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TOM MACKINNON: Good afternoon, everyone. We're thrilled today to have Charles 

Brindamour, CEO of Intact Financial with us today. Intact reported yesterday a fairly good 

quarter. Certainly pretty good with respect to solid underwriting performance, and better 

than expected, and we have an outperform rating on the stock, and we increased both 

our estimates and our target. Charles, thanks very much for being with us this afternoon.  

CHARLES BRINDAMOUR: My pleasure Tom.  

TOM MACKINNON: First question I want to ask is, whether-- with respect to your coined 

phrase of underwriting performance being on track. We had some questions with respect 

to that on the call. So maybe you could just elaborate to us what you really mean, or 

provide some color, what you really mean by underwriting performance being on track.  

CHARLES BRINDAMOUR: Well I think that the way to think about that, Tom, is that, most 

investors would have a view as to what we were meant to achieve in 2020. And then 

COVID-19 happened and people lose their bearing. And so, we said early on, as early as 

April, I said, one can expect that the top line of the organization will be negatively hit by 

COVID-19 anywhere between mid-single-digit to low-teens. And that comes from relief-

provided, tempering of rates, as well as a slower economic environment and the paralysis, 

so to speak, associated with the lockdown.  

And so, that is our top-line guidance, and it has not changed, quite frankly. And it turned 

out to be pretty much on the mark so far. And so when people said, well, Charles, mid-

single to low-teens, compared to what? Compared to what you'd expect us to do in 2020. 

And a good reference point in my mind is the speed at which we were growing the 

business in the first quarter.  

When it comes to bottom line we've done a lot of testing of a wide range of scenarios. 

And our conclusion is the business is quite defensive, it's quite resilient, and that we think 

that we can maintain the underwriting performance pretty much on track. And whatever 

you think of underwriting profit or combined ratio, it is very much the same message. And 

so you can think about where you thought Intact would perform in 2020, and our view is 

COVID should not overly impact that performance or that expectation this year.  
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Another way to think about on-track is if you look at the perspective we've provided by 

line-of-business over the years. We said, automobile insurance should be running in the 

mid-90s and we'll be able to keep that on track this year. Commercial lines should be in 

the low-90s both in Canada and in the US, we believe we'll be on track for that as well. 

And so, overall, we're saying, underwriting performance should not be meaningfully 

altered by COVID-19. We're managing the business accordingly.  

Where we get expense hits, we've basically scaled back on expenses, accelerated some 

investments to make sure that the expenses would not be a drag in running our business, 

and that includes the cost of bad debt and so on. We then built, early on in March, before 

anybody else, a big relief program for our customers, both in personal, and in commercial 

lines. And our relief program was based on needs and it was based on risk, and that's 

why our perspective is that we have upped our relief efforts, and will change our relief 

effort as the situation changes. But overall, the reduction in activity should largely be offset 

by the relief measures taking place in the system.  

So if you look at where we are in the first half, clearly very strong performance in my mind, 

and there's no expectations that in the second half we should not be on track because 

we've done well in the first half or because of COVID-19.  

TOM MACKINNON: OK, thanks. I'll just maybe take this a little bit further. One line of 

business that you didn't mention when you talked about, yeah, I think you said personal 

auto mid-90s, commercial lines low-90s, you didn't mention personal property. So if you 

can elaborate on that.  

CHARLES BRINDAMOUR: Yeah it's--  

TOM MACKINNON: And then-- hold on, as well. If you think that the-- combined ratios 

are a function of premiums, and if premiums are down mid-single to low-teens, would that 

mean you would-- underwriting profit would be down by that much? Or would underwriting 

profits sort of be the same as what you would have expected pre-COVID, despite the 

declines in premiums?  
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CHARLES BRINDAMOUR: So on personal property, Tom, I mean, as you know, this is 

a volatile line of business, given the fact that it's heavily exposed to natural disasters. And 

what we've told the street, a number of years back, and we've delivered on that every 

year since, is the fact that this line of business will operate sub-95 in good, in bad, and in 

very bad times. And I think we've capped a second quarter with a fair bit of CATs, with an 

89% combined ratio. And so the performance and personal property, from my point of 

view, shows tremendous resilience. And on-track means that it's sub-95 even if things-- 

even if there's a lot of natural disasters. And so that's-- you're right I forgot about personal 

prop. Then, I think, at the end of the day, underwriting profit is probably a better indication 

of what we mean by on-track because we're saying, overall, the operating performance 

of the organization should largely be on track. And that's very much driven by the 

underwriting profit we're making as an organization.  

