in personal property, while personal auto market conditions are temporarily softening.
During the COVID-19 crisis, we have tempered rate increases and provided relief to customers by allowing for payment deferrals
and waiving late payment fees. In addition, specific relief measures by line of business are outlined below. In 2020, we have
provided $530 million of relief to more than 1.2 million customers.
Our on-going relief measures include customer-driven rate strategies, accelerated deployment of UBI, product enhancements in
personal property and continued support to the most vulnerable small businesses.

P&C insurance industry
12-month outlook
•

•

Personal
auto
•

The COVID-19 crisis is temporarily
softening market conditions in personal
auto as claims frequency remains below
historical levels. As well, companies have
provided various relief measures to
customers.
In the first three quarters of 2020, industry
growth was approximately 6%, as the rate
trend tempered and may continue while
claims frequency remains below historical
levels. We expect corrective measures to
resume once the impact of the crisis eases.
Despite improved underwriting results in
Q3-2020, industry profitability continued to
be challenged, with a combined ratio
estimated at approximately 100% in the
first nine months of 2020.

Our response
•

•

•

•

•
•

•

Personal
Property

•
•

•

The COVID-19 crisis has not materially
impacted personal property as consumers
continue to need protection against theft,
fire, water and other climate-related
damages.
Industry growth was above 8% in the first
three quarters of 2020.
We expect firm market conditions since this
line of business is subject to challenging
weather over time.
We expect growth at a mid single-digit level
over the next 12 months.

•

•

•
•

In addition to the customer relief measures outlined above,
we have adjusted auto premiums and provid ed flexibility for
changed customer risk profiles. Our relief measures are
evolving into rate strategies and accelerated UBI
deployment.
Our UBI offering is well positioned in an environment where
drivers want insurance to reflect their own behaviours and
where value for money is becoming more important.
We are leveraging our robust data and analytic tools,
including UBI, to dynamically monitor driving activity and
customer behaviour. Our relief measures are risk - and
needs-based, enabling us to adapt while maintaining
margins.
We are investing in telematics, big data, and artificial
intelligence to maintain our advantage in data and
segmentation.
Our brand investments and focus on customer driven digital
leadership will continue to help grow our business.
We are maintaining the emphasis on our portfolio quality
and are focused on maintaining overall profitability levels.
We have provided relief to customers impacted by the
COVID-19 crisis by offering flexibility for those who have
used their homes during the crisis for different purposes.
Our relief is evolving through product enhancements, and
profitability actions over time have positioned this business
very well.
We continue to ensure our results remain sustainable even
with severe weather.
On Side deepens our supply chain to improve customer
experience, while capturing margins and expanding
capacity.
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P&C insurance industry
12-month outlook
•

•

•
Commercial
lines
Canada

•

•

In commercial P&C, hard market conditions are
continuing, with industry rate increases back to
pre-crisis levels, driven by low industry
profitability and tight capacity.
In commercial auto, the industry, on average,
continues to pursue rate increases, albeit at a
slightly tempered pace due to the COVID-19
crisis.
Overall, we expect to see hard market
conditions as the impact of the crisis eases.
Premiums will continue to be impacted by the
economic downturn, with lower units and
adjustments to risk profiles.
In the first three quarters of 2020, the industry
reported growth of 12%, and weak profitability
with an estimated industry combined ratio over
100%.

Our response
•

•

•

•

•

•

•
U.S.
Commercial
lines

•

26

A mix of hard and hardening market conditions
across lines, including sustained price
increases and tightening terms and conditions,
are expected to continue. Rising reinsurance
costs, lower-for-longer interest rates, and an
active CAT season will further support recent
trends.
The economic impact of the COVID-19 crisis
has affected some insurance lines more than
others. Exposures in the short term will be
reduced in certain lines such as commercial
auto and some segments of workers
compensation. Other lines such as D&O, E&O,
and excess property, which are economically
sensitive, have been more impacted and
continue to see upward pricing trends.
The U.S. Commercial P&C industry top line
decelerated to approximately 4% in the first nine
months of 2020 as stron g rate increases were
partially offset by reduced exposures and the
impact of a slower economy. The combined
ratio is estimated in the upper 90’s to low 100’s.
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•

•

•

•

We have provided risk- and needs-based relief to
customers impacted by the COVID-19 crisis through
premium adjustments to reflect changed commercial
automobile usage; and provided mid -term premium
adjustments and rate relief for small- and mediumsized businesses that have been impacted from a
declining revenues, sales receipts and payroll
perspective.
Our relief is on-going and evolving. In Q4-2020 we
provided $50 million relief program to support the most
vulnerable small businesses. The impact was fully
reflected in Q4-2020, which reduced DPW growth by
6 points and increased the combined ratio by 6 points.
The majority of our businesses had low exposure to
COVID-19 related claims. There were some exposures
for specifically covered business interruption and
specialized programs. We increased our provision for
COVID-19 losses by $14 million in Q4-2020.
We are maintaining an emphasis on portfolio quality
while our focus on loss prevention and service
excellence remains.
We continue to develop innovative products to address
customer needs, and pursue acquisitions to strengthen
our capabilities and product suite.
Despite the COVID-19 crisis, our underwriting appetite
for new and renewal business remains largely
unchanged.
The majority of our businesses have low exposure to
COVID-19 related claims. Losses are expected and
have been provided for in certain segments – primarily
event cancellation and production shutdowns in the
Entertainment business, and to a much lesser extent,
specifically endorsed business interruption in select
specialized programs. We increased our gross
provision by $9 million in Q4-2020.
Our objective remains to expand the U.S. specialty
business. Growth opportunities, including the
acquisitions of The Guarantee and IB&M, are being
successfully pursued in the segments of the portfolio
that are performing at or above expectations.
While the impact of the COVID-19 crisis may add some
near-term volatility, we believe the fundamentals of our
U.S. commercial business are well positioned to
maintain a low 90’s combined ratio in line with our
objective.
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P&C insurance industry
12-month outlook
•

Investments
•
•

•

•

Overall
•

Increased uncertainty regarding global
economic activity resulted in volatile capital
markets in Q1. The significant response from
governments to support businesses and
economies, as well as the earlier than expected
release of multiple COVID-19 vaccines, led to
a significant market rebound in the subsequent
quarters. Nevertheless, the capital markets will
remain volatile until the COVID-19 crisis has
passed and economies fully reopen.
Investment yields are low by historical
standards.
In the current interest rate environment, we
expect the industry’s pre-tax investment yield
to decline over time as portfolios roll over.
Continued volatility in capital markets may put
additional pressure on investment market
values and capital levels.
While the COVID-19 crisis has resulted in
dislocation in the Canadian P&C market, a midto-high single-digit industry ROE over the past
year supports a continuation of the hard market
environment once the crisis has passed.
We expect the industry ROE to modestly
improve in 2021 but remain below its long -term
average of close to 10%.

Our response
•

•

•

•

•

•

Our investment portfolio is managed like the rest of
our business, for the long-term. Our investment
management team seeks to maximize after-tax
returns while preserving capital and limiting
volatility.
We are well positioned for a low interest rate
environment. Our insurance products are shortterm in nature and priced to generate mid-teens
ROEs, taking into account our investment portfolio
yields.
We continuously seek to optimize the composition
of our investment portfolio, considering factors
including risk, return, capital, regulation and tax
legislation changes.

The RSA Acquisition will expand our leadership
position in Canada, create a leading specialty lines
platform with international expertise, and provide
entry into the UK and Ireland market at scale.
With our action plans and strategies, we expect to
exceed our 500 basis point industry ROE
outperformance target.
We are focused on maintaining a mid-teens OROE
level.
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Section 12 - Insurance industry at a glance
12.1 P&C insurance in Canada

Large and
highly
fragmented

Evolving
and
growing
over time

Broad
distribution
channel

•

In 2019, the P&C market grew by 11%, driven by rate increases, to $60 billion in annual premiums,
representing approximately 3% of gross domestic product (GDP).

•

The top five insurers represent 47% of the market, and the top 20 have a combined market share of 84%.

•

Intact remains the largest player with an estimated market share of 17%. Intact holds an estimated market
share of 19% in personal auto, 18% in personal property and 14% in commercial lines.

•

There has been consolidation over the past decade in which IFC has participated. We still expect 10 to
15 points of market share will change hands in the next three to five years.

•

Over the last 30 years, the industry has grown at about a 5% CAGR and delivered a ROE close to 10%.

•

Emerging technologies and innovations continue to transform the insurance landscape, which will fuel further
innovation, transformation and consolidation within the industry.

•

The P&C industry distributes close to two-thirds of its premiums through brokers.

•

We distribute our products mainly through a wide network of affiliated and non -affiliated brokers, as well as
directly to our customers. Frank Cowan provides us with an opportunity to diversify distribution with one of
Canada’s leading MGAs. Through our broad distribution channel, we offer customers many options to reach
us: online, by phone or in person.

•

Insurance companies are licensed under insurance legislation in each of the provinces and territories in which
they conduct business.

•

Home and commercial insurance products and rates are unregulated, while personal auto is regulated in
provinces where the product is provided by private sector insurance companies. While the rate approval
process for personal auto vary by province, insurers must file and receive approval for rate adjustments before
they can be effective.

•

Capital for federal insurance companies is regulated by OSFI and by provincial authorities in the case of
provincially incorporated insurance companies (see Section 25 – Capital management).

Regulated
market

2019 Industry DPW
by line of business

PA

PP

CL

2019 Industry DPW
by region
Ontario

Québec

Alberta

Other

2019 Industry DPW
by distribution channel
Brokers

Direct

23%
46%
18%

60%

37%
40%

40%

17%
19%

PA: Personal auto; PP: Personal property: CL: Commercial lines
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12.2 IFC’s Canadian industry outperformance over time
Industry data below represents an IFC estimate based on MSA. Industry benchmark consists of the 20 largest comparable companies
in the P&C industry based on industry data.
Table 12 – Canadian P&C Industry – IFC outperformance (underperformance)

YTD
Q3-2020

H1-2020

Full year
2019

Full year
2018

Full year
2017

ROE (for the last 12 months) 1
IFC
Outperformance (underperformance) vs P&C Industry

13.4%
6.0 pts

12.0%
6.9 pts

11.4%
5.8 pts

11.8%
8.9 pts

13.0%
6.9 pts

DPW growth
IFC: P&C Canada2
Outperformance (underperformance) vs Industry benchmark

10.1%
2.8 pts

10.1%
3.1 pts

9.7%
- pts

2.3%
(4.4) pts

2.1%
(2.4) pts

Combined ratio
IFC: P&C Canada2
Outperformance (underperformance) vs Industry benchmark

93.6%
6.4 pts

96.7%
6.6 pts

97.5%
3.6 pts

95.0%
8.3 pts

94.1%
6.2 pts

IFC’s ROE for comparison purposes corresponds to the AROE, which is the most comparable to the industry.
For comparison purposes, IFC DPW growth and combined ratio are based on financial statements presentation . See Section 35 – Non-operating
results.
AMF (Québec) chartered insurance companies are not required to report on Q1 and Q3 results. As such, we have included estimat es for non-reporters
in our Industry benchmark group, based on publicly available information. Actual results may vary.
1
2

YTD Q3-2020
performance

•

Compared to the P&C insurance industry, our ROE outperformance of 6 points was above our objective
of 5 points, largely driven by our combined ratio outperformance, as well as strong distribution results .

•

Compared to the industry benchmark, our growth outperformance of 2.8 points represented a
meaningful improvement compared to full year 2019, mainly driven by the acquisition of The Guarantee.

•

Compared to the industry benchmark, our combined ratio outperformance was 6.4 points, mainly
reflecting a significant underlying outperformance in all lines , except commercial auto.

ROE outperformance versus the industry over time (in points)
10.7

11.1
8.9

8.2
6.2
4.1

2010

2011

2012

2013

2014

5.1

5.8

2015

2016

6.9

2017

2018

5.8

6.0

2019

2020

2020 latest industry data: YTD Q3-2020
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12.3 U.S. specialty market

Highly
fragmented
with no
clear leader

Niche
market with
lucrative
potential

Evolving
and
growing
over time

•

The U.S. commercial P&C insurance market grew roughly 5% in 2019 to over US$320 billion in annual
premiums, with specialty insurance accounting for approximately 45%, or US$140 billion.

•

U.S. commercial specialty insurance industry is fragmented, with the largest player capturing around 7%
market share in 2019.

•

Outside of the top eight players, no single insurer contributes more than 3% to the total estimated market. The
majority of the top 25 players have a market share between 1% and 2.5%.

•

The specialty insurance market offers niche and unique products and services that are not written by most
P&C insurance companies. These products generally require specialized underwriting knowledge compared
with more traditional insurance products.

•

The combined ratio (and in turn the ROE) of many specialty products have outperformed those typically offered
in the standard market due to more pricing and policy form flexibility.

•

This unique risk and specialty focus can also co me with above-average earnings volatility.

•

Over the last 20 years, the specialty insurance market has remained attractive, and has grown at an
approximate 4.6% CAGR.

•

The market has experienced elevated merger and acquisition activity in recent years and this trend is likely to
continue.

•

The agency channel (independent agencies, brokers, wholesalers and MGAs) is the primary distribution
channel for specialty insurance products.

•

Trends in litigation, regulation, social and workforce issues, and technology will continue to support growth
and drive product innovation.

12.4 Performance against U.S. P&C industry
The industry benchmark consists of the 11 most relevant competitors in the P&C industry, for which reliable a nd comparable information
is publicly available. The data below is compiled from company and segment data from SEC filings.
Table 13 – U.S. P&C Industry – IFC outperformance (underperformance) vs industry benchmark

1

YTD
Q3-2020

H1-2020

Full year
2019

Full year
2018

DPW growth (in local currency)
IFC: U.S. Commercial
Outperformance (underperformance)

6.8%
(0.3) pts

9.6%
1.6 pts

8.0%
(1.2) pts

2.2%
(6.7) pts

Combined ratio 1
IFC: U.S. Commercial
Outperformance (underperformance)

94.9%
4.9 pts

95.7%
4.1 pts

92.8%
2.3 pts

93.6%
1.3 pts

Excluding the risk margin and discount impact for comparability purposes.

YTD Q3-2020
performance
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•

Compared to the industry benchmark, our DPW growth has largely been in line as, much like our
peers, we have experienced a combination of hard market conditions, partially offset by lower volumes in
lines impacted by the COVID-19 crisis.

•

Compared to the industry benchmark, our combined ratio outperformance of 4.9 points reflected
both robust underlying outperformance, including strong results in most lines, as well as a comparatively
smaller adverse impact from the COVID-19 crisis and weather-related losses, which while elevated, were
lower than peers.
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Section 13 - COVID-19 crisis update
13.1 We remain well positioned to deal with this crisis
We continue to focus on the safety and well -being of all our employees, while being there for individual customers, small and mediumsized enterprises and brokers when they need us most.
•

•

•

•
•
•

•
•
•

The COVID-19 pandemic has had a significant impact on society, and it is important for business to support their communities
through this difficult time. We have provided significant relief to our customers, evolved our product offerings and ramped up
our digital efforts to deliver excellent customer service.
We entered the crisis in a position of strength, which has enabled us to protect our employees, deliver high levels of servic e,
and provide relief to our customers. Our operations and financial position are strong, and we are well positioned to manage
through this crisis.
We have provided $530 million of relief in 2020, including premium reductions, as well as payment flexibility, to more than
1.2 million customers to recognize hardship, changing driving behaviours and lower business activity resulting from the
COVID-19 crisis. Included in the $530 million of relief is a $50 million targeted relief program, which provided an additional
support to approximately 100,000 vulnerable small business customers.
Our on-going relief measures include customer-driven rate strategies, accelerated deployment of UBI, product enhancements
in personal property and continued support to the most vulnerable small businesses.
We have donated more than $4 million in 2020 to charities targeting the immediate needs of individuals and families who are
most vulnerable to the effects of the pandemic.
Our robust technology infrastructure is performing very well. Services levels to our brokers and customers remain high, while
digital engagement continues to ramp -up. The number of monthly users on our branded app more than doubled and the
number of monthly UBI logged -in users has increased by 118% since the beginning of the year.
We have not requested or received any financial aid from governments during the COVID-19 crisis.
We are well positioned to continue to support our customers, invest in our people and create value for all stakeholders as the
crisis continues.
Our balance sheet is strong with $2.7 billion of total capital margin and our business is well positioned to sustain mid -teens
operating ROE performance.

13.2 Impact on our financial results
Out of the $530 million of relief, $439 million of premium reductions have been provided to customers on policies issued to date, with
the following estimated impact on DPW and NEP in Q4-2020 and 2020. The unearned portion of premium reductions amounting to
$203 million will lower NEP in 2021.
Table 14 – Estimated impact of customer relief measures

Customer relief measures
(in millions of Canadian dollars)

Relief provided
on policies
issued 1

Premium reductions
Written (DPW)
Earned (NEP)
Q4-2020
2020
Q4-2020
2020

Unearned

Personal auto
Personal property
Commercial lines 2

260
51
128

61
14
60

240
51
128

38
11
69

123
17
96

137
34
32

Premium reductions3
Payment flexibility4
Total

439
91
530

135

419

118

236

203

1

There is generally a two-month lag between the policy issue date and effective date (written) upon renewal.
Includes the $50-million targeted relief program.
3
Consists of premium reductions to reflect changes in driving habits (such as change in kilometres driven in a year, change of use or safety storage of
personal and commercial vehicles), premium adjustments tempering rate increase at renewal, premium adjustments for commercial customers that
are now closed or have been severely impacted from a sales receipts and payroll perspective, as well as rate reductions on renewals and new
business.
4
Includes flexible payment options such as payment deferrals.
2
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Estimated impact of premium reductions written
Table 15 – Estimated impact of premium reductions written on DPW and DPW growth in constant currency

DPW
reported

Q4-2020
Premium
reductions

DPW
reported

Full year 2020
Premium
reductions

2,872

(135)

12,039

(419)

•

DPW growth
PA
PP
CL - Canada

5%
10%
5%

(6) pts
(3) pts
(7) pts

6%
11%
10%

(6) pts
(2) pts
(4) pts

Premium reductions lowered DPW by $419 million
(4 points) in 2020, including the $50-million targeted
relief program in Commercial lines in Q4-2020.

•

P&C Canada
P&C U.S.

6%
19%

(6) pts
-

9%
9%

(4) pts
-

In personal auto, where the majority of the premium
relief applies, the estimated impact on DPW growth
was 6 points in Q4-2020 and 2020.

Consolidated

8%

(5) pts

9%

(4) pts

DPW
Total DPW

2020 premium reductions

Estimated impact of COVID-19 CAT losses and bad debt expense
Table 16 – Estimated impact of COVID-19 CAT losses

(in $M)

Q4-2020
pts of
combined
ratio

Full year 2020
pts of
combined
(in $M)
ratio

COVID-19 CAT losses
P&C Canada
14
P&C U.S.
(4)
Corporate
13

0.5 pts
(0.9) pts
nm

64
29
13

0.6 pts
1.8 pts
nm

Consolidated

23

0.8 pts

106

0.9 pts

CL - Canada

14

1.9 pts

64

2.1 pts

See Section 8 – Corporate and Other for details on the internal reinsurance
CAT treaty.

2020 COVID-19 CAT losses
•

In Q4-2020, we increased our COVID-19 CAT
provision by $23 million. COVID-19 CAT losses in
excess of the internal reinsurance retention
threshold of US$20 million were ceded to the
Corporate treaty, lowering the P&C U.S. CAT losses
by the same amount in Q4-2020

•

In 2020, we recorded $106 million for COVID-19
related losses for commercial line and specialty line
exposure in Canada and the U.S.

In Q2-2020, we recorded $34 million of bad debt expense, including $13 million in personal auto, $9 million in personal property,
$10 million in commercial lines – Canada and $2 million in commercial lines – U.S.
As the COVID-19 crisis continues to evolve, we continue to manage the impact on our business. Our operations and financial position
remain strong and we are well positioned to protect our employees, support our customers and advance our strategic objectives.
See Note 3.2 – COVID-19 pandemic to the Consolidated financial statements for more details.
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Section 14 - Weather conditions
14.1 Weather conditions in Canada
Weather conditions in 2020
•

Weather conditions in 2019

In Q4-2020, despite an unusually cold October,
temperatures were above average for most
regions. Eastern Canada experienced early freeze,
which was followed by record breaking high
temperatures for that time of year. Precipitation in
most regions were below average.

•

In Q3-2020, weather conditions were generally
benign. Western Canada saw dry conditions, leading
to a relatively quiet thunderstorm season in Alberta
except for a hailstorm that hit the Calgary area in
July 2020. Precipitations in Central Canada were
above average.

•

In Q2-2020, weather conditions were generally
cold and dry for most regions. Alberta was impacted
by severe weather, including flooding in Fort
McMurray in April and severe thunderstorms causing
widespread damage in Calgary in June 2020. These
events drove CAT losses of $116 million in Q2-2020.

•

In Q1-2020, the winter in Canada was particularly
mild, with temperatures well above seasonal
averages in eastern Canada. Western Canada had a
bit more variability, with colder temperatures in
January and March, and warmer temperatures in
February 2020. As a result, weather-related CAT
losses were minimal in Q1-2020.

•

Q4-2019 saw rainier conditions in Eastern Canada in
October due to many fall depressions sweeping over the region.
The late October storm in Central Canada drove higher than
expected CAT losses, mainly in personal property.

•

Q3-2019 saw rainier conditions in Western Canada, and the
Atlantic was impacted by the remnants of Hurricane Dorian.
While we had higher non -CAT weather-related losses, CAT
losses of $53 million were lower than expected for a third
quarter. We saw less extreme weather this summer, especially
hail and water events, which have historically driven CAT losses
in the third quarter.

•

In Q2-2019, a rapid snow melt and extreme wind and rain led
to elevated property damage from water infiltration and flooding,
mostly in Central Canada. These events drove CAT losses of
$70 million, in line with our expectations for a second quarter.

•

In Q1-2019 the winter was particularly difficult with heavy
snowfall, freezing rain, and rain while snow and ice were on the
ground, which led to elevated property damage from water
infiltration and a record number of roof collapses, mostly in
eastern Canada. Freezing rain and intense cold also led to
higher-than-expected frequency of auto collisions. These events
lead to CAT losses of $128 million and 3 points of higher-thanexpected non-CAT weather-related losses in Q1-2019

14.2 Weather conditions in the U.S.
Weather conditions in 2020
•

In 2020, weather-related losses were elevated, driven by a broad array of weather events, including:
o the most active Atlantic hurricane season on record with 30 named storms, 12 of which were hurricanes that made
landfall in the U.S. Intact Specialty was particularly impacted by a few of those hurricanes, primarily in the Ocean
Marine business.
o There were inland weather events, including a Tornado in Tennessee and a derecho windstorm that crossed multiple
states, including Iowa and Illinois, and which caused more industry damage than all but one of the hurricanes.
o There were also several millions of acres in wildfires in the Western U.S., including in Q4-2020.