Now, I have given, over the years, a high-level sense of direction of combined ratios. I 

don't think, actually, there's a big difference between the two, even though there's a bit of 

pressure on the top line.  

TOM MACKINNON: OK, thanks for that. Now, with respect to personal auto, certainly the 

current environment has led to some pretty benign frequency. And you are, on the other 

hand, offering premium relief, and I think in total it's been over $300 million in terms of 

premium relief. So how does this influence personal auto pricing going forward? And how 

does that influence your ability to achieve that mid-90s combined ratio target for personal 

auto?  

CHARLES BRINDAMOUR: Yeah, so you're right. I mean, we have put in place a relief 

program that was very much a function of people's needs and people's change in 

behaviors. And we've promoted our program aggressively early in the crisis, and it's had 

tremendous traction. So we're very, very pleased with that. I think, Tom, the pricing 

environment that we entered 2020 with before COVID-19 was very much a function of the 

fact that there was pressure in the system, our investors know very well. We've been 

working on that for three years, well ahead of the industry.  
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And we really started 2020 with a lot of momentum. I mean, you've seen our mix improve, 

you've seen before COVID-19, frequencies were dropping at a clip of 10% to 15%. So 

entering an environment where our fundamental was improving meaningfully, yet the 

industry's needs for rate was going up, that's why you've seen Intact go back, from a 

growth point of view, in automobile insurance. And so, I feel we're in really good position.  

Now if the return to normal is slower than anticipated, if frequency remains slightly below 

what's anticipated, or call this normal level, I do expect that rates will reflect that in time. 

But for me, that is quite different from saying, you can not achieve your objectives 

because rates will temper. I think rates will temper if frequencies are lower than they 

otherwise would have been. And so I think, for us, coming into this market with tail wind 

in terms of operating performance and having moved earlier than the industry, I think our 

relative position pre- or post-COVID, in my mind, compares well, and I see no reason why 

we could not meet a mid-90s-type performance in that line of business in the short, in the 

mid, and in the long run.  

I think that the other factor that's important for me, Tom, in automobile insurance, is that 

I do think that now is a really good time for governments that have issues in their product 

in Ontario and Alberta, to put in place solid reforms to choke inflation associated with 

bodily injury in the mid-term. This would be a great way to help consumers and help 

drivers in those two provinces that have seen a fair bit of inflation before COVID.  

TOM MACKINNON: I think there's-- in terms of premium relief, seems like customers can 

call in, and I think it's required to the end of July, and make their case for premium relief, 

and then you give them some sort of premium relief, assuming they meet some sort of 

hurdle for the next three months or so. But there's other ways of offering. Are you offering 

premium reductions as people come up into their policy renewals for personal auto, just 

given what you're seeing in this environment? Or is it does it have to be the client that 

initiates this?  

CHARLES BRINDAMOUR: Well, our program has four components, Tom, when I think 

about automobile insurance. The first one is financing. So, if you have a problem making 

your payments, you call us and we will postpone your payments. And you won't be 
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penalized as a result. And we've done a ton of that this year in all lines of business, 

actually. But certainly in personal automobile insurance. And the good thing on that front 

is that 80% of Canadians actually reimburse their first payment. And in terms of payment 

flexibility, all lines of business, we've done close to $100 million. We're showing $88 

million in the MD&A.  

Then the three other mechanisms and automobile insurance would be, you call us, your 

driving habits have changed. People have received-- close to a million Canadians have 

received about 22% discount for three months, which is a very good deal. Clearly if you're 

on UBI, that will be reflected to a certain extent in your pricing as well.  

Then on rate increases that were in the system, we have one trillion price points, and so 

when we change rates in the system, the rate changes are not even. They are not the 

same across the book, they're highly dislocated. But one of the things we've done, Tom, 

is that we have capped the highest dislocations temporarily because we didn't want to 

send big increases to people in this environment. So that is the third component.  

And the fourth component, where we felt, or the segments where we felt that frequency 

would be structurally lower for an extended period of time, we've taken a stance that some 

rate decreases might be warranted. But as I said this is all risk-based, and this in no ways 

impact our ability to return the performance that we've been talking about in the past, 

namely mid-90s performance in auto.  

TOM MACKINNON: Yeah, so I would take that as being, to the extent that you tweaked 

the pricing to reflect dislocation, or this change in frequency, that's still done with the point 

of view that you're trying to price to get a mid-90s combined ratio for this line of business. 

Is that right?  

CHARLES BRINDAMOUR: Yeah, absolutely. And, Tom, our philosophy when it comes 

to pricing is fair and accurate pricing at the customer level. Not at the segment level. 

That's why we have so many data points. That's why machine learning is critical to how 

we operate. And that's why we have 300 actuaries.  
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TOM MACKINNON: That's great. Now, moving on to this COVID reserve of $83 million 

that you set up at the end of the first quarter, I think you may have mentioned that there 

were no COVID-related incurred claims in the second quarter. Maybe you can take us 

through what-- how did you develop this $83 million sort of ultimate reserve, if you will? 

And how has it been progressing? You set that thing up at the end of the first quarter. 

How has it looked as you moved three months, or actually, four months further, than when 

you set that thing up now? And what are you most comfortable with when you look at that 

reserve, and what would be the thing that you'd probably be least comfortable with when 

you look at that reserve?  

CHARLES BRINDAMOUR: Yeah, so the 83 million that we've put up at lightning speed 

in Q1 was our assessment of any direct losses related to COVID-19. In other words, you 

say, COVID-19 caused me to shut down my film production. COVID-19 caused me to 

shut down the school and therefore tuition reimbursement became active. We did a 

customer-by-customer assessment of where a claim could happen. We tried to figure out 

what the average claim would be. We did this full bottom-up analysis and came up with a 

number that was in the $80-ish million zone. We've done that across the board. And that 

is across the platform, including in the US.  

We knew that, beyond entertainment, tuition reimbursement, that liability would be an 

issue. So we've identified which customers, take long-term-care homes, for instance, 

could be at risk of being sued, based in part on the media coverage that they received 

and so on, and established that into account as well in reserving. And then from the 

business interruption point of view, we zoomed in the 0.5% of our portfolio, where the 

language actually was not as clear as on the 99.5% of the portfolio. Then on that 0.5%, 

there could be business interruption coverage. And it's tabulating this bottom-up exercise 

that has led to an assessment that we would get about $83 million dollar in direct related 

COVID-19 losses, that was in March.  

Then, three months later, sitting here, staring at the results at the end of June, and being 

here a month later, what we see is that the number of either reported and reserved 

individually, or paid and closed, is about a third of the provision we've put up. Obviously 
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no impact on the bottom line in Q2. The emergence of claims is largely in line with what 

we thought we would receive. And a big portion of the claims that have come in are 

actually closed, as Patrick mentioned on the call yesterday. I think it's in the almost 70% 

or 80% of the claims we've received for COVID-19 are closed now. So the speed at which 

we were able to close these files gives me comfort. The fact that we are less than $30 

million of actual claims coming in, compared to our ultimate provision gives me a fair bit 

of comfort as well.  

And so what we're focused on at this stage, Tom, is what I would call the indirect losses. 

The indirect losses are not COVID-19 directly related, but they're an indirect consequence 

of. And you can think of, primarily, of the impact of a slower economic environment, and 

what it means from a claims point of view. So you can think of potential pressure and 

surety, you can think of greater emergence of fires, you can think of greater emergence 

of theft. We haven't seen any signs that this is coming, but this is where we're telling 

investors, look, I mean, this is a risk, we're ready for that. And that's not in the $83 million, 

but at this stage there's no drain or drag associated with that in our results. And sitting 

here today at the end of July, I don't see that as a problem.  

TOM MACKINNON: OK, that's great. Now in terms of like, when you say greater incidents 

of fires or theft, is that just because you might have a plant and it's not being operated 

right now, as a result of the shut down or COVID or whatever. And there's-- if that's the 

case, there could be a greater incidence of theft or fires associated with that? Would that 

be one example?  