•

Weather-related losses in the U.S. have historically been volatile on a quarterly basis, with the third quarter typically seeing
higher losses than other quarters.
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14.3 Net current year CAT losses
CAT losses can be caused by a variety of events, including weather (such as wildfires, hailstorms and floods) and non-weather events
(such as large commercial fires, surety and liability losses , as well as direct losses related to the COVID-19 crisis). In 2020, CAT losses
included provisions totalling $106 million for COVID-19 commercial line and specialty line exposure in Canada and the U.S.
The incidence and severity of CAT losses, while inherently unpredictable, can have a significant impact on our underwriting p erformance
by quarter and by line of business. We generally seek to manage our exposure to CAT losses at the company level, through individual
risk selection and the purchase of reinsurance contracts.
Table 17 – Net current year CAT losses

2020

2019

2018

2017

2016

3Y avg.

5Y avg.

10Y avg.

359

366

330

313

385

352

351

305

205

326

275

297

350

269

291

262

154

40

55

16

35

83

60

43

By line of business
Personal auto
Personal property
Commercial lines - Canada
Commercial lines - U.S.
Corporate and Other

43
92
164
47
13

26
196
140
4
-

26
159
123
22
-

27
210
76
-

73
210
102
n/a
-

32
149
142
24
n/a

39
173
121
n/a
n/a

37
163
97
n/a
n/a

By quarter
Q1
Q2
Q3
Q4

137
124
24
74

128
70
53
115

36
142
97
55

88
105
89
31

21
164
166
34

100
112
58
81

82
121
86
62

55
97
111
43

Net CAT losses
By loss type
Weather
Non-weather
Other

5-year average net current year CAT losses
Weather

Other than weather

Personal lines

Commercial lines

Q1

17%

Q2

Q3

Q4

23%

40%

34%

18%

60%
83%

25%

14.4 CAT guidance
Our current expectation for CAT losses (net of reinsurance) remains unchanged at $300 million on a calendar year basis, including
both our Canadian and U.S. operations. Our annual estimate reflects our view of longer-term trends, our growing premium base, as
well as product changes. We continue to expect approximately 75% to impact personal lines, and we expect about one third of the
annual estimate in each of the second and third quarters.
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STRATEGY
Section 15 - What we are aiming to achieve

Section 16 - Progress on our strategic roadmap
Strengthening our leadership position in Canada
In 2020, we continued to heavily invest on our strategic priorities to provide a second -to-none customer experience, particularly
in digital engagement as customer expectations continue to evolve.

3 out of 4 customers are our advocates, and engage with us digitally
•

Digital engagement continued to ramp in 2020, with the addition of several self-service features to our mobile offering.
Customers can now make payments, submit policy changes, access their proof of car insurance (pink slip), as well as report
and track claims through our app. New app features are being added every quarter.

•

The IFC mobile app offers a leading mobile experience to our customers in Canada. We run the top 3 favourite insurance
apps, namely belairdirect, Intact Insurance and National Bank Insurance. Our mobile app’s monthly users more than doubled
this year.

•

To better serve the needs of customers now working from home, we enhanced our homeowners offering with increased
liability and property coverage; provided optional identity theft coverage and cyber protection at a discount; and gave free
access to mental health and well-being programs.

Scale in distribution
•

On August 31, 2020, BrokerLink reached a significant milestone, surpassing $2 billion in DPW. The growth story remains
robust, and we have set a new premiums target of $3 billion for BrokerLink by 2025. We continue to be active on the
acquisition front with 18 transactions closed this year.

•

belairdirect continues to progress well on its Insurance.Simplified initiatives. By simplifying our products and enhancing our
digital experience, we make it easier than ever to buy online and engage digitally with us.
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Integration of The Guarantee and Frank Cowan
•

December 2, 2020 marked the one-year anniversary of our acquisition of The Guarantee and Frank Cowan.

•

Integration is progressing well and we remain on track to meet our financial objectives of low -single digit NOIPS accretion
by the end of 2021.

•

Intact Prestige, our high -net-worth (HNW) offering, was successfully launched in British Columbia, Alberta, Ontario, and
Québec. Our objective is to become a key player in the HNW segment and quadruple our penetration by 2025.

Build a North American Specialty Leader
Our differentiated offering and specialized customer value proposition provide the ideal platform to deliver solutions for
businesses across North America. We have made significant progress across our strategic objectives in 2020 and we are well
on our way to solidify our position as a leading specialty solutions provider.

Providing a specialized customer value proposition, under a unified brand
•

This year, we brought together our Canadian and U.S. specialty capabilities under a si ngle brand, Intact Insurance Specialty
Solutions. We offer over 20 specialty focus areas, 9 of which serve both sides of the border.

Optimizing distribution
•

Intact Insurance Specialty Solutions acquired IB&M, a privately held brokerage specializing in international trade markets.
IB&M broadened our portfolio of owned -brokerage assets, and expanded and reshaped our customs bonds market offerings
though an end-to-end risk management platform.

•

In November, Intact Insurance Specialty Solutio ns announced its new cyber insurance solutions, delivered in partnership
with Resilience Insurance, to address the pervasiveness of cybercrime. By combining Resilience's cyber analytics
technology with Intact's risk transfer capabilities, the companies are enhancing the breadth of risk mitigation available to the
cyber insurance market.

Low 90’s combined ratio and DPW objective
•

At the time of the acquisition of OneBeacon, we set two critical objectives, both targeting the end of 2020 for completion.

•

The first objective was to achieve a low 90’s combined ratio. See Section 7.2 – U.S. performance vs objectives.

•

The second objective was to reach $3 billion DPW across our North American Specialty platform. We achieved our objective
with $3 billion of premiums in 2020, including the benefit of The Guarantee acquisition. We continue to successfully pursue
growth strategies by capitalizing on organic opportunities in the favourable hard market. Moving forward, our new objective
is to grow our specialty lines premiums to $6 billion by 2025.
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Transform our competitive advantages
Our outperformance mindset is what sets us apart from our competitors. It drives us to deliver our promise to customers, tran sform
our competitive advantages, and build a leading insurer. In 2020, we’ve continued to invest in our competitive advantages.

RSA Acquisition
•

On November 18, 2020, together with our partner, Tryg, we announced our intention to acquire RSA. See Section 2 –
Acquisition of RSA’s Canadian, UK and International operations.

Becoming the best insurance AI shop in the world
•

•

Our team of AI experts has grown by over 40% this year, allowing us to more than double our models in production. Key
deliveries this year included our next-generation rating algorithms to improve segmentation and risk selection, as well as our
first Sales and Claims chatbots to improve customer experience and operational efficiencies.
We have grown our Hong Kong Data Lab from 9 to 20 employees since its launch in February 2020, with further expansion
to come. The Hong Kong Data Lab delivered its first project to Intact Investment Management to support investment
decisions in the small capitalization market.

Deepening our claims expertise and supply chain network
•

•

Our customers’ claims experience is more convenient and digitalized than ever before. Through our mobile app, customers
can now file first notice of loss and have their claims appraised digitally using photos they have taken.
o Close to 40% of eligible auto claims are being digitally appraised through photos submitted on our app.
October 1, 2020 marked the one-year anniversary of the acquisition of On Side. This acquisition has contributed to our
objective of building a strong supply chain network and providing a leading claims experience to our customers. Based on
its success, we continue to grow our restoration supply chain with the recent acquisition of Quebec -based Groupe Dijon inc.

Invest in our people
Our people’s health and safety remained a top priority this year. We ramped up training and awareness around mental health
issues, enhanced our Diversity and Inclusion (“D&I”) strategy, and invested more in learning and development.

Being a best employer
•
•
•

•

Our employee engagement score reached a new all -time high in 2020.
For the sixth consecutive year, IFC has been named a Kincentric Best Employer in Canada, the U.S. and for North America.
The COVID-19 crisis accelerated our approach to a hybrid workplace, i ncluding the rollout of digital collaboration tools across
the organization, the launch of a new e-learning platform accessible to all employees and the digitalization of many training
programs. These tools will empower our employees to adapt, collaborate, and succeed in the workplace of the future.
Beyond keeping our people physically safe, we focused on our employees’ health and well -being. We introduced a
partnership with Lifespeak, an online platform, offering employees real time access to expert mental health support,
alongside our internal resource hub dedicated to help employees adjust to life and work at home.

Accelerating our Diversity and Inclusion Strategy
•
•

This year, we accelerated our existing D&I plans and committed to support underrepresented communities, as well as identify
and address gaps within our organization.
We took a data-driven approach to better support the advancement of a diverse workforce. This included a number of actions:
o Establishing a task force of Black and other Visible Minority employees to provide recommendations to our D&I
Council;
o Introducing mandatory inclusivity training for our people leaders;
o Hosting 42 Inclusion Circles to hear from Black, Indigenous and People of Colour employees and incorporatin g
their insights into our D&I priorities; and Becoming a founding signatory of The BlackNorth Initiative, a pledge from
private and public companies in Canada committing to end systemic anti -Black racism, as part of our promise to
support D&I.
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Section 17 - Progress on our two financial objectives
•

During the past decade, we grew our NOIPS at a CAGR of 11%, in line with our target.

•

Over the past 3 years, our NOIPS grew at a CAGR of 21%, benefiting from strong underwriting and
distribution results. We maintain our objective to grow NOIPS by 10% annually, over time.

•

The RSA Acquisition is highly strateg ic and financially compelling for all stakeholders. We expect the
acquisition to generate high-single digit NOIPS accretion in the first year, increasing to upper-teens within
36 months following closing.

•

We have an outperformance mindset. Over the past ten years, we exceeded the industry ROE by a yearly
average of 680 basis points.

•

In the past three years, we outperformed the P&C insurance industry’s ROE by 690 basis points on average,
as our profitability actions in all lines of business were taken ahead of the industry.

•

We continue to target 500 bps of ROE outperformance every year driven by our underwriting, claims, as
well as capital and investment management activities.

Section 18 - Our evolved strategic roadmap for the next decade
Following the RSA Acquisition, we have evolved our ten-year strategic roadmap to reflect five big ideas:
1.

Expand our leadership position in Canada through leading customer experience, digital engagement and scale in distribution.

2.

Build a specialty solutions leader with a growing and profitable mix of verticals, a specialised customer valuation propositi on
and expanded distribution.

3.

Strengthen our acq uired leading position in the UK and Ireland through focusing the footprint for outperformance, optimising
underwriting performance and delivering leading customer experience.

4.

Transform our competitive advantages in data, pricing, risk selection, claims an d supply chain management, and strong capital
and investment management expertise.

5.

Invest in our people, by continuing to be a best employer, a destination for top talent and experts, and to future -proof our
people to succeed in a changing world.

This Transaction accelerates our strategy, which is expected to fuel future profitability growth and outperformance.
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Section 19 -

Climate change

Alongside our customers, we have been on the front lines of climate change for more than a decade. For us, climate change is
not solely an ESG issue – it’s strategy. We have a unique understanding of the impacts of climate change and as a consequence,
we’ve embedded our response directly into our strategy.
There is a clear trend of increasing frequency and severity of extreme weather events. Insurance industry losses from natural
catastrophes and man -made disasters amounted to US$83 billion globally in 2020, making it the fifth -costliest year for the industry
since 19701. In Canada, insured damage for severe weather events reached $2.4 billion, ranking 2020 as the fourth highest in insured
losses since 1983 in Canada2.
We have a proven track record of protecting North Americans while building sustainable performance and as such, we are well p laced
to address this growing risk pool. However, this is not solely a business issue, but a societal issue. We see significant opportunities to
create a climate resilient economy and society.

19.1 Governance and strategy
The Enterprise Risk Management Committee identified climate change as one of the top ten risks for our company. Climate risk is
incorporated into Enterprise Risk Management Strategy, which is integrated into all business activities and strategic plannin g, including
subsidiaries and operations. See Section 31.6 – Top and emerging risks that may affect future results.
Within our Board of Directors, climate change is an integral accountability of the Board’s Risk Management Committee. This Committee
oversees the assessment and monitoring of the risks related to climate change, including the potential impact of insured losses resulting
from damage to property and assets arising from climate related natural catastrophe events, and the development of strategies to
manage these risks. The Risk Management Committee also oversees additional initiatives to promote awareness of the potential impact
of climate change and provide practical solutions for our communities.
Our Senior Management team, including our CEO, Charles Brindamour, provides direct leadership on our climate change initiatives
and advocates publicly for climate adaptation with business associations, government officials, regulators and globally in hi s role as the
Board Chair of The Geneva Association.

19.2 Managing physical risks
Physical risks have an impact on a majority of our P&C business We continue to adapt our business to the impacts of climate change.
Over the years, we have implemented several actions to manage the potential impact of changing weather patterns including improved
risk selection, pricing, product changes, supply chain enhancements and a greater emphasis and investment on prevention.
•

Risk selection &
pricing

•
•

•
•

Enhance segmentation to understand evolving risks. We input weather, climate and topographic data into
machine learning models to develop risk maps to assess risk to weather perils such as flood and wildfire .
Corporate teams review current personal and commercial line products, underwriting and pricing practices related
to severe weather.
Continuously redefine how we select, choose and price risk with data and predictive analysis, leveraging the
expertise of 200 AI experts. We set risk tolerances based on catastrophe model output and use it to determine
pricing.
Implement rate changes in our property business to reflect recent trends in catastrophes and severe weather.
Reinsure certain risks to limit our losses in the event of a catastrophe or other significant weather-related losses.
Below our catastrophe cover, we purchase specific treaties for business that are more exposed to major events
and use facultative and per risk reinsurance to limit exposure on any one risk. More information can be found
in 31.6 - Top and emerging risks that may affect future results.

1

Insurance Journal. Global Natural and Manmade Disasters Cost Insurers US$83B in 2020: Swiss Re

2

Insurance Bureau of Canada. Severe Weather Caused $2.4 Billion in Insured Damage in 2020
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Product

Claims
operations and
supply chain
enhancements

Prevention

•

Advance our products to account for new climate realities and increase the flexibility of protection for our
customers. In 2020, we addressed hail events in the West by introducing a mandatory age -adjusted roof
endorsement.

•

Transform our business to adapt to new clima te realities. For example, we redesigned our personal property
business to account for an increased risk of flood and unbundled our enhanced water damage product to make
protection more accessible.

•

Invest in addressing supply chain shortages during extreme weather events and enhancing our excellent
customer service through the acquiring of On Side Restoration, one of the largest players in restoration in Canada.
On Side has the capacity to mobilize employees quickly between regions and to add capacity in impacted areas.

•

Employ over 4,000 claims professionals dedicated helping customers get back on track – we manage 99% of
customers’ claims in house.

•

Have designated catastrophe response teams across the country to deal efficiently with catastrophic events. We
have connected our claims teams from coast-to-coast to ensure service reliability for our customers.

•

Use actuarial tools and have actuaries in claims support operations to quickly assessing CATs (including the
number of claims, nature of claims, geo-coded maps & supply-chain requirements).

•

Our Loss Prevention team is the largest in Canada with 70 members nationally with vast backgrounds including
engineers, fire protection experts, sprinkler designers, brokers, claims adjusters and underwriters.

•

Include weather alerts in our apps to proactively inform clients on preventive tips they can take to protect their
homes and avoid potential automobile accidents caused by bad weather conditions.

•

Continue to increase our customer and distribution partner education and awareness efforts, including providing
climate-related tips featured in our BrokerLobby.

•

Facilitate a pilot project to communicate specific tips on climate resilience to customers in high risk geographies.

•

Use data to help prevent losses from occurring. For example, we have developed a forecast system that
automatically detects which customers are at risk of roof collapse after a significant snowfall. We provide subsidies
to our customers to remove snow and prevent damage.

•

We work with partners, such as the University of Waterloo, our industry association the Insurance Bureau of
Canada and the global insurance industry think tank Th e Geneva Association, to promote climate change
adaptation initiatives at all levels of government.

In 2020, we renewed our investment in the Intact Centre on Climate Adaptation at the University of Waterloo, an applied research
centre establishing best practices to help homeowners, communities, governments and businesses identify and reduce the impacts of
extreme weather and climate change – including flood, fire, and extreme heat. Their research is used to help society adapt effectively,
including informing flood resilient building standards as well as developing a climate resilience curriculum for home inspector training.
More information will be available in our 2020 Social Impact Report, released on March 30, 2021.

Intact Investment Management
Intact Investment Management (IIM), believes that appropriately managing Environmental, Social and Governance (ESG) risks,
including climate change, can enhance the sustainability of a company’s business. Climate change is integrated into IIM’s investment
policies and procedures and is part of its investment management process for all its investment portfolios.
In 2020, IIM developed and released a Coal Policy and engaged portfolio companies on climate change. As our economy continues to
transition, there will be investment opportunities that offer climate change solutions and greener assets that contribute to climate change
mitigation and extreme weather adaptation. More information on IIM’s integration and progress on ESG issues, including climate
change will be available in our 2020 Social Impact Report, released on March 30, 2021.
It is critical that society adapts to climate change. While we have adopted an all -of-company approach to managing climate risks,
addressing climate change requires an all -of-society approach to protect our communities and our economy.
More information related to our initiatives on climate change, including information related to the Task Force on Climaterelated Financial Disclosure (TCFD) will be available in our 2020 Social Impact Report, released on March 30, 2021.
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Section 20 - Social impact
As a purpose driven business, we are focused on helping people, businesses and society prosper in good
times and be resilient in bad times. Our purpose is supported by our Values, including Our Value of generosity,
which guides our efforts to help others and to use our strengths to help make a more resilient society.
The COVID-19 crisis has exacerbated many existing societal challenges, from poverty to racism, to the care of
our most vulnerable people. Businesses and their employees have an important role to play in solving these problems. This yea r, we
focused our attention towards helping those most vulnerable and impacted by the COVID-19 crisis in addition to our continued mandate
in climate change. We challenged ourselves to raise the bar on Generosity - to help build the resiliency of our communities to continued
shocks of unexpected events.

Climate Adaptation
Our support of initiatives in climate adaptation continued to accelerate in 2020, with increased investments in applied resea rch and
community level projects to demonstrate the concrete benefits of resilienc e. We renewed our partnership with the Intact Centre on
Climate Adaptation, an applied research centre at the University of Waterloo, for an additional 5 year mandate.
o

In 2020, the Intact Centre continued to enhance Canada’s ability to adapt to the impacts of climate change, releasing
four reports. Two reports focused on the financial sector: Factoring Climate Risk into Financial Valuation and
Institutional Investors Find Alpha In Climate Risk Matrices: Global Survey Finds provide guidance to asset managers
on how to account for physical risks in decision making.

o

Their report Climate Change and the Preparedness of Canadian Provinces and Territories to Limit Flood Risk
examined the preparedness of provincial and territorial governments to minimize the negative consequences of
current and future floods.

o

Under One Umbrella: Practical Approaches for Reducing Flood Risk in Canada provides practical approaches to limit
flood risk in Canada, summarizing best practices from national guidelines and standards.

•

In December 2020, we announced a commitment of $1.3 million to 5 Canadian charitable partners from coast -to-coast focused
on protecting Canadians from the impacts of climate change. More information on these partnerships is available in our
2020 Social Impact Report.

•

Since 2017, we have invested more than $3.6 million in 21 charitable partners who are exploring concrete solutions to help
Canadians adapt to climate change and strengthen our communities, our people and our economy.

•

In May, the spring floods in Fort McMurray, Alberta caused nearly 13,000 people to evacuate their homes. We donated
$100,000 to Wood Buffalo Community Foundation Rapid Response Fund, supporting the community during these
challenges times.

Pandemic Response
Within days of the pandemic, we responded and continue to adapt to the needs of our communities focusing on the immediate nee ds
of individuals and families most vulnerable to the social, health and economic effects of the COVID -19 pandemic. Since the end of
March 2020, we have invested more than $4 million across Canada and the United States.
•

During our 2020 Generosity In Action Campaign – Intact’s annual employee giving campaign in partnership with the United
Way, employees donated $1.7M to the United Way Campaign. To amplify our employee’s outstanding generosity, doubled
our corporate match – making a combined contribution of over $5.2 million nationally to help families living in poverty and
other worthy organizations to help communities manage the impacts of the pandemic.

•

Allocated $1.4 million from our 2019 Generosity In Action Campaign match to 25 United Way organizations nationally to
COVID-19 relief and recovery efforts to help address basic needs , such as food and shelter and help for seniors.

•

To help families struggling with food insecurity in every province and territory during the pandemic, we donated $1.2 million to
Breakfast Club of Canada, including $500,000 to their COVID-19 Emergency Club Fund.
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•

Donated $500,000 to a national research project being led by CHU Sainte-Justine Hospital to help develop and test a treatment
using the antibodies of people who have recovered from the virus.

•

Intact Insurance Specialty Solutions donated US$200,000 to Feeding America, the nation’s largest hunger -relief
organization that supports food banks throughout the U.S.. An additional US$300,000 was contributed to local efforts within
those communities where our employees live and work.

•

Partnered with 10 Meals on Wheels organizations nationally to help elderly members of our communities. We donated
$225,000 to support their important work and our employees contacted over 14,000 of our elderly customers to purchase
meals for those who experienced a need.

Diversity & Inclusion
Intact’s values drive our approach to Diversity and Inclustion (D&I). Our value of Integrity means standing up for what is right and our
value of Respect is founded on seeing diversity as a strength, being inclusive and fostering collaboration
•

In 2020, we accelerated our D&I plans including: mandatory inclusivity training for our people leaders, employee inclusion
webinars, 42 Inclusion Circles with employees who identify as a Visible minority/Person of Color and establishing a task forc e
of Black and other Visible Minority employees to provide recommendations to our D &I Council.

•

As part of our promise to support D&I, we pledged our commitment to end systemic anti -Black racism by joining the BlackNorth
Initiative.

•

Donated $500,000 to Pathways to Education in Canada and the Northside Achievement Zone in the U.S. to support families
and youth to close the achievement gap and end generational poverty – both of which disproportionately affect Black,
Indigenous and People of Colour.

•

Our first-annual Count Me In! campaign encouraged employees to voluntarily and confidentially share their diversity
information. More than 7,500 of them shared your diversity information, representing 63.3% of our total workforce.

More details on our D&I initiatives in 2020 will be in our 2020 Social Impact Report and 2021 Management Proxy Circular,
released on March 30, 2021.

Governance
To be one of the most respected companies we must live Our Values, including having strong governance practices and abiding by
high ethical standards.Our governance practices enable us to not only enhance value for shareholders and ensure our long -term
viability, but also to achieve our purpose. Intact has been consistently recognized for our governance and disclosure practic es.
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•

Named the top-ranking company in this year’s Globe & Mail Board Games rankings, scoring 98 points out of a possible 100.
Board Games evaluates the quality of governance practices and disclosure for Canadian publicly traded companies.

•

Continued to strive for greater gender diversity in management, in line with our commitments to the 30% Club and the Catalyst
Accord, with over 35% of our VP and higher positions being comprised of women. Our Board of Directors had 36% female
representation in 2020.