CHARLES BRINDAMOUR: Yeah, I think you can think of the impact of lessened 

maintenance of your operations or business or premise, and what it means from a risk 

point of view would be an example of that. You can think of moral hazard. You're in a 

corner and you feel like it's not clear if the business can carry on. I mean there are fraud 

cases as well, in the system. That's what we call moral hazard. The incidents of moral 

hazard tends to be higher in period of important economic contraction.  

Are thing's going the other way, but that's what we mean by indirect losses. Then you can 

think of the impact of a slow economy on the surety business, you know? Where we work 
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with contractors and construction companies across North America, and sort of support 

or bond their ability to stay in business to complete a project, while clearly in a very slow, 

protracted economic recovery. That's a line of business that will incur more losses than it 

normally would. So that's what I mean by indirect losses, Tom. That's the stuff we're risk-

managing and keeping a very close eye on. But in the meantime, COVID-19 direct losses, 

we feel we're in very good shape.  

TOM MACKINNON: OK, great. Now we've seen another Canadian P&C insurance 

company announce some business interruption losses associated with dental practices. 

And type of announcements can certainly cause concern for investors. How are you 

positioned in this regard, and do you see these issues impacting your book of business?  

CHARLES BRINDAMOUR: Yeah, I mean, I don't talk about my competitors, and I'm not 

going to start doing that today, but I know what you're saying. And this is where 99.5% of 

our portfolio, Tom, the language is very, very clear. You need a direct physical damage 

to claim business interruption. COVID-19 is not direct physical damage. There is solid 

common law here in Canada, backing that view, and there are emerging recent decisions 

in the US that clearly back that up. And that's why, for 99.5% percent of the portfolio, 

we're very confident with where we sit. Where 0.5% of the portfolio, we went out and paid 

claims where claims were due. And this is where you've got a language that allows for 

that sort of coverage. I believe the case you're talking about had a language that made 

room for that sort of coverage. We don't have a lot of that. 99.5% of the portfolio is pretty 

tight when it comes to that language. And so I'm not overly concerned by that, Tom.  

TOM MACKINNON: OK, now this 0.5%, does that reside more in the US or more in 

Canada? Maybe you can tell us where this 0.5% is at and what it is.  

CHARLES BRINDAMOUR: The 0.5% would be in both Canada and the US. I've talked 

about some of that exposure so far in the entertainment business would be a very good 

example, where there's some exposure there. We have, then, a number of very specific 

programs, or certain sectors, you can think of hunting and fishing lodges, outfitters, for 

instance, who would have bought very specific customized coverage for scenarios like 

these, where they can not open. And so these were tailor-made contracts made for a 
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number of operators and certain segment, and we have little exposure to that, but this is 

where the 0.5% comes in, Tom.  

TOM MACKINNON: OK, that's great. Turning over to One Beacon here, has acquisition 

been going well, and you had a goal of improving the combined ratio there to the low 90s, 

maybe just talk about progress you've made to date, and how much more run where you 

do have, if any. And how COVID-19 would have impacted the progress you're trying to 

make, or you have made in that-- in improving One Beacon. And, as well, when you're 

talking about One Beacon, we hear a lot about social inflation, especially in the US, and 

maybe you talk about what you're seeing in this regard and how you are confronting it.  

CHARLES BRINDAMOUR: Yeah, Tom, we made this acquisition in May 2017. I knew 

that investors seeing good Canadian earnings being invested in the US was something 

that people are a little bit lukewarm about. And we're very cautious as a firm. So, we 

studied the US market for about a good five years from the ground up. We made the 

acquisition knowing that there were parts of the portfolio where we didn't think we could 

make money. And when we priced the acquisition, we knew up front that we would 

minimize those parts or even get out.  

Sitting here today, we found a great team, the leader, Mike Miller is outstanding, as far 

as I'm concerned. He's got a very strong team. And the internal return of that transaction 

as I sit here today is north of 20%. It's better than where I thought we would be. Part of it 

is because we bought protection, we put defenses in place to make sure that the past 

would not hurt us too much. But overall, very pleased with the progress.  

How did we go about that? Well, we first got out of businesses where we felt we didn't 

have a hope of making money. And these would be businesses that were, in fact, subject 

to heavy casualty inflation, which would-- what people now call social inflation is not a 

new concept. It's something that was apparent if you looked at how incurred losses were 

emerging in the past-- and we got out of the three sectors where we felt that this would 

be a big problem. And then, we've grown and invested in the business that we were 

operating in the 80s. And we set an objective, you know, we should be able to get to a 

low-90s performance. And that's the first pillar of the strategy.  
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So when I sit here today and I look at these businesses, those that are doing well, which 

is the vast majority of the portfolio, are running in the upper-80s in aggregate and growing 

north of 10%. Those who are not doing so well, in due to a combined ratio of 109, and 

we're shrinking by 20%. But a big improvement compared to last year, which translated 

into a 93-ish combined ratio, for One Beacon.  

What else is in the pipeline? There are three other things in our action plan, which gives 

me a fair bit of confidence we'll be able to hold a low-90s performance in the US. The 

second one is the implementation of pricing and risks selection tools that we've used in 

Canada in relationship with really segmenting and identifying profitability at the customer 

level, as opposed to at the line of business level. That's been deployed in the past 18 

months, and it's increasingly used in the operations.  

The third pillar of our game plan was claims. We sent one of our top claims executive to 

run the claims operation in the US. To work on introducing the sort of metrics that we're 

using to run the business here. To improve the operational performance, to bring the sort 

of controls we have on the casualty, or liability, side of things, which include rigorous 

management of third-party firms and aggressive in sourcing of legal work. So this is, of 

course, many years-- it will take many years before this gains full traction. But so far, so 

good. We've started to insource legal work in both New York and California, and I'm very 

pleased with what I'm seeing there.  

Then the other thing was expense synergies. We were able to take a ton of cost out of 

that operation. And so when you stack all of those elements, that is, four of them, we feel 

really good about our ability to grow the business in the low 90s. Then on social inflation, 

per se, yes. If you look at the accident years 2016, '15, '17, it's clear that there was a fair 

bit of inflation in those years. It's not you, you could see that last year, you could see that 

the year before, but it certainly came with a vengeance to many people towards the end 

of '19, and it became the topic which coincided with the hardening of the market in the 

US.  

You know, we're focused on that theory, I think it is a fact. And the pricing in the US 

marketplace very much takes that into account, it's a really hard market environment in 
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the US, and our capacity constraints as well. And so, I find that our timing, I think, 

protected ourselves against long tails to make an acquisition, enter the market, and then 

ride a hard market early in your entry, I think it's a very good place to be. But we couldn't 

do that without the team we have in the US.  

TOM MACKINNON: OK, Thanks for that. Now, as financials investors, we look at interest 

rates as well, and you know we've got 5- and 10-year interest rates certainly a lot lower 

now than they were at the start of the year. And presumably this weighs on investment 

income. And that also weighs on your ROE. And, although we acknowledge this kind of 

comes in over time, how does a lower interest rate environment influence pricing? I've 

always been under the pretense that if you can't make your money through investment 

income then you're going to have to make it more through underwriting income in order 

to hit your pricing hurdles, so is it as simple as that? That if you want to get a reasonably 

good ROE and interest rates are low, you're going to get it through improved pricing with 

respect to your risks. Is it as simple as that? Or how should we be thinking about that?  

CHARLES BRINDAMOUR: I don't want to say it's as simple as that because this would 

assume that our work is simple. But, I mean, the root cause of the interest rate matters 

here. Is there inflation in the system? Is this inflation translated into your claims world? 

And that's when things get complex. Otherwise, you look at our pricing algorithm, we have 

an ROE target byline of business that takes into account the risk of a given line, that takes 

into account the market dynamics of a given line. And we solve for price to achieve the 

ROE. Investment income is an input in this process, and, indeed, the lower that 

assumption, the greater the margin you need on the underwriting front to make your 

return.  