•

Received over 95% approval on the advisory resolution on executive compensation (say-on-pay) at the 2020 annual and
special meeting of shareholders.
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FINANCIAL CONDITION
Section 21 - Financial position
2020 Highlights
Investment portfolio

Claims liabilities

$20.6 billion

$12.8 billion

for the last 12 months

BVPS

Debt-to-total capital
ratio

+9%

24.1%

21.1 Balance sheets
Table 18 – Balance sheets

As at
Assets
Investments
Premium receivables
Reinsurance assets
Deferred acquisition costs
Other assets
Intangible assets and goodwill

Section
22
23

Total assets
Liabilities
Claims liabilities
Unearned premiums
Financial liabilities related to investments
Other liabilities
Debt outstanding

23

25

Total liabilities
Shareholders’ equity
Common shares
Preferred shares
Contributed surplus
Retained earnings
AOCI
Shareholders’ equity
Book value per share (in dollars)

25.4

December 31,
2020

September 31,
2020

December 31,
2019

20,630
3,822
1,533
1,089
2,718
5,327

19,607
3,842
1,522
1,095
2,685
5,359

18,608
3,588
1,511
1,026
2,410
5,149

35,119

34,110

32,292

12,780
6,256
89
3,370
3,041

12,750
6,398
157
3,114
2,476

11,846
5,960
295
3,082
2,362

25,536

24,895

23,545

3,265
1,175
187
4,547
409
9,583

3,265
1,175
177
4,294
304
9,215

3,265
1,028
170
3,959
325
8,747

58.79

56.22

53.97
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Section 22 - Investments and capital markets
22.1 Capital market update
On March 11, 2020, COVID-19 was declared a pandemic by the World Health Organization. Increased uncertainty regarding
global economic activity resulted in volatile capital markets in Q1-2020. The significant response from governments to support
businesses and economies, as well as the early release of multiple COVID-19 vaccines towards the end of the year have led to
important rebound in common shares since Q1-2020.
While restrictions have eased for parts of the economy, the second wave of COVID -19 has increased uncertainty and has led to
renewed lockdowns measures. Until the crisis has passed and economies fully reopen, the Company expects financial markets to
remain volatile.

20%

10%
0%
-10%

-20%
-30%
-40%
-50%

-60%

IFC

Q1-2020
Q1-2020
S&P/TSX Composite

S&P/TSX Preferred Share index

Q4-2020
Q4-2020

Q3-2020
Q3-2020

Q2-2020
Q2-2020

S&P/TSX Energy

DJ Dividend 100 Composite (U.S.)

While the correlation between the performance of capital markets and the performance of our investment portfolio is not perfect, the
following market indicators may be useful in understanding the overall performance of our investment portfolio. See Section 10.3 – Net
investment income and Section 10.2 – Net gains (losses) excluding FVTPL bonds.
Table 19 – Selected market indicators

Selected market Indicators
Common shares
S&P/TSX Composite
S&P/TSX Financials
S&P/TSX Energy
DJ Dividend 100 Composite (U.S.)
Preferred shares
S&P/TSX Preferred Share Index
Fixed-income securities
5Y Canada Sovereign Index (estimated variance in bps)
5Y U.S. Sovereign Index (estimated variance in bps)
5Y AA Corporate spread (estimated variance in bps)
Strengthening (weakening) of USD vs CAD
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Q4-2020

Q4-2019

2020

2019

8%
15%
13%
16%

2%
-%
6%
6%

2%
(3)%
(31)%
11%

19%
17%
16%
23%

6%

2%

-

(2)%

3 bps
8 bps
(14) bps

22 bps
15 bps
(17) bps

(136) bps
(133) bps
(12) bps

(20) bps
(82) bps
(43) bps

(4)%

(2)%

(2)%

(5)%
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22.2 Investment portfolio
Our investment portfolio is mainly comprised of Canadian and U.S. securities. The Canadian securities mainly comprise a mix of cash
and short-term notes, fixed-income securities, preferred shares, common shares and loans. The U.S. securities mainly comprise fixedincome securities (including asset-backed securities and corporate bonds) and common shares .
Table 20 – Investment portfolio

As at

December 31, 2020

September 30, 2020

December 31, 2019

1,601
13,414
1,552
3,779
284

901
13,568
1,472
3,380
286

997
11,765
1,465
4,063
318

20,630

19,607

18,608

Cash, cash equivalents, and short-term notes
Fixed-income
Preferred shares
Common equities
Loans

Quarter

Full year

Our investments increased by $1.0 billion, driven by:
•

•

Our investments increased by $2.0 billion, driven by:

the proceeds from the issuance of $600 million of
medium-term notes in connection with the RSA
Acquisition; and

•

the proceeds from the issuance of $600 million of mediumterm notes in connection with the RSA Acquisition;

•

cash inflows from operations and investments; and

mark-to-market gains on equity securities, driven
by favourable equity markets in Q4-2020.

•

mark-to-market gains on fixed -income securities, due to the
decline in interest rates since 2019 year-end.

22.3 High quality portfolio
Our fixed-income portfolio includes high quality Government and corporate bonds. Approximately 89% of our fixed-income
portfolio was rated ‘A-’ or better as at December 31, 2020 (90% as at December 31, 2019). On a consolidated basis, the weightedaverage rating of our fixed -income portfolio was ‘AA’ as at December 31, 2020 and 2019. The average duration of our fixed -income
portfolio was 3.74 years as at December 31, 2020 (3.75 years as at December 31, 2019).
Our preferred share portfolio is made up of high-quality Canadian issuers. The weighted-average rating of our preferred share
portfolio was ‘P2’ as at December 31, 2020 and 2019.

22.4 Net pre-tax unrealized gain (loss) on AFS securities
Table 21 – Net pre-tax unrealized gain (loss) on AFS securities

Dec. 31,
2020

Sept. 30,
2020

June 30,
2020

March 31,
2020

Fixed-income securities
Preferred shares
Common shares

297
(8)
224

310
(97)
44

300
(218)
(31)

165
(376)
(294)

107
(64)
314

Net pre-tax unrealized gain (loss) position

513

257

51

(505)

357

As at

Dec. 31,
2019

Quarter

Full year

Unrealized gain position improved by $256 million,
mainly driven by mark-to-market gains on equity securities
due to favourable equity markets in Q4-2020.

Unrealized gain position increased by $156 million, mainly driven
by mark-to-market gains on fixed -income securities, due to the
decline in interest rates, partly offset by mark-to-market losses on
common shares
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22.5 Aging of unrealized losses on AFS common shares
Table 22 – Aging of unrealized losses on AFS common shares

Dec. 31,
2020

Sept. 30,
2020

June 30,
2020

Mar. 31,
2020

Dec. 31,
2019

Less than 25% below book value
More than 25% below book value for less than 6 consecutive months
More than 25% below book value for 6 consecutive months or more,
but less than 9 consecutive months

66
-

97
1

106
99

102
270

36
-

-

96

3

15

11

Unrealized losses on AFS common shares

66

194

208

387
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As at

Highlights
•

In Q4-2020, we recorded $22 million of impairment on AFS common shares, which was lower than the $96 million expected
as at the end of Q3-2020, due to favourable equity markets in Q4-2020. This compares to $14 million in Q4-2019. In 2020, we
recorded impairment losses on AFS common shares of $121 million, of which $96 million in Q1-2020, mostly related to the
energy sector (see Table 11 – Net gains (losses) on FVTPL bonds).

•

Since common shares are measured at fair value on our balance sheet, i mpairment losses have no impact on our BVPS and
capital position.

See Note 2 – Summary of significant accounting policies to the Consolidated financial statements for additional details on
our accounting policy regarding the impairment of financial assets.

22.6 Net exposure
As part of our investment strategies, from time to time we take long/short equity positions in order to maximize the value added from
active equity portfolio management, or to mitigate overall common share market volatility. We also use strategies where marke t risk
from long common share positions is reduced through the use of swap agreements or other hedgin g instruments.
Our net exposure as at December 31, 2020 (after reflecting the impact of hedging strategies related to investments and foreig n
subsidiaries) is outlined below.
Total portfolio
Investment mix

Fixed-income strategies
Sector mix
Government
Financials
MBS/ABS
Other (4% or less)

Fixed-i ncome
Common shares
Preferred shares
Cash, short-term notes and loans

11%

CAD

USD

15%

20%

7%

Total portfolio
Currency

43%

10%
15%

72%
22%
We had highly liquid assets at the
Corporate level and in our insurance
subsidiaries to provide additional
financial flexibility and to support our
customers through the COVID-19 crisis.
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Our fixed-income portfolio remains
concentrated in highly liquid instruments,
such as securities in the government and
financial sectors.

85%
We have no exposure to other
currencies.
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Net exposure by asset class
Table 23 – Investment mix by asset class (net exposure)

As at

December 31,
2020

September 30,
2020

December 31,
2019

10%
72%
7%
10%
1%

7%
75%
8%
9%
1%

6%
70%
8%
14%
2%

100%

100%

100%

Cash, cash equivalents, and short-term notes
Fixed-income
Preferred shares
Common equities
Loans

As at December 31, 2020, equity securities had a lower weight in our investment portfolio given our strategic reduction in co mmon
equities exposure. The fixed -income portfolio weight increased accordingly since December 31, 2019.

Net sectoral exposure
Table 24 – Sector mix by asset class, excluding cash, short-term notes and loans (net exposure)

As at
Government
Financials
ABS and MBS1
Energy
Industrials
Consumer staples
Communication Services
Utilities
Consumer discretionary
Materials
Information technology
Health care
1

Fixed-income
securities

Preferred
shares

Common
shares

Total
Dec. 31,
2020

Total
Sept. 30,
2020

Total
Dec. 31,
2019

43%
22%
15%
1%
2%
2%
2%
3%
1%
1%
4%
4%

77%
12%
1%
10%
-

23%
12%
10%
10%
8%
14%
5%
7%
4%
7%

32%
32%
11%
3%
3%
3%
3%
5%
1%
1%
3%
3%

33%
31%
11%
3%
3%
3%
2%
5%
1%
1%
3%
4%

31%
31%
11%
4%
3%
3%
3%
5%
2%
1%
3%
3%

100%

100%

100%

100%

100%

100%

Our structured debt securities comprised $450 million of ABS and $1,533 million of MBS as at December 31, 2020. Residential MBS and Commercial
MBS make up respectively 49% and 51% of our MBS portfolio. Approximately 98% of these structured debt securities are rated ‘A’ or better. We
continue to have no exposure to leveraged securities.

Net currency exposure
Table 25 – Net currency exposure

As at
CAD
USD
Other currencies

December 31,
2020

September 30,
2020

December 31,
2019

85%
15%
-

84%
16%
-

81%
17%
2%

100%

100%

100%

In Q1-2020, we strategically reduced our exposure to common equities, including our international portfolio, to enhance our capital
position. (see Section 25 – Capital management).
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Section 23 -

Claims liabilities and reinsurance

23.1 Claims liabilities
Assumptions
Claims liabilities stood at $12.8 billion as at December 31, 2020.
The main assumption underlying the claims liability estimates is that our future claims development will follow a similar pattern to
past claims development experience. Claims liability es timates are also based on various quantitative and qualitative factors,
including:
•
•
•
•
•
•
•

average claims cost, including claim handling costs (severity);
average number of claims by accident year (frequency);
trends in claims severity and frequency;
payment patterns;
other factors such as inflation, expected or in-force government pricing and coverage reforms, and level of insurance fraud;
discount rate; and
risk margin.

The total claims reserve is made up of two main elements:
1) reported claims case reserves, and
2) incurred but not reported (“IBNR”) reserves.
IBNR reserves supplement the case reserves by taking into account:
•
•
•

possible claims that have been incurred but not yet reported to us by policyholders;
expected over/under estimation in case reserves based on historical patterns; and
other claims adjustment expenses or subrogation amounts not included in the initial case reserve.

Case reserves and IBNR should be sufficient to cover all expected claims liabilities for events that have already occurred, whether
reported or not, taking into account the time value of money, using a rate that reflects the estimated market yield of the un derlying
assets backing these claims liabilities. IBNR and risk margin are reviewed and adjusted at least quarterly.
The discount is applied to the total claims reserve and adjusted on a regular basis for changes in market yields. If market y ields
rise, the discount would increase and reduce total claims liabilities and, therefore, positively impact underwriting income in that
period, all else being equal. If market yields decline, it would have the opposite effect. See Section 35 – Non-operating results
for more details on the impact of MYA on underwriting.
Net claims liabilities
by business segment
P&C Canada

December 31, 2020

PA

P&C U.S.

14%

Net claims liabilities
by line of business

Diversification reduces the
uncertainty associated with the
unfavourable development of
claims liabilities for both our
Canadian and U.S. operations.

PP

CL CAN

6%

35%

45%

86%
14%
PA: Personal auto; PP: Personal property: CL: Commercial lines
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Prior year claims development
•

PYD can fluctuate from quarter to quarter and year to year and, therefore, should be evaluated over longer periods of time.

•

We expect average favourable PYD as a percentage of opening reserves to be in the 1-3% range over the long -term. In the
near-term, we expect to be at the lower end of the range.

15Y 10Y 5Y
avg. avg. avg.

0.9%

-0.1%

2.3%

3.2%

5.0%

6.2%

4.9%

5.1%

5.7%

4.9%

4.8%

3.2%

4.0%

3.2%

4.9%
2.3%

3.8%

3.9%

7.9%

Favourable (unfavourable) PYD (as a % of opening reserves) – P&C Canada

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Table 26 – PYD by line of business

Q4-2020

Q4-2019

Change

2020

2019

Change

By line of business
Personal auto
Personal property
Commercial lines – Canada
Commercial lines – U.S.

(11)
(15)
(7)
5

(1)
(10)
(21)
(7)

(10)
(5)
14
12

(6)
(46)
(33)
(15)

111
(36)
(64)
(11)

(117)
(10)
31
(4)

Total (favourable) unfavourable development

(28)

(39)

11

(100)

-

(100)

(Favourable) unfavourable annualized rate of PYD1
P&C Canada
P&C U.S.
Consolidated
1

(1.5)%
1.4%

(1.6)%
(1.6)%

0.1 pts
3.0 pts

(0.9)%
(1.0)%

0.1%
(0.6)%

(1.0) pts
(0.4) pts

(1.1)%

(1.6)%

0.5 pts

(0.9)%

-

(0.9) pts

As a % of opening reserves.
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23.2 Reinsurance
In the ordinary course of business, we reinsure certain risks with other reinsurers to limit our maximum loss in the event of catastrophic
events or other significant losses. Our objectives related to ceded reinsurance are capital protection, reduction in the volatility of results,
increase in underwriting capacity and access to the expertise of reinsurers. The placement of ceded reinsurance is done almost
exclusively on an excess-of-loss basis (per event or p er risk) but some proportional cessions are performed on specific portfolios.
Ceded reinsurance complies with regulatory guidelines. Furthermore, the reinsurance treaties call for timely reimbursement of ceded
losses.
Because of the importance of the catastrophe program in place, a certain level of concentration exists with high-quality reinsurers, but
diversification of reinsurers remains a key element and is analyzed and implemented to avoid excessive concentration in a spe cific
reinsurance group. A single catastrophe event such as an earthquake could financially weaken a reinsurer, so distributio n of risk is an
important reinsurance strategy for us.
Annually, we review and adjust our reinsurance coverage as well as our net retention of risks in order to reflect our current exposures
and our capital base. The coverage limits are well in excess of the regulatory requirements with respect to the earthquake risk. As at
December 31, 2020, we retain participations averaging 10.2% on reinsurance layers between the retention and coverage limit. Effective
January 1, 2021, we maintained our coverage limit of $5.3 billion for multi -risk events and catastrophes but increased the retention from
$100 million to $150 million . For 2021, we retain participations averaging 9.2% on reinsurance layers between the retention and
coverage limit.
In line with industry practice, our reinsurance recoverables with licensed Canadian reinsurers ($580 million as at December 31, 2020,
$548 million as at December 31, 2019) are generally unsecured as Canadian regulations require these reinsurers to maintain minimum
asset and capital balances in Canada to meet their Canadian obligations, and claims liabilities take priority over the reinsurer’s
subordinated creditors. We have collateral in place to support amounts receivable and recoverable from unregistered reinsurer s.
See Note 14 – Reinsurance to the Consolidated Financial statements for further details on our reinsurance net retention and
coverage limits by nature of risk.
At the time of acquisition of Intact U.S. (One Beacon) in September 2017, we purchased from a major reinsurer an adverse dev elopment
cover (ADC) subject to an aggregate limit of US$200 million to cover for any losses with respect to Intact U.S.’s claims liabilities for
accident years 2016 and prior. As at December 31, 2020, the maximum amount recoverable of US$200 million has been recorded,
with approximately two thirds related to exited lines.
Subsequent to the exit of the U.S. Healthcare business on July 1, 2019, Intact U.S. (OneBeacon) entered into a loss portfolio transfer
and a prospective quota share reinsurance contract with a reinsurer as at December 31, 2019 (collectively known as the “loss portfolio
transfer”). Subject to an aggregate limit, the reinsurer assumed the liabilities and future reserve development for accident years 2017
and subsequent, net of reinsurance, at the exception of a few files. The ceded Healthcare portfolio consisted of Claims liabilities of
$158 million and Unearned premiums of $27 million. The net cost of the reinsurance transaction of $13 million was recognized in Nonoperating results (Underwriting results of U.S. exited lines) in Q4-2019.
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Section 24 - Employee future benefit programs
In Canada, we sponsor a number of funded and unfunded defined benefit pension plans
that provide benefits to members in the form of a guaranteed level of pension payable for
life based on final average earnings and contingent upon certain age and service
requirements. We provide active employees a choice between a defined benefit and a
defined contribution pension plan. In the U.S., we offer employees a 401(k) plan.
Benefit obligations arising from our defined benefit plans are dependent on assumptions,
such as the discount rate, life expectancy of pensioners, inflation and rate of compensation
increase. Because of the long -term nature of our pension obligations, movements in
discount rates and investment returns could bring volatility in our balance sheet.

DB pension obligation
(as at the date of the latest actuarial valuation)
Active members
Pensioners and benefi ci aries
Deferred members

8%

33%
59%

In 2020, we continued to strengthen our multi-faceted approach to ensure the sustainability
of our pension plans and gradually reduced the risk and volatility that stems from our
pension liabilities and assets, including:
•
increasing the target allocation of fixed -income securities (partly funded in the repo
market) by investing in inflation sensitive assets to partially mitigate the risk of an unanticipated increase in inflation; and
•
improving our pension asset-liability matching to better align our credit and interest rate exposures.

We will continue the regular monitoring of the risks inherent in our defined benefit pension plans on an asset-liability basis. We continue
to evaluate various alternatives to better manage the risk related to these plans.
Table 27 – Selected pension indicators

As at December 31,

2020

2019

Defined benefit pension obligation
Funding ratio (funded pension plans)
Interest rate hedge ratio

3,151
97%
72%

2,756
94%
70%

Pension asset mix
Debt securities
Common shares
Derivatives
Repos

71%
36%
2%
(9%)

70%
36%
1%
(7%)

Highlights

•
•

Our funding ratio increased to 97% as at December 31, 2020, mainly due to the positive return on pension plan assets.
Interest rate hedge ratio increased to 72% as at December 31, 2020, in line with the increase in the funding ratio. Our objective
is to remain in a modest range around our pension fund investment policy target of 75%, assuming the funding ratio is 100%.
An interest rate hedge ratio below 100% indicates that funded status of the pension plans would increase if government bond
yields rise, all else equal.

See Note 27 – Employee future benefits to the Consolidated financial statements for more details, including actuarial gains
and losses recognized in OCI, assumptions used and sensitivity analysis, as well as risk management and investment
strategy.
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Section 25 -

Capital management

25.1 Our capital management framework
Capital management objectives
Our objectives when managing capital consist of:
•

maximizing long-term shareholder value by optimizing capital used to operate and grow the
Company; and
maintaining strong regulatory capital levels, to ensure policyholders are well protected .

•

Despite the COVID-19 crisis, our capital priorities have not changed. We are focused on maintaining a resilient balance sheet,
providing flexibility in good times and in bad times. We want to make sure that we have capital ready to be deployed for growth
opportunities, both organic and through acquisitions, and that we return capital to shareholders over time.

Capital deployment strategy
Any deployment of capital is executed within the context of the stated capital management objectives and only after careful
consideration of the impact on the Company’s risk metrics.
Capital deployment will be considered in the context of the following capital management priorities:
•
Manage
leverage

Increase
common
shareholder
dividends

•

Common shareholder dividend payments are reviewed annually. The Company seeks to maintain a
sustainable dividend payout level, with the intention of annually increasing common shareholder dividends.

Manage
volatility

•

The Company will maintain an adequate capital margin to ensure that it is sufficiently capitalized to withstand
an acceptable level of insurance and/or market shocks.

Invest in
growth

•

Investing in growth opportunities continues to be a key pillar of the Company`s strategy. The Company may
use a portion of the capital margin for acquisitions or other growth opportunities.

•

Where there is excess capital and no actionable growth opportunities on the near -to-medium term horizon,
we may consider share buybacks as a capital management tool.
Key considerations in any share buybacks include our estimate of intrinsic value and impacts on NOIPS,
ROE and BVPS.

Share
buybacks

52

•

Prudent debt leverage is an important component of our capital structure. We target a 20% debt -to-total
capital ratio.
Leverage may increase temporarily to support value creation from M&A opportunities, with the goal to return
to the target within a two to three year time horizon.

•

INTACT FINANCIAL CORPORATION

INTACT FINANCIAL CORPORATION

Management’s Discussion and Analysis for the year ended December 31, 2020
(in millions of Canadian dollars, except as otherwise noted)

25.2 Managing volatility
We seek to maintain adequate capital levels to ensure that the probability of breaching the regulatory minimum requirements i s very
low. Such levels may vary over time depending on our evaluation of risks and their potential impact on capital.

Regulatory capital
The amount of capital in any particular company or country depends upon the Company’s internal assessment of capital adequacy in
the context of its risk profile and strategic plans , as well as local regulatory requirements. The Company’s objective is to maintain the
capitalization of its regulated operating subsidiaries above the relevant minimum regulatory capital requirements in the jurisdictions in
which they operate (referred to as regulator supervisory minimum levels).

Canada

U.S.

•

Our federally chartered Canadian P&C insurance subsidiaries are subject to the regulatory capital
requirements defined by OSFI and the Insurance Companies Act, while our Québec provincially chartered
subsidiaries are subject to the requirements of the AMF and the Act respecting insurance.

•

Federal and Québec regulated P&C insurers are required, at a minimum, to maintain a MCT ratio of 100%.

•

OSFI and the AMF have also established a regulator supervisory target capital ratio of 150%, which provides
a cushion above the minimum requirement.

•

Our U.S. insurance operations are subject to regulation and supervision in each of the states where they are
domiciled and licensed to conduct business.

•

State insurance departments have established the insurer solvency laws and regulatory infrastructure to
maintain accredited status with the National Association of Insurance Commissioners ("NAIC").

•

A key solvency-driven NAIC accreditation requirement is a state's adoption of RBC requirements.

Regulatory capital guidelines change from time to time and may impact our capital levels. We carefully monitor all changes, actual or
proposed.