I do believe that our business is a risky one. You need to be rewarded for it. And I think 

that the ROE targets we've established for ourselves have not been revised downward 

because interest rates have been coming down. And so that's as simple as what you're 

saying. I think, Tom, the key point here is that, in our business we're making short-term 

promises. By that I mean, that we can reprice pretty quickly. The product is one year, and 

you can reprice the product every time that policy renews. And you can change your price 
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a number of times during the year as well. And I would say, overall, that's why I like the 

P&C business is, it is very defensive, it's very hard to put your finger on the ultimate 

frequency and the ultimate severity. But every time you think you're wrong, you can 

change how you price. And so that applies to investment income potential.  

TOM MACKINNON: OK, I want to turn to the Guarantee acquisition and the Frank Cowan 

acquisition. You're adding more in terms of distribution capabilities, and that has shifted 

your revenue mix some extent more towards fee income, as opposed to underwriting 

income. I think that should be rewarded with a higher multiple to some extent. Do you 

have any kind of feel for what your revenue mix should be between that income from 

distribution and, say, the manufacturing income from being an insurance company? And, 

while we're at it, just, maybe, just provide some quick updates as to how Guarantee and 

Frank Cowan are progressing.  

CHARLES BRINDAMOUR: Yeah, so, Tom, I think, let me elevate above The Guarantee 

for a moment, and you look at how much distribution income we're generating as a firm, 

whether it's broker-length, whether it's Frank Cowan, whether it's investments, we have 

a number of brokers across the land. Whether it's On Side, which is an uncorrelated fee 

business as well. I mean, you're getting into a zone now that-- this is very significant 

earnings potential. It is fairly stable. I mean, it was good to see that even during COVID-

19, If you look at our distribution income in Q2, it actually was quite solid. And, you're 

right. I mean, that business trades on its own, differently than underwriting profit or 

insurance profit.  

And so, I won't get into valuation, I'll leave that for people to figure it out. But to the extent, 

we can invest in distribution and acquired distribution and meet the sort of rate of return 

that we're looking for in deploying our capital, we will invest. And Tom, we're not people 

who have a view of what the mix should be. We're people who say, OK, we love 

distribution. We love manufacturing insurance. And we need to get 15 IRR when we 

deploy capital in manufacturing the insurance business. And between distribution and 

manufacturing, we need to get 15% IRR on those investments as well. And so long as 
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we'll be able to hit those targets, there won't be limits on the capital we'll be prepared to 

put in those, because we have a long way to go.  

So, we don't have a business mix in mind but we love distribution earnings. And what 

Louis Marcotte, my CFO, and I often talk about, which is not an objective in itself, but you 

clearly can see that, before the underwriters and the risk experts of Intact show up to 

work, and I include myself in that, on Monday morning, the ROE of the organization is 

nine. And then you start doing the underwriting business. And the smarter we are at 

acquiring distribution fee businesses, the higher we can put the Monday morning ROE, 

we call, which would help stabilize the overall performance of the organization. That's not 

an objective in itself because strategy is what is driving where capital is going, but it's a 

very nice side benefit, and I would say unique advantage we have as an insurance 

company.  

Now GCNA-- a deal we closed in December, so make it 8 months ago, the integration is 

going well. I mean, teams have been integrated. Clearly, COVID-19 here makes it a little 

different for people to join our organization, where face-to-face is not as prevalent, but my 

teams have done it anyways. Systems migration is underway. Customers are being 

renewed on our system. I had my own renewal at Intact now on the Prestige product 

earlier this week, where I was able to sit down with a broker to go over the new Intact 

product, and I was quite pleased to see that Tracy Lachlan, who runs that unit, was able 

to turnaround during COVID-19, the transformation of the Gold product of GCNA into a 

Prestige product for Intact, and we're out there now distributing what I think will be a very 

successful value proposition. The Surety Group is being integrated. And frankly, when I 

look at where we are from a synergy point of view, we are in a very good shape ahead of 

where we thought we would be at this stage from an expense point of view. And so, I feel 

good about the acquisition. Metrics look good, too.  

On Frank Cowen, per se, what I really like about that business, other than the fee income, 

is the fact that this takes us in new areas of the risk universe, so to speak, without putting 

too much manufacturing capital at risk. So Frank Cowan, as you know, is focused on 

government risks, on cities in particular, and other government risks. This is not a space 
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we knew much about in Canada. This is a space they know extremely well. And so for us 

to be involved in parts of the risk universe where we were not before without putting too 

much capital at risk is a big strategic advantage. And I would say, Tom, it's an even bigger 

strategic advantage when you think about how we expanded our footprint in the US.  

I'm very comfortable with the lines of business where we operate, but we intend to use 

distribution to bulk up those lines and get into new lines until we become, obviously, 

comfortable, and then we'll start putting what I call manufacturing capital at risk. So I'd 

say, on GCNA, so far, so good.  

TOM MACKINNON: OK, that's great. Now On Side, maybe just to quickly tell what the 

benefits of that are, and you have elevated CAT losses. Would you actually get more 

benefit from owning On Side?  

CHARLES BRINDAMOUR: Yeah, so, Tom, my team and I have been really focused for 

the past 15 years to bring inside as much as we can of the experience that, ultimately, 

we're there to provide, which is claims. Our thought process was, the kind of mix of our 

business is in claims. So, you need data and segmentation to minimize claims, and then-

- that is the number of claims. And then when you get a claim, you need size to really 

manage effectively your supply chain. Then to improve the experience and manage your 

supply chain, the more you can do inside, the better. It's better for customers, and it's 

cheaper. We've insourced claims management, we've insourced purchasing of 

automobile parts, for instance. We've insourced a number of other services. We've 

insourced almost 70% of our legal work. We have a legal group now of close to 400 

people, which I'm always impressed by their performance and what they achieve in 

defending our customers. And in the past few years, we've asked ourselves, how much 

further can we go in the supply chain? We opened our service centers in automobile 

insurance. I mean, short of putting capital in that supply chain.  

And then we thought, you know what? The future of transportation is harder to read. But 

the future of protecting Canadians against natural disasters is pretty clear. It's a heavy 

trend, we're heavily invested in that trend. And we thought, maybe we can build a really 

big home restoration business by teaming up with the best guys in the country to do that. 
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That's why we did On Side. The other thing is, when customers reach out to my office 

because they don't like experience they've received from Intact, most of the time it is 

supplier driven. Like, three times out of four, in-property it is supplier driven. So, we 

thought, you know what, maybe this is a space we can work to improve. That'll help our 

experience, that is our customers' experience. That will improve how much we spend. 

That will be countercyclical to the underwriting pressure of natural disasters, plus it's a 

space that is ripe to be consolidated. And so we thought, this looks and feels like what 

we've done with BrokerLink. We were not brokers, but I think BrokerLink is one hell of a 

business today, maybe we can do the same thing with On Side.  

TOM MACKINNON: OK, thanks for that. Now, we had great rate momentum pre-COVID. 

Probably some of the best P&C markets we've seen here in Canada since, I don't know, 

2002 or 2003, at least in my opinion. And maybe this takes a little bit of a pause, you 

seem to suggest that the fundamentals are there for firm markets to continue, certainly, 

coming out of COVID. What items would you say would lead to continued firming of 

markets, and what would lead to markets actually becoming-- markets be softening? Are 

there certain items that are out there that, if this happened or that happened, then maybe 

we wouldn't be able to get these kind of firm markets you're anticipating post-COVID. Can 

you share with us your thoughts there please?  

CHARLES BRINDAMOUR: Yeah. I mean, the way to think about the overall behavior in 

the marketplace is to look at the supply and demand dynamics, and to look at the 

performance of the market. And so, the industry coming into this crisis at a 5-ish percent 

ROE, which is a half of what it's been historically. And if you throw on top of that lower 

interest rates, you throw on top of that some cost inflation, if you throw on top of that the 

fact that COVID-19 will add to the burden, and I think a number of firms will experience a 

greater burden of COVID-19, depending on their mix of business. I would say you've got 

all of the ingredients for a meaningful hard market for another 24 months. Capacity is very 

tight in the market. The supply of insurance in certain parts of the market here in Canada, 

as well as in the US, is hard to come by because the industry was running at an 

underwriting loss in commercial lines.  
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So has there been much tempering? There's been some tempering, but we certainly 

tempered our rates. I mean we've done two things. We made that call in March. We said, 

OK, slow down the areas where the rate increases are the greatest. And then every non-

essential business, as defined by various provincial lists, we eliminate rate increases and 

we extend terms and conditions for six months, which is what we've done.  