25.3 Maintaining a strong capital position
Capital position
All our regulated P&C insurance subsidiaries are well capitalized on an individual basis with capital levels well in excess of regulator
supervisory minimum levels and CALs. CALs represent the thresholds below which regulator notification is required together with a
company action plan to restore capital levels.
Table 28 – Estimated aggregated capital position

As at
Canadian regulated entities
Regulatory capital ratio (MCT)
Capital above CALs (capital margin)
Other regulated entities
Capital above CALs (capital margin) 1
Unregulated entities

December 31,
2020

September. 30,
2020

December 31,
2019

224%
1,101

205%
735

198%
554

640
988

633
503

630
38

Total capital margin 2

2,729

1,871

1,222

Debt-to-total capital

24.1%

21.2%

21.3%

1

Includes Atlantic Specialty Insurance (U.S.) (“ASIC”), Split Rock Insurance, Ltd. (Bermuda) and IB Reinsurance Inc. (Barbados ). The Guarantee
Company of North America USA was included in Other regulated entities as at December 31, 2020 and in Canadian regulated entities as at
December 31, 2019.
2
Consists of the aggregate of capital in excess of CALs in regulated entities plus available cash and investments in unregulated entities, including the
$600 million from the medium-term notes issued on December 16, 2020.
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The following table summarizes the movement in our key capital indicators for the quarter and full year.
Table 29 – Key capital indicators

As at
Sept. 30, 2020 / Dec. 31, 2019
Insurance operations and investments 1
Capital injection in P&C subsidiaries
Dividends paid
Financing raised (RSA Acquisition) 2
Issue of $150 million of Series 9
Preferred Shares 2
Use of $150 million of credit facility and
issue of $300 million MTN Series 82
Deleveraging
Other
December 31, 2020
1
2

MCT
205%
28%
(9)%
-

Quarter
Debt-to-total Capital
RBC capital ratio margin MCT
451%
21.2%
1,871
198%
18%
(0.9)%
498
75%
8%
0.2%
(132)
(45)%
3.8%
596
-

Full year
Debt-to-total
RBC
capital ratio
457%
21.3%
12%
(1.9)%
0.7%
3.8%
(0.3)%

Capital
margin
1,222
1,356
(641)
596
146

-

-

-

-

-

-

3.1%

449

-

-

(0.2)%
-

(104)

(12)%
-

-

(2.6)%
-

(338)
(61)

224%

469%

24.1%

2,729

224%

469%

24.1%

2,729

Net of tax. U.S. figures are based on statutory accounting, which differs from IFRS.
Refer to Section 25.5 – Managing leverage.

Highlights
•
•

•

As at December 31, 2020, our Canadian insurance companies have a MCT of 224% and our U.S. subsidiary has a RBC of 469 %,
both solid levels.
Our total capital margin stood at a strong $2.7 billion as at December 31, 2020, including the net proceeds from the medium-term
note issuances in December 2020 to partly finance the RSA Acquisition. By maintaining a strong balance sheet and capital
position, we can withstand the shocks driven by volatility in financial markets and capture growth opportunities.
Our debt-to-total capital ratio of 24.1% as at December 31, 2020 has increased by 2.9 points, mainly due to the medium-term
note issuances to partly finance the RSA transaction.

Refer to Section 31.8 – Own Risk and Solvency Assessment for details on our Own Risk and Solvency Assessment.
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25.4 Book value per share
Book value per share increase over time
•

Our operating performance and financial strength have translated into close to $2.2 billion in capital returned to common
shareholders through dividends and share repurchases over the past five years.

•

Our BVPS was up 9% to $58.79 in 2020, mainly driven by our earnings, net of common share dividends.

•

We remained committed to our financial objectives in terms of ROE outperformance and NOIPS growth to enhance value to
shareholders.
58.79

10-year CAGR (2010-20) of 8.3%

53.97
48.00

48.73

2017

2018

42.72
37.75
33.03

33.94

2012

2013

39.83

29.73

24.88

26.47

21.96

2008

2009

2010

2011

2014

2015

2016

2019

2020

Table 30 – Evolution of BVPS (in dollars)

As at December 31,
BVPS, beginning of period
EPS
Dividends on common shares
Net impact from issuance of common shares
Impact of market movements on AFS securities 1
Net actuarial gains (losses) on employee future benefits 1
Foreign exchange impact1
Impact of the adoption of IFRS 16 (Leases)
Other 2
BVPS, end of period
Period-over-period increase
1
2

Q4-2020

2020

2019

2018

56.22
2.55
(0.83)
0.06
1.44
0.06
(0.71)
-

53.97
7.20
(3.32)
0.04
0.96
0.31
(0.34)
(0.03)

48.73
5.08
(3.04)
1.71
2.85
(0.38)
(0.86)
(0.28)
0.16

48.00
4.79
(2.80)
(2.49)
(0.13)
1.26
0.10

58.79
5%

58.79
9%

53.97
11%

48.73
2%

Reported in AOCI.
Includes share-based payments.
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25.5 Managing leverage
2020 Financing structure

Debt-to-total capital ratio

Weighted-average
debt maturity

Weighted-average
debt coupon

Weighted-average
preferred share coupon

24.1%

11 years

2.94% (after tax)

4.39% (after tax)

We believe that our optimal financing structure is one where:
•
the debt-to-total capital ratio is generally at 20%; and
•

approximately 10% of our total capital is comprised of preferred shares.

Capital structure
December 31, 2020
Debt

Preferred shares

The debt-to-total capital ratio may occasionally exceed 20% with a firm plan to revert back
to 20% within 2 to 3 years.
We have a diversified maturity with reasonable levels of debt and preferred shares, which
improves our overall cost of capital:
•
We currently have nine series of medium-term notes outstanding with maturities
ranging between 1 and 41 years.
•
The notes carry a weighted average coupon of 3.98% (2.94% after tax).
•
All debt tranches are prudent in size with no large peaks, reducing refinancing risk.
•
Preferred shares provide flexibility in our capital structure at a reasonable cost.
•
Debt and preferred shares represent about 30% of our total capital structure.
Our notes and preferred shares are presented in the table below.
Finance structure – Notes and preferred shares

See next page for more details on the new financing.
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New financing in connection with the RSA Acquisition
On November 18, 2020, we announced that, together with the Scandinavian P&C leader Tryg
A/S, we have reached an agreement to acquire RSA for a total consideration of approximately
£7.2 billion ($12.5 billion). We will pay £3.0 billion ($5.2 billion) of the total consideration
payable and Tryg will pay £4.2 billion ($7.3 billion). See Section 2 – Acquisition of RSA’s
Canadian, UK and International operations.
Financing for the purchase price of approximately $5.2 billion (£3.0 billion) and expected
related transaction costs of approximately $0.7 billion has been raised with $4.45 billion of
private placement subscription receipts, €392 million ($600 million) bank term loan facility to
be drawn on closing and $600 million of medium-term notes (see details below). The
remaining balance of approximately $200 million will be raised in 2021 with the issuance of
preferred shares or other financing.

Acquisition of RSA
Total financing: $5.9 billion
Common equity

Debt

Other

5%

20%

75%

As part of the acquisition, we also intend to assume the full amount of RSA’s outstanding issued debt and hybrid securities, which totals
approximately £0.8 billion ($1.4 billion) and £0.4 billion ($0.7 billion), respectively as at December 31, 2020. We will also retain and
guarantee the obligations of the closed RSA’s UK pension schemes . See Note 5 – Business Combinations to the Consolidated
financial statements for further details.
Our purchase price is set in GBP, with the CAD equivalent fluctuating with foreign exchange rates. We have hedged the purchase price
against the exposure associated with GBP/CAD exchange rate fluctuations . See Section 27.1 - Currency hedging in relation with
the RSA Acquisition.

Private
placement
subscription
receipts

Bank term
loan facility

•

On November 25, 2020, we completed the private placement of subscription receipts to three Canadian
institutional investors of an aggregate of 23.8 million Subscription Receipts for gross proceeds of
approximately $3.2 billion.

•

On December 3, 2020, we completed the private placement of subscription receipts with a group of
underwriters of an aggregate of 9,272,000 subscription receipts for gross proceeds of approximately
$1.25 billion.

•

Each Subscription Receipt will entitle the holder to receive one common share of Intact as well as a dividend
equivalent payment upon closing of the Acquisition.

•

On November 18, 2020, we entered into a $0.6 billion 24 months bank term loan facility agreement which
we plan to draw in EUR a rate of Libor plus 100 bps and which will be drawn upon closing.

On December 16, 2020, we completed the private placements of:

Medium-term
notes

•

$300 million principal amount of Series 9 unsecured medium-term notes, which bear interest at a fixed
annual rate of 1.928% until maturity on December 16, 2030, payable in semi -annual instalments commencing
on June 16, 2021.

•

$300 million principal amount of Series 10 unsecured medium-term notes, which bear interest at a fixed
annual rate of 2.954% until maturity on December 16, 2050, payable in semi -annual instalments commencing
on June 16, 2021.

The net proceeds from the private placements will be used to fund a portion of the purchase price for the RSA
Acquisition.

Q1-2020 financing
•

On February 18, 2020, we completed a Class A Series 9 offering of preferred shares (the “Series 9 Preferred Shares”) by
issuing and selling 6,000,000 Series 9 Preferred Shares, at a price of $25.00 per share, for aggregate gross proceeds of
$150 million. The net proceeds have been used for general corporate purposes. The Series 9 Preferred Shares will yield 5.40%
per annum and are not subject to a rate reset.

•

On March 24, 2020, we completed an offering of $300 million principal amount of Series 8 unsecured medium-term notes
(“the Notes’’). The Notes bear interest at a fixed annual rate o f 3.691% until maturity on March 24, 2025, payable in semi -annual
instalments commencing on September 24, 2020. The net proceeds have been used for general corporate purposes.
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Credit facility
Our $750 million credit facility matures on November 26, 2024 an d can be drawn as follows.
Type

Rate

Prime loans

Prime rate plus a margin

Base rate (Canada) advances

Base rate (Canada) plus a margin

Bankers’ acceptances

Bankers’ acceptance rate plus a margin

Libor advances

Libor rate plus a margin

Amendment in connection with the RSA Acquisition
On December 18, 2020, the credit facility was amended to compl y with all covenants upon closing. Furthermore, the credit facility will
be increased to $1.5 billion in order to provide incremental liquidity, contingent upon the closing of the acquisition.
As at December 31, 2020, no balance was drawn under our credit facility ($138 million or US$106 million as at December 31, 2019).
All covenants were fully met as at December 31, 2020 and 2019.

Strong ratings
Independent third -party rating agencies assess our insurance subsidiaries’ ability to meet their ongoing policyholder obligations
(“financial strength rating”) and our ability to honour our financial obligations (“senior unsecured debt rating”). Ratings are an important
factor in establishing our competitive position in the insurance market, mainly in commercial insurance (surety business for example),
and accessing capital markets at competitive pricing levels.
Table 31 – Ratings

A. M. Best

DBRS

Moody’s

Fitch

Financial strength ratings
IFC’s principal Canadian P&C insurance subsidiaries
Intact U.S. (OneBeacon) U.S. regulated entities

A+
A+

AA(low)
AA(low)

A1
A2

AAAA-

Senior unsecured debt ratings
IFC
Intact U.S. (OneBeacon)

aa-

A
A

Baa1
Baa2

AA-

We do not anticipate the Transaction and its planned financing structure to lead to a change in our current credit ratings. See Section 2
– Acquisition of RSA’s Canadian, UK and International operations.

25.6 Increase common shareholder dividends
With a strong financial position and confidence in earnings growth, we will continue to protect our people, support our custo mers and
advance our strategic objectives. We intend to increase our dividend this year as we have in the past 15 years. However, given the
current regulatory environment, we are postponing our dividend increase to a later quarter in 2021.

25.7 Invest in growth
See Section 2 – Acquisition of RSA’s Canadian, UK and International operations.

25.8 Share buybacks
There was no share buyback during 2020 and 2019. Since 2009, $627 million has been returned to shareholders, with an average
buyback share price of $50.91.
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Section 26 - Treasury management
26.1 Understanding our cash flows
Cash flows used in operating activities mainly consist of insurance premiums less claims and expense payments, plus investment
income. Cash is used to pay dividends on common and preferred shares. Cash may also be deployed for strategic purposes like
business acquisitions, investments in brokerage firms and share buybacks, or to repay outstanding financing. Cash inflows in excess
of these outflows are moved to our investment portfolio to generate additional investment income in the future.
Table 32 – Cash flows

Q4-2020

Q4-2019

680

187

493

596
(2)
(132)
(59)
(55)
(15)

266
145
444
(120)
(731)
(18)
(27)
(14)

330
(147)
(444)
(12)
731
(41)
(28)
(1)

894
(47)
(165)
146
(527)
(187)
(163)
(59)

266
(250)
145
444
(474)
(731)
(104)
(117)
(51)

628
203
(310)
(444)
146
(53)
731
(83)
(46)
(8)

(94)
(4)

(55)
(4)

(94)
55
-

(94)
(20)
(49)

20
(43)

(94)
40
(6)

915
(818)

73
172
355

842
(172)
(1,173)

2,081
(2,092)

395
172
(62)

1,686
(172)
(2,030)

Net increase (decrease) in cash and cash equivalents

97

600

(503)

(11)

505

Cash and cash equivalents at beginning of the period
Exchange rate difference on cash and cash equivalents

837
(17)

343
(7)

494
(10)

936
(8)

442
(11)

494
3

Cash and cash equivalents at end of the period

917

936

(19)

917

936

(19)

Net cash flows provided by operating activities
Cash flows generated from (deployed on):
Proceeds from issuance of debt, net of issuance costs 1
Repayment of debt
Borrowing (repayment) on the credit facility, net
Proceeds from issuance of common shares
Proceeds from issuance of Class A Preferred Shares
Dividends on common shares and preferred shares
Business combinations, net of cash acquired
Equity investments in brokerages and other, net
Purchases of intangibles and P&E, net
Payments of lease liabilities
Payment of contingent consideration related to a business
combination2
Proceeds from (repayment of) securities sold under repos
Repurchase of common shares for share-based payments
Net cash inflows (outflows) before the following:
Excess capital deployed on the acquisition of The Guarantee
Proceeds from investment sales (purchases), net

Change

2020

2019

Change

2,352

1,290

1,062

(516)

1

See Section 25 – Capital management.
2
See Note 5.1 – Business combinations to the Consolidated financial Statements for details.

We have ample liquidity at the holding company level and within our investment portfolio to protect against market volatility,
support our customers through the crisis, and quickly respond to market opportunities that may arise.
We have sufficient capital resources, cash flows from operating activities and borrowing capacity to support our current and
anticipated activities, scheduled principal and interest payments on our outstanding debt, the payment of dividends and other
expected financial commitments in the near term.
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26.2 Contractual obligations
Table 33 – Contractual obligations

As at December 31, 2020
Total

Payments due by period
Less than 1 year
1 - 5 years

Thereafter

Principal repayment on notes outstanding
Interest payments on notes outstanding
Claims liabilities 1
Leases and other commitments 2
Pension obligations 3

3,041
1,366
12,370
1,177
42

510
107
4,363
200
4

656
335
6,242
549
17

1,875
924
1,765
428
21

Total contractual obligations

18,406

5,333

8,257

4,816

1

Undiscounted value, including incurred but not reported reserves.
2
Refer to Note 10.5b) – Financial liabilities by contractual maturity and Note 31 – Commitments and Contingencies to the Consolidated
financial Statements for details.
3
Represent the expected benefit payments for unfunded plans. There is no significant annual mandatory funding required by regulators, based on the
latest actuarial valuations.

Section 27 - Foreign currency management
27.1 Currency hedging in relation with the RSA Acquisition
Purchase price hedges
In November 2020, we entered into foreign currency forward contracts in order to hedge the £3.0 billion ($5.2 billion) purchase price to
exposures from fluctuations in the CAD/GBP and EUR/GBP currency pairs. These derivatives have a notional of £2.7 billion
($4.7 billion) GBP/CAD and £0.3 billion ($0.5 billion) GBP/EUR, of which £2.4 billion ($4.2 billion) are contingent on the closing of the
acquisition.
As at December 31, 2020, these derivatives did not qualify as cash flow hedges and are marked-to-market through net income. We
recognized an unrealized gain of $41 million in 2020. See Table 11 – Gains (losses) excluding FVTPL bonds.

Book value hedges
In November 2020, we entered into foreign currency forward contracts for a notional of £700 million ($1.2 billion), whereby we sell GBP
for CAD in order to reduce our book value exposure to the GBP. These derivatives represent economic hedges and the changes in the
fair value are recognized through net income until closing of the transaction. We recognized an unrealized loss of $22 million in 2020.
See Table 11 – Gains (losses) excluding FVTPL bonds.
We also intend to hedge our book value exposure to the DKK after closing with our €392 million ($600 million) bank term loan facility.
We also entered into other foreign currency forward contracts for a net notional of £100 million ($174 million) CAD/GBP for risk
management purposes related to the RSA Acquisition.
See Note 7 – Derivative financial instruments to the Consolidated financial Statements for more details.
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RISK MANAGEMENT
Section 28 - Overview
We have a comprehensive risk management framework and internal control procedures designed to manage and monitor various risk s
in order to protect our business, clients, employees, shareholders, regulators and other stakeholders. Our risk management programs
aim at mitigating risks that could materially impair our financial position, accepting risks that contribute to sustainable e arnings and
growth and disclosing these risks in a full and complete manner.
Effective risk management rests on identifying, understanding and communicating all material risks we are exposed to in the c ourse of
our operations. In order to make sound business decisions, both strategically and operationally, management must have continual
direct access to the most timely and accurate information possible. Either directly or through its committees, the Board of D irectors
ensures that our management has put appropriate risk management programs in place. The Board of Directors, directly and in particular
through its Risk Management Committee, oversees our risk management programs, procedures and controls and, in this regard,
receives periodic reports from, among others, the Risk Management Department through the Chief Risk Officer, internal auditors and
the independent auditors. A summary of our key risks and the processes for managing and mitigating them is outlined below.
The risks described below, and all other information contained in our public documents, in cluding our Consolidated financial statements,
should be considered carefully. The risks and uncertainties described below are those we currently believe to be material, bu t they are
not the only risks and uncertainties we face. If any of these risks, or any other risks and uncertainties that we have not yet identified, or
that we currently consider to be not material, actually occur or become material risks, our business prospects, financial con dition, results
of operations and cash flows could be material ly adversely affected.
While we employ a broad and diversified set of risk mitigation and risk transfer techniques, those techniques and the judgmen ts that
accompany their application cannot anticipate every economic and financial outcome in all market en vironments or the specifics and
timing of such outcomes.

Section 29 - Risk management structure
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The Board of Directors is responsible for the oversight of risk management to ensure that risks are properly measured, monito red and
reported. In this regard, the Board is supported by its Risk Management Committee that covers enterprise wide risks. In addition, we
have an internal Enterprise Risk Committee composed of senior executives.
The Board and Committee structures are reviewed periodically to be aligned with best practices, applicable laws and regulatory
guidelines on corporate governance.

Board of Directors

Main responsibility is to oversee our management of business and affairs, including our pension funds. In this regard,
the Board establishes policies, reporting mechanisms and procedures in view of safeguarding our assets and ensuring
our long-term viability, profitability and development.

Risk Management
Committee

Assists the Board of Directors with its oversight role with respect to our management in order to build a sustainable
competitive advantage, by fully integrating the Enterprise Risk Management policy into all of our business activities,
strategic planning and our subsidiaries and operations, including our pension funds.

Compliance Review
and Corporate
Governance (CRCG)
Committee

Ensures a high standard of governance, compliance and ethics in our company, including our pension, funds and that
we meet our legal requirements and engage in best practices as determined by th e Board of Directors. In this regard,
the CRCG Committee oversees our governance framework and that of our pension funds, our compliance framework,
our compliance programs which includes related party transactions (“RPT”), our market conduct programs and policies,
as well as the implementation of corporate compliance initiatives.

Human Resources
and Compensation
Committee

Assists the Board of Directors in fulfilling its governance supervisory responsibilities for strategic oversight of our human

Audit Committee

capital, including organization effectiveness, succession planning and compensation and the alignment of
compensation with our philosophy and programs consistent with our overall business objectives.

Assists the Board of Directors with its oversight of the integrity of our financial statements and financial information, the
accounting and financial reporting process, the qualifications, performance and independence of the external auditors,
the performance of the internal audit function and the quality and integrity of internal controls.
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Enterprise Risk
Committee

This committee is composed of senior officers designated by the Board of Directors and is chaired by the Chief Risk Officer.
It meets regularly and oversees our risk management priorities, assesses the effectiveness of risk management programs,
policies and actions of each key function of our business and reports on a quarterly basis to the Risk Management
Committee. The Enterprise Risk Committee evaluates our overall risk profile, aiming for a balance between risk, return,
and capital, and approves risk policies. The Enterprise Risk Committee is mandated to: (I) identify risks that could materially
affect our business; (ii) measure risks both in terms of the impact on financial resources and reputation; (iii) monitor risks;
and (iv) manage risk in accordance with the risk appetite statement determined by the Board of Directors. Periodically, this
committee may establish sub-committees to review specific subjects in greater detail and report back on its findings and
recommendations. This allows the Enterprise Risk Committee to access the expertise throughout our company and to
operate more efficiently in addressing key risks.

Other committees

We have other committees responsible for managing, monitoring and reviewing specific aspects of risk related to our
operations, investments, profitability, insurance operations, security, capital allocation and business continuity. Further
details follow on how these committees operate, ensure compliance with laws and regulations and report to the
Enterprise Risk Committee.
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Section 30 - Corporate governance and compliance program
We believe that sound corporate governance and compliance monitoring related to legal and regulatory requirements are
paramount for maintaining the confidence of different stakeholders including our investors. Legal and regulatory compliance r isk arises
from non-compliance with the laws, regulations or guidelines applicable to us as well as the risk of loss resulting from non-fulfilment of
a contract. We are subject to strict regulatory requirements and detailed monitoring of our operations in all states, provinc es and
territories where we conduct business, either directly or through o ur subsidiaries. Our corporate governance and compliance program
is built on the following foundations:

30.1 Corporate governance and compliance program
Corporate governance ensuring compliance with laws and regulatory requirements
Sound corporate
governance standards

Effective disclosure
controls and
processes

Sound corporate
compliance structures
and processes

Specialized resources
independent from
operations

The Board of Directors and its
committees are structured in

Disclosure controls and
processes have been put in

Effective corporate governance
depends on sound corporate

To manage the risks associated
with compliance, regulatory,

accordance with sound
corporate governance

place so that relevant
information is obtained and

compliance structures and
processes.

legal and litigation issues, we
have specialized resources

standards.
Directors are presented with

communicated to senior
management and the Board of

We have established an
enterprise-wide Compliance

reporting to the SVP, Corporate
and Legal services that remain

relevant information in all areas
of our operations to enable

Directors to ensure that we
meet our disclosure obligations,

Policy and framework including
procedures and policies

independent of operations.
The SVP, Corporate and Legal

them to effectively oversee our

while protecting the

necessary to ensure adherence

services reports to the Board of

management, business

confidentiality of information.

to laws, regulations and related

Directors and its committees on

objectives and risks. The Board
of Directors and the Audit

A decision-making process
through the Disclosure

obligations. Compliance
activities include identification,

such matters, including with
respect to privacy and

Committee periodically receive
reports on all important

Committee is also in place to
facilitate timely and accurate

mitigation and monitoring of
compliance/reputation risks, as

Ombudsman complaints.
We also use third party legal

litigation, whether in the
ordinary course of business

public disclosure.

well as communication,
education, and activities to

experts and take provisions
when deemed necessary or

promote a culture of compliance
and ethical business conduct.

appropriate.

where such litigation may have
a material adverse effect, or
outside the ordinary course of
business.

While senior management has ultimate responsibility for compliance, it is a responsibility that each individual employee shar es. This is
clearly set out in our core Business Values and Code of Conduct and employees sign a confirmation that they have reviewed and
complied with them annually.
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Section 31 - Enterprise Risk Management
31.1 Mandate
The Enterprise Risk Management strategy is designed to provide an overview of our risks and ensure that appropriate actions are taken
to protect our clients, employees, shareholders, regulators, and other stakeholders.
We have an integrated risk-based approach to significantly increase the effectiveness of the program, ensuring that delegated
authorities’ actions are consistent with the overall strategy and risk appetite. Overall, the risk profile and communication must be
transparent with the objective of minimizing surprises to internal and external stakeholders on risk management.
Our risks are separated into four main categories: Strategic Risk, Insurance Risk, Financial Risk and Operational Risk.

31.2 Objectives
•
•
•
•
•
•
•
•
•

overseeing and objectively challenging the execution of risk management activities;
identifying, as completely as possible, the most important risks and issues that may affect us;
monitoring identified risks, major incidents and control weaknesses and reviewing adopted strategies;
allocating risk ownership and responsibilities;
gathering early warning information;
escalating risk management issues and vetoing high risk business activities;
enforcing compliance with the risk policies;
disclosing key risks completely and transparently; and
supporting management in raising risk awareness and insight.

31.3 A shared responsibility
Managing risk is a shared responsibility at Intact. The three lines of defence model is employed to clearly identify the role s and
responsibilities of those involved in the risk management process and ensure accountability. On -going collaboration and clear
communication across the lines of defen ce is paramount to foster alignment and optimal risk management.
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31.4 Risk Appetite
How do we manage corporate risk?
From a risk management perspective, our objective is to protect the sustainability of our activities, while delivering on our promises to
our stakeholders. To do so, we strive to maintain our financial strength, even in unpredictable environments or under extreme stress.
We take a prudent approach to managing risk, and the following principles help us establish the nature and scope of risks we are willing
to assume:
•
we focus on our core competencies;
•
we keep our overall risk profile in check;
•
we protect ourselves against extreme events;
•
we promote a strong risk management culture; and
•
we maintain our ability to access capital markets at reasonable costs.
Consult our website for a more detailed discussion of our Risk Appetite under the Corporate Governance section .

31.5 Main risk factors and mitigating actions
Our practice is to regularly identify our top risks, assess the likelihood of occurrence and evaluate the potential impacts shoul d they
materialize both in terms of financial resources and reputation. We also consider potential emerging risks that are newly de veloping
or changing risks which are inherently more difficult to quantify.
We then determine mitigation plans and assign accountability for each risk if deemed appropriate given our overall assessment , our
risk appetite, and our business objectives.
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31.6 Top and emerging risks that may affect future results
Each year the Enterprise Risk Management Committee identifies the top risks that the Company faces. The following section presents
the top and emerging risks identified with the most severe potential impact. In assessing the potential impact for each of the top risks,
the presence and effectiveness of risk mitigation activities are taken into consideration. Our main risk factors together with our practices
used to mitigate these risks are explained below.
TOP AND EMERGING RISKS

Major earthquake .........................................................................................................................................................................................66

Climate change risk......................................................................................................................................................................................67
Catastrophe risk ...........................................................................................................................................................................................68
Increased competition and disruption .........................................................................................................................................................69
Turbulence in financial markets...................................................................................................................................................................70
Reserve and pricing inadequacy .................................................................................................................................................................71
Governmental and/or regulatory intervention .............................................................................................................................................72
Failure of an acquisition ...............................................................................................................................................................................74
Cyber security failure ...................................................................................................................................................................................75
Failure of a major technology initiative........................................................................................................................................................76

Inability to contain fraud and/or abuse ........................................................................................................................................................76
Customer satisfaction risk............................................................................................................................................................................77
Social unrest risk ..........................................................................................................................................................................................78
Third party risk ..............................................................................................................................................................................................78

The emergence of autonomous vehicles ....................................................................................................................................................79

Major earthquake

Insurance risk

Risk we are facing
The occurrence of a major earthquake may produce significant damage in large, heavily populated areas.

Potential impact

How we manage this risk

The occurrence of a major earthquake could have a significant
impact on our profitability and financial condition and that of the
entire P&C insurance industry in Canada. Depending on the
magnitude of the earthquake, its epicentre, and on the extent of
the damages, the losses could be substantial even after
significant reinsurance recoveries. There could also be
significant additional costs to find the required reinsurance
capacity upon further renewals. In addition, we could be subject
to increased assessments from the P&C Insurance
Compensation Corporation (PACICC) leading to further costs if
other insurers are unable to meet their contractual obligations
with their clients.

Our risk management strategy consists of regular monitoring of insured value
accumulation and concentration of risks. We use earthquake risk models to
help assess our possible losses at various return periods and use reinsurance
to transfer a substantial amount of risk. Consequently, the diversification of
risk among an appropriate number of reinsurers is vital for us. See Section
23.2 – Reinsurance for more details on our reinsurance program.
Since the beginning of 2020, we’ve implemented a robust action plan resulting
in a material reduction in our exposure to Western Canada earthquake
exposure. Both our personal and commercial lines are applying a series of
pricing and product measures.
We increased our reinsurance coverage in 2020 to beyond an estimated 1 -in700 year return period of an earthquake in Western Canada, including the
U.S. Pacific Northwest.
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Climate change risk

Insurance risk

Risk we are facing
Climate change is a challenge that has been faced by the Canadian P&C insurance industry for over 10 years and the risk is evolving and becoming
heavily faced across industries as we shift to a low-carbon economy.
Physical risk has been affecting our property insurance business due to changing climate patterns and an increase in the number and cost of
claims associated with severe storms and other natural disasters. Changing weather patterns has resulted in hotter, drier weather in some areas
and more humid, wetter weather in other areas. The result has been more unpredictable weather and increasingly severe storms. These changes
could negatively affect our property and automobile insurance results, which collectively contribute to a majority of our total annual premiums.
There are a wide variety of natural disasters that may be affected by climate change to some degree including but not limited to hurricanes,
windstorms, hailstorms, rainstorms, ice storms, floods, severe winter weather and forest fires.
Transition risk is the risk of transitioning to low-carbon and more climate resilient economy. Awareness of the potential risk has been increasing
this year with several large institutional investors shifting away from carbon -intensive sectors. Some sectors or companies may be perceived as
too carbon-intensive or may have unsatisfactory transition plan towards greener sources of revenue. This could impact asset prices and e conomicsensitive lines of business. Furthermore, the exposure to carbon-intensive sectors or companies could result in the perception of disregard towards
greener economy and increase reputational risk for insurers who underwrite these risks.
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Potential impact

How we manage this risk

Physical risk
Over the last few years, we have witnessed a
continued increase in the number and severity of
weather events. Changing weather patterns may
have an impact on the likelihood and severity of
natural catastrophes, such as wildfires in the
West and heavy precipitation and Hurricanes in
the East. The impact of climate change may result
in increased earnings volatility.

Physical risk
To address this issue, we have ongoing initiatives including pricing and product changes to
reflect new climate realities, regular reviews of claims processes and a greater focus on
consumer loss prevention. Many initiatives have been implemented ove r the last several years
including the expanded use of deductibles and sub-limits, segmentation refinement, and the
introduction of depreciation schedules in personal property insurance across Canada. These
initiatives help mitigate, to some extent, P&C insurance losses resulting from water damage
and harsh weather. As climate risk continues to evolve, we are continuously developing or
acquiring new modelling tools to help better assess catastrophe risk. For example, we
regularly update Canadian flood maps used in underwriting coverage for this peril. See
Section 19 – climate change for more details on our initiatives and ongoing
management related to the risks of climate change.

Transition risk
Over 2020, we have meaningfully reduced our
investments in carbon-intensity companies that
have no or unsatisfactory plan of reducing their
footprint.
We are participating to the Pilot of Bank of
Canada and OSFI’s Climate Scenario Analysis.
The initiative should further enhance the
understanding of our exposure to transition risks
during 2021.

In addition, our reinsurance program offers protection against multi-risk events and
catastrophes. See Section 23.2 – Reinsurance for details on our reinsurance program.
Investing in Climate Adaptation and Awareness
We continue to promote climate adaptation and awareness through a number of initiatives,
including but not limited to:
•
Renewed our commitment to the Intact Center on Climate Adaptation, an applied
research centre providing practical solutions to help society adapt to the impacts of
climate change;
•
Participated in the United Nations Environment Programme’s Financial Initiative
(UNEP FI)’s Global Insurers Pilot on the Task Force on Climate -related Financial
Disclosures (TCFD);
•
Member of the Geneva Association, an international think tank for the insurance
industry providing research and expertise on key industry topics, such as climate
change; and
•
Committed 1.3-million in five new Intact Climate Adaptation Grantees. These
projects are focused on building communities’ climate resiliency.
Transition risk
In 2020, Intact Investment Management developed a Coal Policy and engaged portfolio
companies on climate change. Existing holdings that exceed thresholds stated in our Coal
Policy are evaluated based on their energy transition plan. We will divest from companies that
do not have a satisfactory plan. We will continue to evaluate and adapt our thresholds over
time.
We are also participating in the Bank of Canada and Office of the Superintendent of Financial
Institutions (OSFI) pilot project to use climate-change scenarios to better understand the risks
to our financial condition related to a transition to a low-carbon economy.
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Catastrophe risk (excluding earthquake risk)

Insurance risk

Risk we are facing
Catastrophe events include natural disasters and unnatural events.
•
There are a wide variety of natural disasters that are mainly weather-related including but not limited to hurricanes, windstorms, hailstorms,
rainstorms, ice storms, floods, severe winter weather and forest fires.
•
Unnatural catastrophe events include but are not limited to hostilities, terrorist acts, riots, explosions, crashes and derai lments, and wide scale
cyber-attacks.
Despite the use of sophisticated models, the incide nce and severity of catastrophe events are inherently unpredictable. The extent of losses from
a catastrophe event is a function of both the total amount of insured exposure in the area affected by the event and the seve rity of the event. Most
catastrophe events are restricted to small geographic areas; however, hurricanes and other storms may produce significant damage in large,
heavily populated areas. Catastrophe events can cause losses in a variety of P&C insurance lines.

Potential impact

How we manage this risk

Claims resulting from natural or unnatural catastrophe
events could cause substantial volatility in our financial
results and could materially reduce our profitability or harm
our financial condition.

Natural catastrophe risk
Some the risk mitigations referred to in the section above on Clima te Change risk
also mitigate the catastrophe risk. For example, deductibles and sub -limits help
reduce the impact of natural catastrophe risk.

Unnatural catastrophe risk
We offer cyber risk insurance to our commercial customers
across North America. We may be adversely affected by
large scale cyber-attacks that simultaneously compromises
the systems of many of our insureds.

Unnatural catastrophe risk
To help mitigate the risks associated with our cyber risk insurance product, we focus
on small to medium size companies with relatively modest policy limits. In addition,
we purchase reinsurance specifically to transfer some of the risk in the event a largescale cyber-attack triggers a high volume of claims.

In addition, we have exposure to terrorism risk in the U.S.
through our U.S. specialty business. Terrorism can take
many forms and both our property and workers’
compensation policies may be affected by an event.

In addition to private reinsurance, we also participate in the U.S. federal government
terrorism insurance backstop (TRIPRA) that mitigates our exposure under certain
circumstances as outlined in U.S. federal legislation.

INTACT FINANCIAL CORPORATION

69

INTACT FINANCIAL CORPORATION

Management’s Discussion and Analysis for the year ended December 31, 2020
(in millions of Canadian dollars, except as otherwise noted)
Increased competition and disruption

Strategic risk

Risk we are facing
We believe that competition in our business lines is based on price, service, commission structure, product features, financial strength and scale,
ability to pay claims, ratings, reputation and name or brand recognition. We compete with a large number of domestic and foreign insurers as well
as with Canadian banks that are selling insurance products. Disruptors with lower costs and/or better technology could enter our markets and
quickly accumulate market share. These firms may use business models different than ours and sell products through various distribution channels,
including aggregators, brokers and agents who sell products exclusively for one insurer and directly to the consumer. We comp ete not only for
business and individual customers, employers and other group customers but also for brokers and other distributors of investment and insurance
products.
We distribute our products primarily through a network of brokers and a great part of our success depends on the capacity of this network to be
competitive against other distributors, including direct insurers and web aggregators, as well as our ability to maintain our business relationships
with them. These brokers sell our competitors’ insurance products and may stop selling our insurance products altogether. Str ong competition
exists among insurers for brokers with demonstrated ability to sell insurance products.

Potential impact

How we manage this risk

Intense competition for our insurance products could harm our
ability to maintain or increase our profitability, premium levels
and written insured risk volume.

There is a number of initiatives that we have presented to our customers to
mitigate the risk of competition and disruption including, but not limited to:

The entrance of a sophisticated player in the market or a
disruptor could shift methods to purchase insurance and
challenge our distribution model. The use of information
technology in the distribution and pricing of insurance products
(e.g. telematics, the use of Big Data, etc.) has increased over
the last several years and this trend is expected to continue in
the near future. Artificial intelligence is another area that is
gaining much attention and could have a material impact on the
insurance industry. Potential disruptors may use these
technologies more effectively than us or there may be n egative
reputational consequences arising from our initiatives.

•

•

•

Demutualization and further consolidation in the Canadian P&C
industry remains likely which may result in an erosion of our
competitive advantage.

•

The evolution of customer preferences for different distribution
channels or alternate business models (e.g. peer-to-peer
insurance) could lead to a material decline in our market share.
Premium volume and profitability could be materially adversely
affected if there is a material decrease in the number of brokers
that choose to sell our insurance products. In addition, our
strategy of distributing through the direct channel may adversely
impact our relationship with brokers who distribute our products.

•
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Our multi-channel distribution strategy including the broker channel, direct
distribution brands and web platforms, enhances our ability to adapt to
evolving conditions in the insurance market. We have established close
relationships with our independent distributors by providing them with
advanced technology, as well as training to help strengthen their market
position. We closely monitor pricing gaps between our various channels
and manage the different channels under different brand names including
BrokerLink, our wholly owned broker network.
We are promoting our brands with a focus on using web and mobile
technology to reach consumers. U.S. activities now operate under the
North American Intact Insurance Specialty Solution;
We are constantly streamlining and simplifying the experience in our direct
distribution channel. As a result, we have seen a drop in our expense ratio
ensuring that we can compete on affordability;
We are insourcing part of our claim supply chain process to differentiate
ourselves from a cost perspective and customer experience. With the
acquisition of On Side, we have now vertically integrated an important
supply chain vendor. We established innovative service centres in major
Canadian cities to provide an unmatched customer experience in Auto
repair. We have also deployed digital tools to accelerate claims settlement
and enhancing communication with our customers;
We are investing in our Data Lab and in our large team of experts. We use
artificial intelligence and machine learning in a variety of business
applications to acquire and retain more profitable clients (e.g. Usage based insurance).
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Turbulence in financial markets

Financial risk

Risk we are facing
Movements in interest rates, credit spreads, foreign exchange rates, inflation rates, and equity prices cause changes in realized and unrealized gains
and losses. Generally, our interest and dividend income will be reduced during sustained periods of lower interest rat es. During periods of rising
interest rates, the fair value of our existing fixed-income securities will generally decrease and our realized gains on fixed-income securities will likely
be reduced or result in realized losses. Changes in credit spreads wou ld have similar impacts as those described above for changes in interest rates.
Severe deflation or unexpected inflation could materially impact both our assets and liabilities, including our employee defined benefit pension plans.
In 2020, we experience increased turbulence in financial markets due to COVID-19 crisis, while interest rates in North American have declined to
historical low levels. See Section 22.1 – Capital markets update.

Potential impact

How we manage this risk

Changes in the market variables mentioned
above could adversely affect our investment
income and/or the market value of our securities.

While our strategy is long-term in nature, it is regularly reviewed to adapt to the investment
environment when necessary, especially in times of turbulence and increased volatility, such as
the COVID-19 crisis. We closely monitor concentration across and within asset classes and
ensure that exposures remain within the risk tolerance stated in our investment policy.

In addition to the risk related to investments
discussed previously, an economic downturn
and/or increase in the inflation rate have a
significant impact on the funded status of our
defined benefit pension plans. Consequently,
this could impact our financial condition.
General
economic
conditions,
political
conditions, social unrest and many other factors
can also adversely affect the equity markets and,
consequently, the fair value of the equity
securities we own and ultimately affect the timing
and level of realized gains or losses.
Our preferred share portfolio depreciates in value
as a result of negative developments in interest
rate, credit or liquidity market.
Our fixed income portfolio may experience
defaults resulting in impairments and lower
income prospectively.

Periodically, we employ several risk mitigation measures such as changes to our strategic asset
mix, hedging of interest rate, foreign exchange, or equity risk and increased holdings in cash.
These actions serve to reduce exposures in the investment portfo lio and decrease the sensitivity
of our regulatory capital ratios to financial market volatility. During the first half of 2020, a series
of actions were taken to solidify our capital and liquidity positions. Our investment portfolio
remains defensive as we maintain an underweight position in equity exposure versus our target
investment policy allocation.
Regular stress testing of our investment risk exposures assists management in assessing the
overall level of financial risk and helps to ensure that exposures remain within established risk
tolerances. These stress tests help assessing whether our financial risk exposure requires any
adjustments. When turbulence was at his peak this year for example, we stress tested further
severe downside scenarios and the results demonstrated that our liquidity position in the
operating subsidiaries remained strong and able to withstand extreme liquidity shocks.
The Company’s exposure to financial risk arising from its financial instruments together with the
Company’s risk management policies and practices used to mitigate it are explained in our
Consolidated financial statements. Consult the following sections for more information.
Reference to our Consolidated financial statements

Market risk

Credit risk

Notes 10.1 and 10.2

Note 10.4

Basis risk

Liquidity risk

Note 10.3

Note 10.5
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Reserve and pricing inadequacy

Insurance risk

Risk we are facing
Our success depends upon our ability to accurately assess the risks associated with the insurance policies that we write. We establish reserves
to cover our estimated liability for the payment of all losses and loss adjustment expenses (“LAE”) incurred with respect to premiums collected or
due on the insurance policies that we write. Reserves do not represent an exact calculation of a liability. Rather, reserves are our estimates of
what we expect to be the ultimate cost of resolution and administration of claims. These estimates are based upon various fac tors, including:
•
actuarial projections of the cost of settlement and administration of claims reflecting fa cts and circumstances then known;
•
estimates of trends in claims severity and frequency;
•
judicial theories of liability;
•
variables in claims handling procedures;
•
economic factors (such as inflation);
•
judicial and legislative trends, and actions such as class action lawsuits and judicial interpretation of coverage or policy exclusions; and
•
the level of insurance fraud.
The COVID-19 crisis brings an additional level of uncertainty to these factors when estimating reserve level.
Product design and pricing risk is the risk that the established price is or becomes insufficient to ensure an adequate retur n for shareholders as
compared to our profitability objectives. This risk may be due to an inadequate assessment of market needs, new business context, a poor estimate
of the future experience of several factors, or the introduction of new products that could adversely impact the future behaviour of policyholders.

Potential impact

How we manage this risk

Most or all of these factors are not directly quantifiable, particularly
on a prospective basis, and the effects of these and unforeseen
factors could negatively impact our ability to accurately assess the
risks of the policies that we write. In addition, there may be
significant reporting lags between the occurrence of the insured
event and the time it is actually reported to the insurer and
additional lags between the time of reporting and final settlement
of claims.

Establishing an appropriate level of reserves is an inherently uncertain
process. We continually refine our reserve estimates in an ongoing process
as claims are reported and settled.

The following factors may have a substantial impact on our future
actual losses and LAE experience:
•
amounts of claims payments;
•
expenses that we incur in resolving claims;
•
legislative and judicial developments; and
•
changes in economic variables such as interest rates and/or
inflation.
To the extent that actual losses and LAE exceed our expectations
and the reserves reflected in our Consolidated financial
statements, we will be required to reflect those changes by
increasing our reserves. In addition, government regulators could
require that we increase our reserves if they determine that our
reserves were understated in the past. When we increase
reserves, our income before income taxes for the period will
decrease by a corresponding amount. In addition, in creasing or
strengthening reserves causes a reduction in our P&C insurance
subsidiaries’ regulatory capital. For example, there remains
uncertainty related to the ultimate impact of the 2016 Ontario Auto
Insurance reforms. As claims incurred after the refo rms were
enacted are settled, the uncertainty related to these specific
changes in legislation declines. See Section 23.1 – Claims
liabilities for more details on the claims reserve and prior
year claims development.
Inadequate pricing may lead to material declines in underwriting
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Our reserve review committee scrutinizes reserves by business segment and
analyzes trends and variations in losses to ensure that we maintain a
sufficient level of claims reserve.
Our profitability committees review the results of each business line and
determine if appropriate action is required in terms of product design or pricing
to remediate poor underwriting performance. These committees also review
our portfolio quality and the evolution of ou r pricing versus internal rate
indication to ensure ongoing rate adequacy.
We have adopted policies which specify our retention limits and risk tolerance
and our application depends on training and the discipline of our underwriting
teams. Once the retention limits have been reached, we use reinsurance to
cover the excess risk. Moreover, our profitability and ability to grow may also
be adversely affected by our mandatory participation in the Facility
Association and assumed risk-sharing pools in several automobile insurance
markets including Ontario, Québec, Alberta, and the Maritimes.
Estimated direct losses associated to COVID-19 remains low at an estimated
$106 million. There are several class-action lawsuits over our business
interruption coverage. Most commercial policies, except in very limited
instances, do not provide for business interruption coverage in the context of
a closure due to COVID-19 crisis since direct physical damage is required to
trigger this coverage. We remain confident with our policy language that limits
the coverage to losses arising from physical damages.
In 2020, we maintained our focus on pricing adequacy and reserve
sufficiency. The loss of a large sharing economy account in Canada is an
example of our commitment to maintain strong pricing discipline.
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Management’s Discussion and Analysis for the year ended December 31, 2020
(in millions of Canadian dollars, except as otherwise noted)
income and/or deficient reserves.
The effects of the COVID-19 crisis related to emerging coverage
issues and claims, including certain class actions relating to
business interruption coverage and related defence costs, as well
as other indirect claims could negatively impact our claims
reserves. The COVID-19 crisis also brings uncertainty related to
potential exposure to the ultimate level of direct losses in lines
such as business interruption and indirect losses in specialty lines.
Surety losses may increase as a result of the potential weakening
economy that may result in client bankruptcies.

Governmental and/or regulatory intervention

Strategic Risk

Risk we are facing
Our subsidiaries and affiliates are subject to regulation and supervision by regulatory authorities of the jurisdictions in which they are
incorporated and licensed to conduct business.
These laws and regulations:
•
delegate regulatory, supervisory and administrative powers to federal, provincial and territorial insura nce commissioners and agencies;
•

are generally designed to protect policyholders and creditors, and are related to matters including:
•
requirements on privacy and the protection of personal information;
•
personal auto insurance rate setting;
•
risk-based capital and solvency standards;
•
restrictions on types of investments;
•
maintenance of adequate reserves for unearned premiums and unpaid claims;
•
examination of insurance companies by regulatory authorities, including periodic financial and market conduct examinations;
•
licensing of insurers, agents and brokers;
•
limitations on upstream dividends from operating companies; and
•
transactions with affiliates.

•

typically require us to periodically file financial statements and annual reports, prepared on a statutory accounting basis, and other information
with insurance regulatory authorities, including information concerning our capital structure, ownership and financial condition including, on an
annual basis, the aggregate amount of contingent commissions paid and general business operations.

Regulatory authorities closely monitor the solvency of insurance companies by requiring them to comply with strict solvency standards based on the
risk assumed by each company with respect to asset composition, liability composition, and the matching between these two com ponents. We are
required to submit regular reports to the regulatory authorities regarding our solvency and publish our solvency ratio every quarter. Solvency
requirements are amended from time to time.
Governments and regulators around the world have been on crisis response mode due COVID-19. Auto premium relief and refunds were strongly
encouraged or mandated in some jurisdictions.
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Governmental and/or regulatory intervention (cont’d)

Strategic risk

Potential impact

How we manage this risk

We believe that our subsidiaries are in material compliance with all
applicable regulatory requirements. However, it is not possible to predict
the future impact of changing federal, states, provincial and territorial
regulations on our operations. Laws and regulations enacted in the
future may be more restrictive than current laws. Overall, our business
is heavily regulated and changes in regulation may reduce our
profitability and limit our growth prospects.

We are supported by an in-house team of lawyers and staff, and by
outside counsel when deemed necessary or appropriate, in handling
general regulation and litigation issues and are an active member of the
major industry associations.

We could be subject to regulatory actions, sanctions and fines if a
regulatory authority believed we had failed to comply with any applicable
law or regulation. Any such failure to comply with applicable laws could
result in the imposition of significant restrictions on our ability to do
business or significant penalties, which could adversely affect our
reputation, results of operations and financial condition. In addition, any
changes in laws and regulations could materially adversely affect our
business, results of operations and financial condition.
We may be subject to governmental or administrative investigations and
proceedings in the context of our highly regulated sectors of activity. We
cannot predict the outcome of these investigations, proceedings and
reviews, and cannot be sure that such investigations, proceedings or
reviews or related litigation or changes in operating policies and
practices would not materially adversely affect our results of operations
and financial condition. In addition, if we were to experience difficulties
with our relationship with a regulatory body in a given jurisdiction, it could
have a material adverse effect on our ability to do business in that
jurisdiction and the price of our common shares.
In addition, our written premiums and profitability can be significantly
affected by many factors, including:
•
•

•

•
•

developing trends in tort and class action litigation;
changes in other laws or regulations or in the interpretation of existing
laws including with respect to restrictions on the ownership of brokers
by insurers and/or the compensation arrangements between
insurers and brokers, limitations on the conduct of brokers, or claims
handling procedures;
the adoption of consumer initiatives regarding rates charged for
automobile or other insurance coverage or forced reductions in
premiums or additional costs imposed by governments that limit our
ability to properly price our insurance products;
modification of tax laws or a change in interpretation to existing tax
laws, either retroactively or prospectively; and
nationalization of one or more of our business lines.

Furthermore, a significant increase in solvency requirements would
increase the possibility of regulatory intervention and may reduce our
ability to generate attractive returns for shareholders. This may also
negatively impact our ability to execute our growth strategy and attain our
financial objectives.
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Our government relations team ensures contact with the governments
of the various jurisdictions in which we operate and can be proactive in
situations that could affect our business. We have been an active
partner to governments throughout the COVID-19 crisis, offering our
expertise around risk management, data and tracing.
We have also been supporting Finance Canada by providing data to
help in their decision making when it comes to people and businesses
who are facing financial hardship during the pandemic.
We regularly monitor trends and make adjustments to our strategy and
products, when deemed appropriate, to ensure the sustainability of
insurance products and to avoid the potential for additional regulation
that may negatively impact our reputation, profitability, and financial
condition.
We provided significant premium relief measures to our customers
during the pandemic (see Customer satisfaction risk for more details).
Several sectors are facing challenges with commercial hard market,
including long-term care, hospitality, condominium and entertainment.
We are coordinating our effort with IBC and the Minister of Finance in
Ontario to ensure affordable coverage is available to small and mid size
companies.
To reduce the risk of breaching the regulatory capital requirements, we
have Board approved thresholds for the regulatory capital ratios in all
jurisdictions in which we operated. We operate above these thresholds
under normal circumstances to reduce the likelihood of regulatory
intervention. Our Enterprise Risk Committee regularly review risks
related to solvency and uses stress testing to identify vulnerabilities and
possibly areas for remediation. Our capital management policy contains
guidelines to help ensure that we maintain adequate capital to withstand
adverse event scenarios and has documented procedures to take
corrective actions should any unanticipated conditions arise.
In addition, we conducted a full internal solvency assessment as
described hereafter in Section 31.8 – Own Risk and Solvency
Assessment (ORSA).
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Failure of an acquisition

Strategic risk

Risk we are facing
Our primary strategy is to pursue consolidation in the Canadian market and expansion in foreign markets where we can deploy our expertise in
data analytic, pricing, underwriting, claims management and multi-channel management. Specialty lines is another key avenue of growth where
we can leverage our expertise and leading edge customer experience.
On November 18, we announced that Intact together with Tryg has reached an agreement to acquire RSA. Following the transaction, Intact will
retain RSA's Canadian, UK and International operations, Tryg will retain RSA's Swedish and Norwegian businesses, and In tact and Tryg will coown RSA's Danish business. See Section 2 – Acquisition of RSA’s Canadian, UK and International operations.
The acquisition opens up a series of opportunities such as expanding our leadership position in Canada and bolsters our North American specialty
lines with international expertise. On the other hand, the large scale of this acquisition and the entry in to new international markets brings a set of
risks. Failure on our part to manage the acquisitions could have a significant adverse effect on our business, results of operations and financial
condition. We cannot be sure that we will be able to identify appropriate profitability targets or successfully integrate thi s acquired business into
our operations.
Potential impact

How we manage this risk

With respect to the RSA Acquisition, we are faced with a number of risks including,
but not limited to:
•
inability to achieve expected synergies;
•
changes in laws or regulations, including those adopted in response to the COVID19 crisis that would, for example, require insurers to cover business interruption
claims irrespective of terms after policies have been issued, and could result in an
unexpected increase in the number of claims and have a material adverse impact
on our results;
•
COVID-19 related coverage issues and claims, including certain class actions and
related defense costs could negatively impact our claims reserves;
•
unfavourable capital market developments or other factors, including the impact of
the COVID-19 pandemic and related economic conditions, which may affect the
Company's investments, floating rate securities and funding obligations under its
pension plans; and
•
the additional challenge of integrating new colleagues and systems during a
pandemic.

We are a proven industry consolidator with 17 successful
P&C acquisitions since 1988, including the cross-border
acquisition of Intact U.S. (One Beacon) in 2017. We have
a dedicated corporate development team that follows a
rigorous selection process. Our approach to conducting
due diligence to assess all the risks and opportunities is
well developed and is consistently executed. We also
assign dedicated and experienced task forces to ensure
a swift and effective integration with seamless impact to
our customers. There is also strong oversight by the
Board of Directors regarding acquisitions. In addition, we
have a proven process of operational integration that wil
be deployed for the RSA Acquisition.

In addition to the potential financial impact, our reputation may be adversely affected
if such an event were to occur. Consequently, it may impact the cost or availability of
capital for future acquisitions.
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Cyber security failure

Operational risk

Risk we are facing
Information technology and cyber security risks continue to be key risks for many companies. Criminal organizations, hackers, and other external
actors have become more active and better equipped to attack even robust systems and networks. Our dependency o n technology, network,
telephony and critical applications makes our ability to operate and our profitability vulnerable to business interruptions, service disruptions, theft
of intellectual property and confidential information, litigation and reputational damage.
The volume and sophistication of cyber-attacks have significantly accelerated in the context of the COVID-19 crisis. Cyber criminals often exploit
fear and uncertainty from the pandemic and with people working almost entirely remotely this brings a new vector of potential attacks.
These attacks may include targeted attacks on systems and applications, introduction of malicious software, denial of service attacks, and phishing
attacks which could result in the fraudulent use or theft of data, and may involve attempts to fraudulently induce employees, customers or thirdparty service providers to disclose sensitive info rmation in order to gain access to the Company’s data. Ransomware attacks have particularly
accelerated in frequency and severity. These activities are designed to disrupt the operations of an organization and/or to benefit the attacker
financially.
We may be unable to prevent cyber-attacks that result in system disruption or a breach of confidential information, whether pe rsonal or corporate
in nature. Third party service providers and other suppliers may also be the subject of successful cyber-attacks leading to a material impact on our
systems or the theft of confidential information.

Potential impact

How we manage this risk

Despite our commitment to information and cyber
security, we may not be able to fully mitigate all risks
associated with the increased sophistication and
volume in the threat landscape.

To ensure the security and resilience of our systems, the safeguard of our confidential
information and the integrity of our information and databases, dedicated teams plan, test
and execute our continuity and security plans. This includes threat and vulne rability
assessments and the implementation of appropriate mitigation actions. Our security teams
constantly monitor our systems and are ready to intervene if an incident occurs. To ensure
the expected levels of service are delivered by our critical third -party service providers,
service level agreements are signed and added to relevant contracts. In the context of
work-from-home, there was also an acceleration of investment and initiatives related to
data loss protection.

Working-from-home environment from the pandemic
also increases the level of some risks. As such, we
may be the subject to a cyber-attack resulting in
system unavailability, data corruption or deletion, or
the disclosure of confidential or personal information.
Massive denial of service attacks and system
intrusion attempts could compromise our ability to
operate or we may be unable to safeguard personal
and confidential information from public disclosure.
Other potential consequences include our inability to
provide customers with real-time access to
information on their insurance policies, provide
quotes for new insurance products or enable
customers to report claims electronically.
These events and attacks may lead to wide ranging
consequences including:
•

•

•
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financial loss, which also includes lost
productivity, remediation costs, and costs
associated with potential legal action;
regulatory action, which may include regulatory
fines and/or increased scrutiny by government;
and
reputational damage such as lost consumer
confidence and lower customer retention.
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We continuously upgrade our applications to better protect our systems and information.
We regularly monitor external trends in cyber security to ensure we are able to rapidly
mitigate known vulnerabilities.
We periodically benchmark our information security practices to assess area s of our cyber
security program that may require additional effort and to ensure we learn from industry
leading practices. In 2020, we conducted a benchmarking exercise that confirmed
progress on our cyber security plan and continued improvement in the mat urity of our
cyber defense.
Our Information Technology Security Committee oversees information security initiatives
and ensures effective collaboration across teams. As part of our overall security program,
we provide employee information security awareness and training to enhance our ability
to resist cyber-attacks. In addition, our Enterprise Risk Committee oversees the
establishment of our cyber security strategy and monitors the progress of our mitigation
action plans. During 2020, cyber security awa reness was continually provided to our
employees, with reminders around information security and privacy best practices in a
work-from-home context.
In 2020, we renewed our cyber insurance to continue to mitigate a portion of the financial
impact in the event of a major cyber security incident affecting our operations.
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Failure of a major technology initiative

Operational risk

Risk we are facing
To maintain our performance levels in a world of digitalization, we are required to regularly modernize and enhance our systems. Often significant
time and investment is required for accomplishing these projects. Any unplanned delays, unforeseen costs, or unsuccessful exe cution of such projects
could lead to a significant decline in service levels, impact employee morale negatively and reduce our competitiveness. There is no assurance that
we will succeed in meeting our objectives for these projects.

Potential impact

How we manage this risk

Our technology strategy may take too long to execute or may not be adequate to maintain
a competitive advantage. The complexity and interdependence of our infrastructure and
applications may lead to higher costs and more errors. Implementation of new techn ology
may introduce more complexity in the interim prior to simplification after decommissioning
older systems.

Senior management provides careful oversight and
ensures that proper funding and resources are allocated
to our key projects. Risk assessments and real-time
internal audits are regularly conducted to identify
potential areas for remediation or the necessity for
additional controls. A dedicated committee ensuring
proper focus is devoted to major technology projects.

We could decide to abandon one or more of our technology initiatives resulting in a
material write down.

Inability to contain fraud and abuse

Operational risk

Risk we are facing
As a P&C insurer, we may be subject to internal or external fraud. Our insureds may exaggerate claims for personal gain. Despite our e fforts to
control fraud and abuse, our staff, systems, and processes may be unable to accurately detect and prevent internal or external fraud. An economic
downturn, like the one brought on by the pandemic, could increase pressure on individuals and result in increased fraud and a buse. The work-fromhome context brings new challenges to mitigating this risk.

Potential impact

How we manage this risk

Fraud may result in unanticipated losses and a
negative impact on our reputation. Our written
premiums and profitability can be significantly
affected by regulatory regimes which limit our
ability to detect and defend against fraudulent
claims and fraud rings.

We have strong internal controls in place to prevent and detect potential internal fraud.
Internal and external audits are performed to verify that the controls are followed. Assessments
were performed during 2020 to ensure that our control environment remains effective in a workfrom-home context.
We are enhancing our fraud detection analytics which are used by our claims teams to detect
potential fraud and flag cases for further investigation. In Canada, we also have national
investigative services and a number of investigative tools to help detect and root out fictitious
losses or injuries, staged accidents and material misrepresentation or exaggeration of loss
amounts or personal injury.
Government authorities also have an incentive to help reduce fraud in the system and maintain
affordable insurance for consumers. Ontario Bill 15 - Fighting Fraud and Reducing Automobile
Insurance Rates Act is one example of government action that aims to reduce auto insurance
fraud.
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Customer satisfaction risk

Strategic risk

Risk we are facing
Our insurance products and services are ultimately distributed to individual consumers and businesses. From time to time, unsatisfied customers,
consumer advocacy groups or the media may generate negative publicity related to our claims handling or underwriting practices. Untimely or poor
handling of such negative publicity may increase the impact of a situation and materially affect our reputation and growth pr ospects.
In addition, a lack of appropriate focus on customers’ needs and wants may threaten our ability to meet customer expectations, resulting in poor
customer retention.
In the current context, there is an increased risk of negative publicity related to the perception of not providing sufficien t relief in Personal automobile
or not providing affordable insurance.

Potential impact

How we manage this risk

Negative publicity resulting from unsatisfied
customers may result in increased regulation
and legislative scrutiny of practices in the
P&C insurance industry as well as increased
litigation. Such events may further increase
our costs of doing business and adversely
affect our profitability by impeding our ability
to market our products and services,
requiring us to change our products or
services or increasing the regulatory burdens
under which we operate. The periodic
negative publicity of insurance and related
businesses may negatively impact our
financial results and financial condition.

To mitigate these risks, we have established escalation procedures to help ensure that our
customers have multiple channels to express any dissatisfaction. This includes a Customer
Experience Team and an Ombudsman’s Office which both offer the opportunity for customer
dissatisfaction to be resolved. In addition, management proactively identifies potential issues and
performs an additional review to help ensure that our customers are treated fairly.

Social media could amplify the impact of a
reputational issue. It could result in further
damage to our reputation and impair our
future growth prospects.

The Enterprise Risk Committee and Operational Risk Committee regularly monitors our operations
to identify situations that can negatively affect customer satisfaction.

Despite the challenging environment in 2020,
there was a low level of unfavourable publicity
for Intact.
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The wording of our insurance policies is reviewed periodically by management to detect and
remediate potential issues before they arise.
New products and significant changes in existing products undergo a rigorous product
development life cycle including an independent review by the risk management function prior to
launch. Potential reputational issues can be identified in the early stages of product development
and, if required, changes are implemented prior to launch.

We also invest in digital tools to enhance the customer experience and reduce the possibility of
negative publicity arising from interactions with our customers.
Early in the pandemic, a series of strong relief measures have been implemented and clearly
communicated to provide maximum relief to our customers. We have helped more than 1.2 million
customers through our flexible payment options and premium adjustment measures, resulting in
$530 million in relief, including $50 million of targeted relief to approximately 100,000 small
business customers.
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Social unrest risk

Insurance risk

Risk we are facing
Social unrest was on the rise this year sparking movements to address police brutality and systemic racism both in North America and around the
world. The list of potential catalysts for social unrest has also been increasing: COVID-19 pandemic, movements for social justice, U.S. elections,
the economic downturn and income inequality, and climate change inaction could all spark further unrest and violence.

Potential impact

How we manage this risk

Social unrest events in high-density areas could
result in material losses on our automobile and
property business.

We stress tested the company against a severe social unrest scenario. We concluded that Intact
has sufficient capital to absorb losses despite a material decline in underwriting income and lower
regulatory capital levels prior to management actions. A series of actions were id entified to help
mitigate the impact of this risk including, but not limited to:

Social unrest could also disrupt our operations
and affect the security of our employees.

•
•

preparing to ensure operations remain resilient; and
developing a framework to monitor the evolution of this risk.

Third party risk

Operational risk

Risk we are facing
The acceleration of digitalization has increased the reliance on third parties and increases the risk of disruption to our operat ions. Work-from-home
context has increased our reliance on critical utilities/communications infrastructures. Moreover, the economic downturn increases supplier failure
risk, adds pressure on supply chain quality of service and capacity.

Potential impact

How we manage this risk

Our third parties may face internal and external
incidents
that
could
compromise
the
confidentiality of our information and/or limit the
service level.

We manage third party risk along the life cycle of our arrangements, i.e. from plan ning, due
diligence, contractual commitment, ongoing management and termination. We have deployed
tools to help assessing how third parties manage our information and what controls they have in
place. Levels of monitoring and mitigation are directly proportional to the level of criticality of each
third party.

Widespread power grid, internet or phone failure
could limit our operations, impact our customer
support and lead to substantial reputational
damages. Depending on the length of the failure,
important opportunity costs could also be
incurred.

In the context of the pandemic, we have increased the level of monitoring of our most critical third
parties and our supply chain providers. We are currently reviewing our operational resilience
against potential outages of critical infrastructure.
Our cyber insurance could also mitigate a portion of the financial impact in the event of a third party incident affecting our operations.
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The emergence of autonomous vehicles

Emerging risk

Risk we are facing
Commercialisation of fully- or semi-autonomous vehicles could profoundly change the transportation and auto insurance industries. The
speed at which autonomous vehicles are adopted will depend on a number of factors including, but not limited to, the success of the new
technology, the legal and regulatory environment, and customer preferences. These vehicles may have a dramatically different risk profile than
current modes of transportation.

Potential impact

How we manage this risk

If the potential of autonomous vehicles and
crash avoidance technology is realized, a
number of changes may occur including a
significant reduction in accident frequency
and the emergence of new ways to provide
automobile insurance coverage. This could
cause a material decline in our written
premiums.

We recognize the potential impact of this emerging technology and have been closely monitoring
developments on this topic. We devote an important part of our research agenda to include items
such as the future of mobility insurance and autonomous vehicles. We believe it is crucial to
understand this emerging technology and the possible implications to be able to adjust our corporate
strategy accordingly.
Intact ventures continue to invest in a self-driving start-ups such as Voyage Auto and Gatik AI, to
better position the Company as transportation evolves and insurance needs change.
We participate in the development of recommendations by the Insurance Bureau of Canada related
to the regulation of automated vehicles.

31.7 Other risk factors that may affect future results
Legal risk
In addition to the occasional employment-related litigation, we are a defendant in a number of claims relating to our insurance and other
related business operations. We may from time to time be subject to a variety of legal actions, including lawsuits, regulatory
examinations, investigations, audits and reassessments by various parties including customers, suppliers, and government regu latory
agencies and authorities, relating to our current and past business operations. Plaintiffs may also continue to bri ng new types of legal
claims against us. Current and future court decisions and legislative activity may increase our exposure to these types of cl aims.
Multiparty or class action claims may present additional exposure to substantial economic, non -economic or punitive damage awards.
The loss of even one of these claims, if it resulted in a significant damage award or a judicial ruling that was otherwise de trimental,
could have a material adverse effect on our results of operations and financial condition. U nfavourable claim rulings may render fair
settlements more difficult to reach. We cannot determine with any certainty what new theories of recovery may evolve or what their
impact may be on our businesses.

Reinsurance risk
We use reinsurance to help manage our exposure to insurance risk, including major catastrophe events. The availability and
cost of reinsurance is subject to prevailing market conditions, both in terms of price and available capacity, which can affe ct
our premium volume, profitability and regulatory capital position. Both worldwide and Canadian catastrophe losses have an impact o n
the reinsurance market in North America. Reinsurance companies may exclude some coverage from the policies that we purchase
from them or may alter the terms of such policies from time to time. These gaps in reinsurance protection expose us to greater ris ks
and greater potential losses and could adversely affect our ability to write future business. Communicable disease exclusions is an
example of protection that has recently been added by most of our reinsurers. We may not be able to successfully mitigate risks through
reinsurance arrangements, which could cause us to reduce our premiums written in certain lines or could result in lo sses. In addition,
the cost of reinsurance could increase significantly year over year, impacting our profitability if we are unable to pass on these costs to
consumers. Furthermore, a significant decline in the availability of reinsurance could impact our premium volume, our profitability and
our regulatory capital position.
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People risk
Our success has been, and will continue to be, dependent on our ability to retain the services of key employees and to attract
additional qualified personnel in the future. In addition, a significant decline in employee morale could materially affect o ur
operations including an increase in the risk of human error or deliberate acts that harm the company. The loss of the services of any of
our key employees, or the inability to identify, hire and retain other highly qualified personnel in the future, could advers ely affect the
quality and profitability of our business operations. We have developed a focused recruiting strategy to aggressively market careers
and opportunities at Intact. The strategy includes an updated web site, focused external recruiting, campaigns, rebra nding, and targeted
advertising. It also includes partnering with four universities on graduate recruiting as well as commercial and personal lin es trainee
program recruiting. Talent identification and development programs have been implemented to retain a nd grow existing talent. We also
have a comprehensive succession planning program at various levels within the organization to ensure we are prepa red for unplanned
departures and retirements. Furthermore, our employee engagement surveys continue to reveal a high level of engagement among
employees. IFC was recognized by multiple organizations as one of Canada’s best employers. We believe that a high level of employee
engagement helps mitigate some of the operational risks associated with people. However, th ere is no assurance that the Company
will be successful in retaining and motivating our key talent across the organization.
As the COVID-19 crisis continues to evolve, the extent to which it may impact our employees will depend on future developments
including the effectiveness of measures to contain the spread of the virus, such as the retightening of lockdown measures, and t he
effective roll out of vaccinations.
Employee development, onboarding or knowledge transfer can prove challenging in the work -from-home environment. A stretch in
resources and increased pace of some projects could lead to further employee fatigue, mental health issues, as well as loss o f staff
through disability, extended leaves, early retirement and turnover. High levels of employ ee engagement and robust human resource
programs to support our employees helps mitigate this risk.

Business interruption risk
We may experience an abrupt interruption of activities caused by unforeseeable and/or catastrophe event s, an example of
which being a global pandemic (e.g. COVID-19) or a large-scale cyber-attack. Our service levels may decline materially
resulting in negative financial and reputational consequences. Losses can relate to property, financial assets, trading positions and to
key personnel. If our business continuity plans cannot be put into action or do not take such events into account, losses may increase
further.
We continuously monitor world events to enable us to pro -actively adapt our response plan. In order to maintain the integrity and
continuity of our operations in the event of a crisis, we have developed personalized alert and mobilization procedures as we ll as
communication protocols. For example, emergency action plans, business continuity plans, business recovery plans, major health crisis
plans, building evacuation plans and crisis communication plans have all been defined and are tested on an ongoing basis. Thi s process
is supported by a crisis management structure adapted to our organization and to the type of events we may have to manage.
Our operational resilience has increased during the COVID-19 pandemic and a series of lessons learned were integrated. Further
efforts in this regard will be taken in 2021.

Credit downgrade risk
Independent third-party rating agencies assess our ability to honour our financial obligations (the “senior unsecured debt rating”) and
our insurance subsidiaries’ ability to meet their ongoing policyholder obligations (the “financial strength rating”). See Section 25.2 –
Managing leverage for more details on ratings.
The rating agencies periodically evaluate us to confirm that we continue to meet the criteria of the ratings previously assig ned to us.
We may not be in a position to maintain either the issuer credit ratings or the financial strength ratings we have recei ved from the rating
agencies. An issuer credit rating downgrade could result in materially higher borrowing costs. A financial strength rating do wngrade
could result in a reduction in the number of insurance contracts we write and in a significant loss of business; as such business could
move to other competitors with higher ratings, thus causing premiums and earnings to decrease.
This is more applicable to our commercial insurance where clients place a higher emphasis on such ratings. Credit downgrades may
affect our ability to raise capital or may result in an increase in the cost of raising capital with negative implications fo r shareholders and
other stakeholders.
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Limit on dividend and capital distribution risk
As a holding company, IFC is a legal entity and is separate and distinct from its operating subsidiaries, most of which are regulated
insurance companies. While no regulatory approval is required for dividend payments from the regulated insurance companies, n otice
to OSFI is required together with pro forma capital calculations showing internal target capital levels are maintained both before and
after such dividends are paid out. Our regulated subsidiaries in the U.S. are also subject to limitations on capital distributions as set ou t
in applicable regulations. In addition, for competitive reasons, our insurance subsidiaries maintain financial strength ratin gs which
require us to maintain minimum capital levels in our insurance subsidiaries. These regulations and ratings targets limit the ability of our
insurance subsidiaries to pay unlimited dividends or invest all of their capital in other ways. In certain stress scenarios l imitations on
our subsidiaries’ ability to pay dividends to IFC could have a material adverse effect on our abi lity to pay shareholder dividends and
may result in a material decline in the price of securities we have issued .
As a result of the COVID-19 pandemic and financial market turbulence, many regulators (including Canada) have increased scrutiny
on upstream dividend payments. In early 2020, we stress tested our ability to maintain dividend payments at the holding comp any level
even if upstream dividends were severely restricted. The outcome of these stress tests was satisfactory.

Deferred tax assets
We have a deferred tax asset related to net operating loss carry forwards and tax credit carry forwards, that are subject to carry forward
limitations in the U.S. Utilization of these assets and other assets included in our net deferred tax asset is dependent on g enerating
sufficient future taxable income of the appropriate type (i.e. ordinary income or capital gains) in the appropriate jurisdiction. If it is
determined that it is more likely that sufficient future taxable income will not be generated, we would be required to increa se the valuation
allowance (an offset to our deferred tax asset) in future periods, which could have an adverse effect on our results of operations.

Distribution risk
Distribution risk is the risk related to the distribution of our P&C insurance products. It includes the inherent risk of dea ling with
independent distributors, the risk related to new market entrants and the risk associated with our multiple distribution channel strategy.
We may also face the risk that one of our channels or business models would not be sustainable in a specific market or contex t. From
time to time we issue loans or take equity participation in certain brokers and consequently, we expose ourselves to other risks including
financial risk and regulatory risk. For various reasons, the broker channel has been in a consolidation mode for the last few years and
we believe that this situation will continue. The acquisition of brokers by others or even by other insurers may impact our relationship
with some of them and harm our ability to grow our business. In order to maintain strong relationships with brokers, each rel ationship
is managed by officers in each of the main regions in which we operate. To mitigate the financial risk arising from loans to brokers we
generally receive guarantees and use standard agreements which contain general security and oversight clauses. The Boa rd of
Directors participates in this oversight process by reviewing these activities periodically.

31.8 Own Risk and Solvency Assessment
Since 2014, we have conducted our Own Risk and Solvency Assessments (“ORSA”) at least annually. ORSA encompasses processes
to identify, assess, monitor, and manage the risks we take in conducting our business. ORSA also covers the determination of our
capital needs and solvency position. ORSA is an integral part of the implementation of our Enterpris e Risk Management strategy. This
exercise was conducted over and above the Financial Condition Testing (formerly Dynamic Capital Adequacy Testing) performed
annually by the Appointed Actuary (see Section 25 – Capital management for details).
Our 2020 ORSA revealed that the financial resources of our insurance subsidiaries are sufficient to meet policyholder obligations after
adverse situations at a confidence level of 99.5% Value-at-Risk (VaR) over a one-year time horizon. We considered all our material
risk exposures in making this determination. We concluded that our overall risk is well balanced primarily between insurance risk and
financial risk, while operational risk contributes a modest additional amount. Diversification and other adjustments modest ly reduce our
overall risk assessment.
The ORSA process is well integrated into our operations and influences the definition of our corporate risk tolerance, the target levels
of capital by jurisdiction and in aggregate, and underwriting profit targets by line of business.
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Section 32 -

Off-balance sheet arrangements

32.1 Securities lending
We participate in a securities lending program to generate fee income. Thi s program is managed by our custodian, a major Canadian
financial institution, whereby we lend securities we own to other financial institutions to allow them to meet their delivery commitments.
We loaned securities, which are reported as investments in the Consolidated financial statements, with a fair value of $1,054 million as
at December 31, 2020 ($1,286 million as at December 31, 2019).
Collateral is provided by the counterparty and is held in trust by the custodian for our benefit until the underlying securit y has been
returned to us. The collateral cannot be sold or re-pledged externally by us, unless the counterparty defaults on its fi nancial obligations.
Additional collateral is obtained or refunded on a daily basis as the market value of the underlying loaned securities fluctu ates. The
collateral consists of government securities with an estimated fair value of 105% of the fair value of the loaned securities and amounts
to $1,108 million as at December 31, 2020 ($1,353 million as at December 31, 2019).

INTACT FINANCIAL CORPORATION

83

INTACT FINANCIAL CORPORATION

Management’s Discussion and Analysis for the year ended December 31, 2020
(in millions of Canadian dollars, except as otherwise noted)

Section 33 - Sensitivity analyses
Sensitivity analyses are one risk management technique that assists management in ensuring that risks assumed remain within our
risk tolerance level. Sensitivity analyses involve varying a single factor to assess the impact that this would have on our r esults and
financial condition. No management action is considered. Actual results can differ materially from these estimates for a variety of
reasons and therefore, these sensitivities should be considered as directional estimates.
Table 34 – Sensitivity analysis (after tax)

For the years ended December 31,

2020

2019

Estimated split
Net
income

OCI

Net
income

OCI

11

(221)

(1.47)

73%

27%

3

(241)

(1.66)

12

(68)

(0.39)

100%

-

11

(64)

(0.37)

(198)

(197)

(2.76)

66%

34%

(182)

(170)

(2.46)

200

-

1.40

87%

13%

184

-

1.29

0.91

100%

-

-

111

0.78

BVPS

Canada

U.S.

BVPS

Equity price risk
Common share prices (10% decrease) 1
Preferred share prices (5% decrease)

2

Interest rate risk (100 basis point increase)
Debt securities 3,4
Net claims liabilities
Defined benefit pension plan obligation, net of
related debt securities

-

130

Currency risk5
Strengthening of CAD by 10% vs all currencies
International securities
Book value of foreign operations
Currency derivatives related to RSA Acquisition

6

-

-

-

-

-

-

(20)

(0.14)

6

(196)

(1.33)

-

100%

32

(236)

(1.43)

-

(283)

(1.98)

100%

-

-

-

-

(52)

-

(0.36)

100%

-

-

-

-

Strengthening of GBP by 10% vs EUR
Currency derivatives related to RSA Acquisition
1

Including the impact of common shares related to the defined benefit pension plan. Net of any equity hedges, including the im pact of any impairment.
2
Including the impact on related embedded derivatives.
3
Excludes the impact of debt securities related to the defined benefit pension plan.
4
Interest rate sensitivity is based on the fixed-income portfolio, which comprises approximately 50% of both government-related and corporate-related
securities.
5
After giving effect to forward-exchange contracts.
6
Effective January 18, 2021 the change in fair value of £2.1 billion ($3.6 billion) derivatives will be recognized in OCI, there fore the above table excludes
losses of $22 million incurred in 2021 before that date. Refer to Note 8.3 – Currency hedging in relation with the RSA Acquisition of our
Consolidated financial statements for more details.

The above analyses were prepared using the following assumptions:
− shifts in the yield curve are parallel;
− interest rates, equity prices and foreign currency move independently;
− credit, liquidity, spread and basis risks have not been considered;
− impact on our pension plans has been considered; and
− risk reduction measures perform as expected, with no material basis risk and no counterparty defaults.
AFS debt or equity securities in an unrealized loss position, as reflected in AOCI may be realized through sales in the futur e.
A decline in the price of AFS perpetual preferred shares is recorded in OCI and would normally lead to a lower valuati on for associated
embedded derivative liabilities which are recorded as gains in Net income. Conversely, an increase in the price of these pref erred
shares is also recorded in OCI and would normally lead to a higher valuation for associated embedded deriva tive liabilities which are
recorded as losses in Net income.
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ADDITIONAL INFORMATION
Section 34 - Financial KPIs and definitions
34.1 Our financial KPIs
Our most relevant key performance indicators are outlined in the table below. See Section 36 – Non-IFRS financial measures for
the reconciliation to the most comparable IFRS measures.
2020

2019

2018

2017

2016

DPW growth

9.1%

9.5%

15.6%

5.5%

4.8%

DPW growth in constant currency

8.7%

9.1%

15.4%

5.5%

4.8%

Underlying current year loss ratio

55.5%

62.4%

63.8%

64.5%

64.8%

Claims ratio

57.8%

66.0%

65.3%

65.4%

64.9%

Expense ratio

31.3%

29.4%

29.8%

28.9%

30.4%

Combined ratio

89.1%

95.4%

95.1%

94.3%

95.3%

Underwriting income

1,227

465

474

486

375

Net investment income

577

576

541

448

429

Distribution EBITA and Other

275

209

175

158

134

NOI

1,471

905

839

771

660

NOIPS (in dollars)

9.92

6.16

5.74

5.60

4.88

OROE

18.4%

12.5%

12.1%

12.9%

12.0%

ROE

12.8%

10.0%

9.9%

12.8%

9.6%

AROE

15.0%

11.4%

11.8%

13.0%

11.0%

EPS (in dollars)

7.20

5.08

4.79

5.75

3.97

AEPS (in dollars)

8.48

5.75

5.70

5.82

4.53

BVPS (in dollars)

58.79

53.97

48.73

48.00

42.72

MCT (Canada)

224%

198%

201%

205%

218%

RBC (U.S.)

469%

457%

377%

459%

n/a

Total capital margin

2,729

1,222

1,333

1,135

970

Debt-to-total capital ratio

24.1%

21.3%

22.0%

23.1%

18.6%

Growth

Underwriting
performance

Consolidated
performance

Financial
strength
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Section 35 - Non-operating results
Non-operating results, a non -IFRS financial measure, include elements that are not representative of our operating performance
because they relate to special items, bear significant volatility from one period to another, or because they are not part of our normal
activities. As a result, these elements are excluded from the calculation of NOI and related non -IFRS financial measures.
Table 35 – Non-operating results

Net gains (losses)
Gains (losses) excluding FVTPL bonds
(Table 11)
Realized and unrealized gains (losses) on
FVTPL bonds
Positive (negative) impact of MYA on underwriting
Amortization of intangible assets recognized in
business combinations
Acquisition, integration and restructuring costs
Non-operating pension expense
Underwriting results of exited lines 1
Other
Non-operating gains (losses)
Income tax recovery (expense) on the above items
Deferred income tax benefit recognized 2
After-tax non-operating gains (losses)

Q4-2020

Q4-2019

Change

2020

2019

Change

53

16

37

(55)

50

(105)

(7)
(23)

(47)
35

40
(58)

237
(315)

115
(125)

122
(190)

(40)
(53)
(13)
(39)
(3)

(34)
(31)
(12)
(34)
(2)

(6)
(22)
(1)
(5)
(1)

(154)
(115)
(53)
(62)
(18)

(107)
(57)
(48)
(66)
(19)

(47)
(58)
(5)
4
1

(125)

(109)

(16)

(535)

(257)

(278)

34
2

24
22

10
(20)

144
2

84
22

60
(20)

(89)

(63)

(26)

(389)

(151)

(238)

1

Included an underwriting loss of $5 million in Q4-2020 and 2020 relating to the BC exit, effective in Q4-2020.
2
See Note 24 – Income taxes of the Consolidated financial statements for details.

•

Net gains and losses as well as the effect of MYA on underwriting arise mostly from changes in market conditions, whi ch can be
volatile to earnings.

•

Claims liabilities are discounted at the estimated market yield of the assets backing these liabilities. Th e impact of changes in the
discount rate used to discount claims liabilities based on the change in the market-based yield of the underlying assets is referred
to as MYA. MYA is included in Net claims incurred in our consolidated statements of income.

•

Acquisition, integration and restructuring costs include items such as acquisition-related expenses, severances, retention
bonuses, system integration costs, changes in the fair value of the contingent considerations , as well as expenses related to the
implementation of significant new accounting standards.

•

The non-operating pension expense represents the difference between the asset return (interest income on plan assets)
calculated using the expected return on plan assets versus the IFRS discount rate. The expected return better reflects our operating
performance given our internal investment management expertise and the composition of our pension asset portfolio.

•

Underwriting results of exited lines included the results of the U.S. Commercial’s business Programs, Architects and Engineers,
Healthcare (effective July 1, 2019), as well as BC auto exit (effective in Q4-2020).
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Section 36 -

Non-IFRS financial measures

Non-IFRS financial measures do not have standardized meanings prescribed by IFRS and may not be comparable to similar measures
used by other companies in our industry. They are used by management and financial analysts to assess our performance. Further,
they provide users with an enhanced understanding of our results and related trends, and increase transparency and clarity into the
core results of the business.
The non-IFRS financial measures used in this MD&A include measures related to:
•
•

Our underwriting performance (see Section 36.1): Change or growth in constant currency, DPW, underwriting income (loss),
combined ratio, NEP, total net claims, underlying current year loss ratio, PYD and underwriting expenses.
Our consolidated performance (see Section 36.2): Distribution EBITA and Other, finance costs, other income (expense), total
income taxes, income before income taxes, NOI, NOIPS, OROE, adjusted net income, AEPS and AROE.

36.1 Underwriting performance
Growth or change in constant currency
•

Represents the growth or change between two figures, excluding the impact of foreign currency fluctuations. This is calculated by
applying the exchange rate in effect for the current year to the results of the previous year. We believe that this measure e nhances
the analysis of our results with comp arative periods with respect to the KPI of our U.S. segment.

DPW
•

Represents the total amount of premiums for new and renewal policies written during the reporting period, normalized for the effect
of multi-year policies, excluding industry pools, fronting and exited lines. We consider that this measure better reflects the operating
performance of our core operations, and that it is the most useful measure in terms of measuring growth, volume of business a nd
market share. This measure matches premiums written to the year in which coverage is provided, whereas under IFRS, the full
value of multi-year policies is recognized in the year the policy is written.

Table 36 – Reconciliation of DPW and DPW growth to DPW, as reported under IFRS

Q4-2020

Q4-2019

2020

2019

DPW, as reported under IFRS
Remove: impact of industry po ols and fronting
Remove: DPW of exited lines

2,930
(41)
(17)

2,696
(39)
(10)

12,143
(119)
(21)

11,019
(141)
(29)

DPW (full term)
Add impact of the normalization for multi-year policies

2,872
-

2,647
23

12,003
36

10,849
200

DPW, as reported in the MD&A

2,872

2,670

12,039

11,049

8%
8%

12%
12%

9%
9%

9%
9%

DPW growth
DPW growth (in constant currency)
Underwriting income (loss)

Table 37 – Reconciliation of underwriting expenses to underwriting expenses, as reported under IFRS

Q4-2020

Q4-2019

2020

2019

Underwriting income, as reported under
(Table 41)
Remove: underwriting results of The Guarantee reported in Other income
Sub total (Table 41)
Remove: impact of MYA on underwriting results
Remove: non-operating pension expense
Remove: underwriting loss of exited lines

340
340
23
13
39

225
(7)
218
(35)
12
34

797
797
315
53
62

233
(7)
226
125
48
66

Underwriting income (loss), as reported in the MD&A

415

229

1,227

465

2,879

2,692

11,220

10,211

85.6%

91.5%

89.1%

95.4%

IFRS1

NEP, as reported in the MD&A (Table 38)
Combined ratio
1

Comprised of the following captions in the Consolidated statements of income: Net earned premiums, Other underwriting revenues, Net claims incurred
and Underwriting expenses.
INTACT FINANCIAL CORPORATION

87

INTACT FINANCIAL CORPORATION

Management’s Discussion and Analysis for the year ended December 31, 2020
(in millions of Canadian dollars, except as otherwise noted)
Underlying current year loss ratio
•
•

Represents our current year claims ratio excluding catastrophe losses, reinstatement premiums, and PYD.
Catastrophe events are not predictable and subject to volatility, and as such, excluding them provides clearer in sight into our
analysis of current year performance.

Table 38 – Reconciliation of NEP before reinstatement premiums to NEP and of current year claims to net claims incurred, as reported under IFRS

Q4-2020

Q4-2019

2020

2019

NEP, as reported under IFRS
Remove: NEP of The Guarantee included in Other income
Remove: NEP of exited lines 1

2,899
(20)

2,730
(32)
(6)

11,241
(21)

10,275
(32)
(32)

NEP, as reported in the MD&A
Remove: reinstatement premiums ceded (recovered)

2,879
-

2,692
-

11,220
1

10,211
-

NEP, before reinstatement premiums

2,879

2,692

11,221

10,211

Net claims incurred, as reported under IFRS
Remove: impact of MYA on underwriting results
Remove: adjustment for non-operating pension expense
Remove: net claims of exited lines
Remove: net claims of The Guarantee

1,664
(23)
(5)
(51)
-

1,700
35
(5)
(37)
(10)

6,883
(315)
(20)
(71)
-

6,989
(125)
(20)
(88)
(10)

Total net claims, as reported in the MD&A
Remove: current year CAT claims
Remove: PYD

1,585
(74)
28

1,683
(115)
39

6,477
(359)
100

6,746
(366)
-

Current year claims (excluding CATs and PYD)
NEP, before reinstatement premiums

1,539
2,879

1,607
2,692

6,218
11,221

6,380
10,211

53.5%
2.6%
(1.0)%
55.1%

59.7%
4.3%
(1.4)%
62.6%

55.5%
3.2%
(0.9)%
57.8%

62.4%
3.6%
-%
66.0%

Underlying current year loss ratio
CAT loss ratio (including reinstatement premiums)
(Favourable) unfavourable PYD ratio (see Table 39 below) 2
Claims ratio
1

Included the impact of the loss portfolio transfer and prospective quota share reinsurance contract in Q4-2019 (see Section 23.2 – Reinsurance for
details).
2
Calculated using NEP, as reported in the MD&A.

Prior year claims development (PYD)
Table 39 – Reconciliation of PYD to prior year claims development, as reported under IFRS

Q4-2020

Q4-2019

2020

2019

(Favourable) unfavourable PYD, as reported under IFRS
Remove: unfavourable PYD of exited lines
(Favourable) unfavourable PYD, as reported in the MD&A
NEP, as reported in the MD&A

11
(39)
(28)
2,879

(29)
(10)
(39)
2,692

(41)
(59)
(100)
11,220

36
(36)
10,211

(Favourable) unfavourable PYD ratio

(1.0)%

(1.4)%

(0.9)%

-

Q4-2020

Q4-2019

2020

2019

932
(36)
(8)
(9)
-

837
(32)
(7)
(3)
(15)

3,696
(135)
(33)
(12)
-

3,172
(119)
(28)
(10)
(15)

879
2,879
30.5%

780
2,692
28.9%

Underwriting expenses
Table 40 – Reconciliation of underwriting expenses to underwriting expenses, as reported under IFRS

Underwriting expenses, as reported under IFRS
Net with: other underwriting revenues
Remove: adjustment for non-operating pension expense
Remove: underwriting expenses of exited lines
Remove: underwriting expenses of The Guarantee
Underwriting expenses, MD&A basis
NEP, as reported in the MD&A
Expense ratio
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36.2 Consolidated performance
Distribution EBITA and Other, finance costs, other income (expense) and total income taxes
•

Distribution EBITA and Other is the measure used to report the performance of our distribution channel, which includes operating
income before interest and taxes from our consolidated brokers (including BrokerLink) and our broker associates, Frank Cowan (a
specialty MGA in Canada) and On Side (a Canadian restoration firm).

•

Other income (expense) include general corporate expenses and income, consolidation adjustments, regulatory fees related to our
public company status, special projects and other operating items.

•

Finance costs (MD&A) and income taxes (MD&A) include finance costs and income taxes (in their respective captions) from our
broker associates, which are accounted for using the equity method under IFRS.

Table 41 – Reconciliation of Distribution EBITA and Other, Finance costs and other income (expense) with the Consolidated financial statements
MD&A Captions

As presented in the Financial statements
For the quarter ended December 31, 2020
Other revenues
Share of profits from invest. in ass. & JV
Other expenses
Finance costs
Underwriting income
Income tax recovery (expense)

1
2

Distribution
EBITA and
Other

Finance
costs

Pre-tax

Other
income
(expense)1

Total
income
taxes

82
32
(42)
-

(3)
(29)
-

9
(7)
-

(5)
(92)

72

(32)

2

(97)

5
(14)
7
-

(3)
(34)

(2)

(37)

18
(55)
-

(22)
(277)

(37)

(299)

Total, as reported in MD&A
For the quarter ended December 31, 2019
Other revenues
Share of profits from invest. in ass. & JV
Other expenses
Finance costs
Underwriting income 1 (Table 37)
Income tax recovery (expense)

80
19
(54)
-

Total, as reported in MD&A

45

(2)
(26)
(28)

For the years ended December 31, 2020
Other revenues
Share of profits from invest. in ass. & JV
Other expenses
Finance costs
Underwriting income
Income tax recovery (expense)

309
121
(155)
-

Total, as reported in MD&A

275

(126)

For the years ended December 31, 2019
Other revenues
Share of profits from invest. in ass. & JV
Other expenses
Finance costs
1
Underwriting income (Table 37)
Income tax recovery (expense)

196
97
(84)
-

(10)
(110)
-

Total, as reported in MD&A

209

(120)

(11)
(115)
-

18
(48)
7
(23)

(17)
(79)

Nonoperating
losses 2

Operating
income

(7)
(36)
-

340
-

91
17
(85)
(29)
340
(92)

(9)
(27)
-

218
-

85
5
(95)
(26)
225
(34)

(36)
(136)
-

(39)
(87)
-

Total F/S
caption

797

226
-

327
52
(346)
(115)
797
(277)

214
31
(219)
(110)
233
(79)

(96)

Other income included underwriting results of the Guarantee from December 2, 2019 (closing date) in 2019.
Comprised of $40 million relating to amortization of intangible assets recognized in business combinations and $3 million to other non-operating results
for Q4-2020 ($34 million and $2 million respectively for Q4-2019) and $154 million and $18 million respectively for the full year 2020 ($107 million and
$19 million respectively for the full year 2019).
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Income before income taxes
•

Includes income taxes related to broker associates, which are accounted for net of tax under IFRS. This measure is better aligned
with how management analyzes the operating performance of our broker associates (recorded in distribution EBITA and Other),
which is on a pre-tax basis.

Table 42 – Reconciliation of income before income taxes under IFRS to income before income taxes (MD&A)

Q4-2020

Q4-2019

2020

2019

Income before income taxes, as reported under IFRS
Add: share of income tax expense of broker associates

470
5

274
3

1,359
22

833
17

Income before income taxes, as reported in the MD&A
Income tax benefit (expense), as reported in the MD&A (table 34)

475
(97)

277
(37)

1,381
(299)

850
(96)

378
20.4%

240
13.4%

1,082
21.7%

754
11.3%

Net income
Effective income tax rate, as reported in the MD&A
ROE
•

Excludes the dividends declared on preferred shares. Average common shareholder’s equity is the mean of the shareholder’s
equity at the beginning and the end of the period, adjusted for significant capital transactions, if appropriate.

Table 43 – Reconciliation of ROE to net income

Q4-2020

Q4-2019

2020

2019

Net income
Remove: preferred share dividends

378
(13)

240
(11)

1,082
(52)

754
(45)

Net income attributable to common shareholders

365

229

1,030

709

1,030
8,064
12.8%

709
7,057
10.0%

Net income attributable to common shareholders for the last 12 months
Average common shareholders’ equity
ROE for the last 12 months
NOI, NOIPS and OROE
•

Exclude non-operating results (see Section 35 – Non-operating results for details).

Table 44 – Reconciliation of NOI, NOIPS and OROE to net income

Net income
Remove: income tax expense (benefit), as reported in the MD&A (table 35)
Remove: non-operating losses (gains)
Pre-tax operating income
Operating income tax benefit (expense)
NOI
Remove: preferred share dividends
NOI to common shareholders
Divided by weighted -average number of common shares (in millions)
NOIPS, basic and diluted (in dollars)
NOI to common shareholders for the last 12 months
Average common shareholders’ equity, excluding AOCI
OROE for the last 12 months
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Q4-2020

Q4-2019

2020

2019

378
97
125

240
37
109

1,082
299
535

754
96
257

600
(133)

386
(83)

1,916
(445)

1,107
(202)

467
(13)

303
(11)

1,471
(52)

905
(45)

454
143.0

292
140.4

1,419
143.0

860
139.5

3.18

2.08

9.92

6.16

1,419
7,697
18.4%

860
6,874
12.5%
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AEPS and AROE
•

Exclude the after-tax impact of amortization of intangible assets recognized in business combinations , as well as acquisition and
integration costs. We believe that these acquisition-related items are not appropriate in assessing our performance compared to
our peers.

Table 45 – Reconciliation of AEPS and AROE to net income

Q4-2020

Q4-2019

2020

2019

378

240

1,082

754

Net income
Adjustments, net of tax
Remove: amortization of intangibles recognized in business combinations
Remove: acquisition and integration costs
Remove: impact of deferred income tax benefit recognized
Remove: net gain on currency derivative economic hedges related to the
RSA Acquisition
Remove: foreign currency gain on an intercompany loan
Remove: impact of tax adjustments on prior-year acquisition-related items

30
41
(2)

26
22
(22)

117
79
(2)

81
40
(22)

(16)
2

(6)
-

(16)
5

(6)
-

Adjusted net income
Remove: preferred share dividends

433
(13)

260
(11)

1,265
(52)

847
(45)

420
143.0

249
140.4

1,213
143.0

802
139.5

2.94

1.77

8.48

5.75

1,213
8,064
15.0%

802
7,057
11.4%

Adjusted net income attributable to common shareholders
Divided by weighted -average number of common shares (in millions)
AEPS, basic and diluted (in dollars)
Adjusted net income attributable to common shareholders for the last
12 months
Average common shareholders’ equity
AROE for the last 12 months
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Section 37 - Accounting and disclosure matters
Reference to our Consolidated financial statements
Significant accounting
judgments, estimates and
assumptions

Adoption of new
accounting standards

Related-party
transactions

Standards issued
but not yet effective

Note 3

Note 4

Note 30

Note 33

37.1 Significant accounting judgments, estimates and assumptions
The preparation of financial statements in conformity with IFRS requires management to use judgments, estimates and assumptio ns
that can have a significant impact on reported amounts of assets and liabilities, disclosure of contingent assets and liabilities as at the
balance sheet date, as well as reported amounts of revenues and expenses during the reporting period. Actual results could di ffer
significantly from these estimates.
The key estimates and assumptions that have a risk of causing a material adjustment to the carrying value of certain assets and
liabilities within the next financial year are as follows:
Reference to our Consolidated financial statements
Description

Note

Description

Note

COVID-19 pandemic

Note 3.2

Impairment of financial assets

Note 23.2

Business combinations

Note 5.2

Measurement of income taxes

Note 24.3

Valuation of claims liabilities

Note 11.3

Valuation of DB obligation

Note 27.6

Impairment of goodwill and intangible assets

Note 15.2

37.2 Related-party transactions
We enter into transactions with associates and joint ventures in the normal course of business. Most of these related-party transactions
are with entities associated with our distribution channel. These transactions mostly comprise of commissions for insurance policies,
as well as interest and principal payments on loans. These transactions are measured at the amount of the consideration paid or
received, as established and agreed by the related parties. Management believes that such exchange amounts approximate fair v alue.
We also enter into transactions with key management personnel and pension plans. Our key management personnel comprise all
members of the Board of Directors and certain members of the Executive Committee. Key management personnel can purchase our
insurance products offered in the normal course of business. The terms and conditions of s uch transactions are essentially the same
as those available to our clients and employees. Transactions with pension plans comprise the contributions paid to these plans.
See Note 30 – Related-party transactions to the Consolidated financial statements for additional information.
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37.4 Financial instruments
An important portion of our Consolidated balance sheets is composed of financial instruments. For additional information, refer to
our Consolidated financial statements.
Reference to our Consolidated financial statements

Significant accounting policies

Derivative financial instruments

Fair value measurement

Note 2

Note 7

Note 9

37.5 Disclosure controls and procedures
We are committed to providing timely, accurate and balanced disclosure of all material information about the Company and to providing
fair and equal access to such information. Management is responsible for establishing and maintaining our disclosure controls and
procedures to ensure that information used internally and disclosed externally is complete and reliable. Due to the inherent limitations
in all control systems, an evaluation of controls can provide only reasonable, not absolute assurance, that all control issue s and
instances of fraud or error, if any, within the Company have been detected. We continue to evolve and enhance our system of controls
and procedures.
Management, at the direction and under the supervision of the Chief Executive Officer and the Chief Financial Officer of the Company,
has evaluated the effectiveness of our disclosure controls and procedures. The evaluation was conducted in accordance with the
requirements of National Instrument 52-109 – Certification of Disclosure in Issuer’s Annual and Interim Filings (“NI 52-109”) of the
Canadian Securities Administrators. This evaluation confirmed, subject to the inherent limitations noted above, the effective ness of the
design and operation of disclosure controls and procedures as at December 31, 2020. Management can therefore pro vide reasonable
assurance that material information relating to the Company and its subsidiaries is reported to it on a timely basis so that it may provide
investors with complete and reliable information.

37.6 Internal controls over financial reporting
Management has designed and is responsible for maintaining adequate internal control over financial reporting (“ICFR”) to pro vide
reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements f or external purposes in
accordance with IFRS.
Management has evaluated the design and operating effectiveness of its ICFR as defined in NI 52-109. The evaluation was based on
the criteria established in the “Internal Control-Integrated Framework” issued by the Committee of Sponsoring Organizations of the
Treadway Commission (“COSO”). This evaluation was performed by the Chief Executive Officer and the Chief Financial Officer of the
Company with the assistance of other Company Management and staff to the extent deemed necessary. Based on this evaluation, the
Chief Executive Officer and the Chief Financial Officer concluded that the ICFR were appropriately designed and operating eff ectively,
as at December 31, 2020.
In spite of its evaluation, Management does recognize that any controls and procedures, no matter how well designed and operated,
can only provide reasonable assurance and not absolute assurance of achieving the desired control objectives.
No significant changes were made to our ongoing ICFR during 2020 that have materially affected, or are reasonably likely to materially
affect, the Company’s ICFR.
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Section 38 - Shareholder information
38.1 Authorized share capital and outstanding share data
Our authorized share capital consists of an unlimited number of common shares and Class A shares.
Table 46 – Outstanding share data (number of shares)

As at February 8, 2020
Common shares 1
Class A
Series
Series
Series
Series
Series
Series
Series

143,018,134

1 preferred shares
3 preferred shares
4 preferred shares
5 preferred shares
6 preferred shares
7 preferred shares
9 preferred shares ¹

10,000,000
8,405,004
1,594,996
6,000,000
6,000,000
10,000,000
6,000,000

¹ Series 9 preferred shares were issued on February 18, 2020 (See Section 25 – Capital management).

Refer to our Annual Information Form for more detailed information on the rights of shareholders and to Note 20 – Common
shares and preferred shares to the Consolidated financial statements for additional information .

38.2 Quarterly dividends declared on common shares and preferred shares
Table 47 – Dividends declared per share

Common shares
Class A
Series
Series
Series
Series
Series
Series
Series

1 preferred shares
3 preferred shares
4 preferred shares (floating rate)
5 preferred shares
6 preferred shares
7 preferred shares
9 preferred shares

Q1-2021

Q4-2020

0.83

0.83

0.21225
0.20825
0.1706925
0.325
0.33125
0.30625
0.3375

0.21225
0.20825
0.1765225
0.325
0.33125
0.30625
0.3375

¹ On February 9, 2021, the Board of Directors approved the quarterly dividend for Q1 -2021. See Section 25.6 - Increase common shareholder
dividends for more information.
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Section 39 - Selected annual and quarterly information
39.1 Selected annual information
Table 48 – Selected annual information

2020

2019

2018

12,039
12,147
1,227
1,082
7.20

11,049
11,056
465
754
5.08

10,090
10,426
474
707
4.79

3.32

3.04

2.80

0.85
0.83
0.89
1.30
1.33
1.23
1.17

0.85
0.83
1.08
1.30
1.33
1.23
-

0.85
0.83
0.97
1.30
1.33
0.72
-

As at December 31,

2020

2019

2018

Investments
Total assets
Debt outstanding
Shareholders' equity

20,630
35,119
3,041
9,583

18,608
32,292
2,362
8,747

16,897
28,461
2,209
7,810

DPW
Total revenue1
Underwriting income2
Net income
EPS, basic and diluted (in dollars)
Cash dividends declared per share (in dollars)
Common shares
Class A
Series 1 Preferred Shares
Series 3 Preferred Shares
Series 4 Preferred Shares (floating rate)
Series 5 Preferred Shares
Series 6 Preferred Shares
Series 7 preferred shares
Series 9 preferred shares
1
2

Total revenue exclude other underwriting revenues and NEP of exited lines.
See Section 36 – Non-IFRS financial measures.

Table 49 – Selected annual information

39.2 Selected quarterly information
Table 50 – Selected quarterly information 1

DPW
Total revenue2
NEP
Current year CAT losses
Favourable PYD
Underwriting income
Combined ratio
Net investment income
Distribution EBITA and Other
NOI
Net income
Per share measures, basic and
diluted (in dollars)
NOIPS
EPS
1
2

Q4
2,872
3,120
2,879
74
(28)
415
85.6%
143
72
467
378

Q3
3,264
3,092
2,863
24
(17)
369
87.1%
143
81
411
334

3.18
2.55

2.78
2.25

Q2
3,382
2,939
2,712
124
(3)
284
89.5%
141
78
350
263

2.35
1.74

2020
Q1
2,521
2,996
2,766
137
(52)
159
94.3%
150
44
243
107

Q4
2,670
2,957
2,692
115
(39)
229
91.5%
142
45
303
240

Q3
3,012
2,775
2,581
53
(11)
198
92.3%
146
56
277
187

1.61
0.66

2.08
1.63

1.91
1.26

Q2
3,152
2,699
2,500
70
64
75
97.0%
148
72
212
168

2019
Q1
2,215
2,625
2,438
128
(14)
(37)
101.5%
140
36
113
159

1.44
1.13

0.73
1.06

See Section 36 – Non-IFRS financial measures.
Total revenue exclude other underwriting revenues and NEP of exited lines.
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39.3 Seasonality of the P&C insurance business
The P&C insurance business is seasonal in nature. While NEP are generally stable from quarter to quarter, underwriting results are
driven by weather conditions which may vary significantly between quarters. In 2020, our underwriting performance was impacted by
the COVID-19 crisis, resulting overall in lower claims frequency despite $106 million of COVID-19 CAT losses in Canada and the U.S.,
of which $83 million was recorded in Q1-2020 and $23 million in Q4-2020.
The tables below present the unfavourable (favourable) seasonality indicators, in points of combined ratio , of the P&C Canadian
insurance business. For instance, Q1-2020 saw a higher combined ratio (including and excluding CAT losses) than the other quarters,
meaning that underwriting results were relatively less profitable in Q1-2020.
Table 51 – Seasonal indicator, including CAT losses

Q1
Q2
Q3
Q4

2020

2019

2018

2017

2016

3-year
average

5-year
average

10-year
average

5.9 pts
1.0 pts
(2.3) pts
(4.6) pts

7.1 pts
1.4 pts
(4.4) pts
(4.1) pts

4.7 pts
1.3 pts
(1.3) pts
(4.7) pts

4.1 pts
0.8 pts
(2.5) pts
(2.4) pts

(2.9) pts
4.1 pts
1.7 pts
(2.9) pts

5.9 pts
1.2 pts
(2.7) pts
(4.4) pts

3.8 pts
1.7 pts
(1.8) pts
(3.7) pts

2.1 pts
1.0 pts
0.1 pts
(3.2) pts

Table 52 – Seasonal indicator, excluding CAT losses

Q1
Q2
Q3
Q4

2020

2019

2018

2017

2016

3-year
average

5-year
average

10-year
average

5.2 pts
(1.0) pts
0.1 pts
(4.3) pts

5.2 pts
2.5 pts
(2.6) pts
(5.1) pts

7.0 pts
(2.0) pts
(2.4) pts
(2.6) pts

3.7 pts
(0.5) pts
(3.2) pts
- pts

1.2 pts
(0.4) pts
(1.4) pts
0.6 pts

5.8 pts
(0.2) pts
(1.6) pts
(4.0) pts

4.5 pts
(0.3) pts
(1.9) pts
(2.3) pts

3.8 pts
(0.7 pts)
(2.2) pts
(0.9) pts

39.4 Expected release dates of our financial results
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Q1-2021

Q2-2021

Q3-2021

Q4-2021

May 11, 2021

July 27, 2021

November 9, 2021

February 8, 2022
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Section 40 - Glossary and definitions
This icon represents data relevant to environmental, social and governance (ESG) disclosure, and its impact on our results wh ere
applicable.

40.1 Glossary of abbreviations
AEPS

Description
Adjusted EPS

KPI

Description
Key performance indicator

AFS

Available for sale

M&A

Mergers and acquisitions

AMF

Autorité des marchés financiers

MCT

Minimum capital test (Canada)

AOCI

Accumulated OCI

MD&A

Management’s Discussion and Analysis

AROE

Adjusted ROE

Moody’s

Moody’s Investor Service Inc.

BC

British Columbia

MGA

Managing general agent

BVPS

Book value per share

MYA

Market yield adjustment

CAD

Canadian Dollar

NAIC

National Association of Insurance Commissioners

CAGR

Compound annual growth rate

NEP

Net earned premiums

CAL

Company action level

NOI

Net operating income

CAN

Canada

NOIPS

NOI per share

CAT

Catastrophe

OCI

Other comprehensive income

DBRS

Dominion Bond Rating Services

OROE

Operating ROE

DKK (kr.)

Danish krone, Denmark’s official currency

OSFI

Office of the Superintendent of Financial Institutions

DPW

Direct premiums written

P&C

Property & Casualty

D&I

Diversity and Inclusion

P&E

Property and equipment

D&O

Directors and Officers

PTOI

Pre-tax operating income

EPS

Earnings per share to common shareholders

PYD

Prior year claims development

Euro (€)

Currency of the European Union

RBC

Risk-based capital

E&O

Errors and Omissions

Repos

Repurchase agreements

F/S

Financial Statements

ROE

Return on equity

Fitch

Fitch Ratings Inc.

S&P

Standard & Poor’s

FVTPL

Fair value through profit and loss

UK

United Kingdom

GBP (£)

British pound sterling, UK’s official currency

U.S.

United States

IFRS

International Financial Reporting Standards

INTACT FINANCIAL CORPORATION

97

INTACT FINANCIAL CORPORATION

Management’s Discussion and Analysis for the year ended December 31, 2020
(in millions of Canadian dollars, except as otherwise noted)

40.2 Definitions of our financial KPIs
Our most relevant key performance indicators are defined below. See Section 36 – Non-IFRS financial measures for the
reconciliation to the most comparable IFRS measures .
•

AEPS and AROE are adjusted measures, as they exclude the after-tax impact of acquisition-related items, such as amortization
of intangible assets recognized in business combinations, as well as acquisition and integration costs.

•

NOI, NOIPS and OROE are operating measures, as they exclude non -operating items detailed in Section 35 – Non-operating
results.

•

EPS and ROE are IFRS measures, as their definition is determined in accordance with IFRS.

DPW growth

Growth

for a specific period

DPW for a specified period
–
DPW for the previous year

# of vehicles and premises in
personal insurance
Written insured
risks growth

Total # for the previous year

for a specific period
Total # for the previous year

DPW for the previous year

Underwriting
income
for a specific period

Underwriting
results

Underlying current
year loss ratio

NEP less net claims incurred, commissions, premium taxes and general expenses,
excluding market yield adjustment, the difference between the expected return and discount
rate on pension assets and the underwriting results of exited lines.

Current year claims ratio
excluding CAT losses and
PYD

for a specific period

Claims ratio
for a specific period

Expense ratio
for a specific period

Underwriting expenses (including
commissions, premium taxes and
general expenses related to
underwriting activities)

NEP before the impact of
reinstatement premiums

NEP

Claims incurred
(net of reinsurance)

Combined ratio

Claims ratio
+

for a specific period

Expense ratio

NEP
A combined ratio under 100% indicates a profitable underwriting result.
A combined ratio over 100% indicates an unprofitable underwriting result.
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Net investment
income
for a specific
period

Consolidated
performance

As detailed in Table 10 –
Net investment income

Distribution EBITA
and Other
for a specific period

PTOI
for a specific
period

As detailed in Table 1 –
Consolidated performance

ROE
for a 12-month
period

NOI
for a specific
period

As detailed in Table 44 –
Reconciliation of NOI, NOIPS and
OROE to net income

NOIPS
for a specific
period

OROE
for a 12-month
period

BVPS
as at the end of a
specific period

Financial
strength

Regulatory
capital ratio
as at the end of a
specific period

NOI attributable to common
shareholders
WANSO 5
NOI attributable to common
shareholders
Average common shareholders’
equity2 (excluding AOCI)

Common shareholders’ equity 6
Number of common shares
outstanding at the same date
Minimum capital test (as defined by
OSFI and the AMF in Canada) and
Risk-based capital (as defined by the
NAIC in the U.S.)

AROE
for a 12-month
period

Operating income excluding
interest and taxes related to our
distribution and supply chain
strategies.
Net income attributable to
common shareholders3
Average common shareholders'
equity4
Adjusted net income attributable
to common shareholders
Average common shareholders'
equity2

EPS
for a specific
period

As reported in the accompanying
Consolidated statements of
income

AEPS
for a specific
period

Adjusted net income attributable
to common shareholders
WANSO 3

Total capital margin
as at the end of a
specific period

Aggregate of capital in excess of
company action levels in
regulated entities (165% MCT,
200% RBC) plus available cash
and investments in unregulated
entities.
Total debt outstanding

Debt-to-total capital
ratio
as at the end of a
specific period

Sum of the total shareholders’
equity4 and total debt
outstanding as at the same date

3

Net income is determined in accordance with IFRS.
Average shareholders’ equity is the mean of shareholders’ equity at the beginning and the end of the period, adjusted on a prorata basis (number of
days) for significant capital transactions, if appropriate. Shareholder’s equity is determined in accordance with IFRS.
5 Weighted-average number of common shares outstanding on a daily basis during the same period.
4
Shareholder’s equity is determined in accordance with IFRS.
4
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40.3 Definitions of selected key terms used in our MD&A
•

Unless otherwise noted, DPW refer to DPW normalized for the effect of multi -year policies, excluding industry pools, fronting and
exited lines (referred to as “DPW” in this MD&A). See Section 35 – Non-operating results for details on exited lines and
Table 36 for the reconciliation to DPW, as reported under IFRS.

•

Unless otherwise noted, all underwriting results and related ratios exclude the MYA, as well as the results of exited lines, including
those of our BC Auto effective in Q4-2020, with no restatement of comparatives. The expense and general expense ratios are
presented herein net of other underwriting revenues.

•

Catastrophe claims are any one claim, or group of claims, equal to or greater than $7.5 million for P&C Canada (US$5 million for
P&C U.S.) before reinsurance related to a single event (referred to as the “CAT threshold”), and can either be weather -related or
not weather-related (‘other than weather-related’).

•

A non-catastrophe weather event is a group of claims, which is considered significant but that is smaller than the CAT threshold,
related to a single weather event.

•

A large loss is defined as a single claim larger than $0.25 million for P&C Canada (US$0.25 million for P&C U.S.) but smaller than
the CAT threshold.

•

Non-CAT weather-related losses represent claims which we attribute to weather conditions. We estimate the impact of weather on
our results by matching increases in claims frequency with specific weather events, and also by considering the underlying cause
of claims.

•

Regulatory Capital Ratios refer to MCT (as defined by OSFI and the AMF in Canada) and RBC (as defined by the NAIC in the
U.S.). All references to “total capital margin” in this MD&A inc lude the aggregate of capital in excess of company action levels
(CALs) in regulated entities plus available cash and investments in unregulated entities. The CAL is 165% MCT for most Canadian
insurance subsidiaries effective April 1, 2020 and going forward (previously 170% MCT) and 200% RBC and other CALs in other
jurisdictions.
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