And you know what? This was not what our competitors have done. This is what we 

thought was the right thing to do in this environment. And we made that call in March, and 

just got it done. And I think when we say rates will be tempered as a result, that's really 

what I'm talking about, here.  

Now, you look at the US I mean, there has been no tempering, there's been acceleration 

of rate increases in the US. And so, we will, when we hit the six months on a number of 

these policies throughout September, October, and November, depending on where we 

are as a world, you'll see rate increases resume. Rate increases have continued across 

many segments. The non-essential businesses, you know we're a big SME player, was 

about a quarter to 30% of our portfolio, and I think there's a lot of macro ingredients here 

to justify that it'll be tough pricing. By that I mean a hard pricing environment for the next 

24 months. There's not a whole lot of doubt in my mind that this will be the case.  

Now, I look, Tom, at the average written rate in Canada across all lines of business in Q1, 

it was 10. I look at the average rate increase in Q2 across all our businesses in Canada, 

it was seven. So I think it gives you a sense of the cost of all of the measures that were 

in the pipeline in Q2, in terms of how it has tempered. And that's why we've used the word 

"temper," and you will see that diminish in my mind over the coming period.  

Then in automobile, as I said earlier in the call, Tom, a frequency structurally lower for the 

next year or two, yeah, I think you'll see rate increases will be tempered, no doubt about 

that. And then, if governments use this opportunity to do what's right, which is to change 

the product that has been a source of inflation, well, clearly, this will flow into rates as 

well. When I put all that in the hat, Tom, I'm convinced that our performance will be on 

track, and that our growth will be quite good in this environment. But, you know, we will 

adapt our relief programs based on how the environment changes, and we're very happy 
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with what we've done so far because Canadians responded big time and we were thrilled 

to help them.  

TOM MACKINNON: Sometimes when we have crises like this, we do get some sort of 

dislocation in the market, and those can lead to M&A opportunities. The Canadian market 

is certainly fragmented. We've seen that with respect to the US market right now. How 

are you thinking about opportunities in that regard? And what do you think the timing 

would be?  

CHARLES BRINDAMOUR: Yeah, well, I think we're in a very-- we're in a different spot 

now than we were three months ago, you know, where people were shell-shocked and 

paralyzed, and I think now the world is evolving. I think we're starting to move. There is a 

sense that we'll be in this environment for an extended period of time. And I do think that 

this is an environment that is probably more conducive to having good discussion with 

folks who might be thinking about changing strategy, so to speak. There is headwind, 

globally, valuations have improved.  

And I think that this is a good environment for our thesis, which says, 15 to 20 points of 

market share here in Canada will change hands at the manufacturing level. We think that 

we will see an increase in cancellation activity in the US as well, and we're seeing in 

distribution right now, definitely a very good pipeline of discussions taking place. And so 

Louis Marcotte, my CFO, and Wern on the investment side, manage the business so that 

we can play both offense and defense. And clearly, while we're ready to absorb severe 

shocks, we're certainly ready to capitalize on an environment where our thesis might 

materialize.  

TOM MACKINNON: Charles, I want to finish off with, maybe you can talk about some of 

your technology, and in particular your AI capabilities. This business is becoming more 

and more digitized, if you will. And maybe you can talk about the investments you've 

made in that regard, and how it actually is translating into both top- and bottom-line 

growth.  
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CHARLES BRINDAMOUR: So, in terms of big strategic investments that we over-indexed 

in the past few years, I'd break them into three buckets. One is core system renewals, so 

to speak. So, we've got a big portion of that effort behind us in personal lines and 

commercial lines, we're in the process. Not finished yet. In claims it's done, billing, we've 

got-- we're probably halfway through. And so we're very close to having very modern core 

platforms coast-to-coast, basically, and across our platform. And this, nobody felt the drag 

during that transformation. We basically operated within our resources to be able to 

achieve that, and it's not as exciting an investment, but it's critical if you want your other 

investments to pay off.  

The two other buckets of investment is that, we have created a massive design lab that 

is focused on customer interaction and digital engagement with customers. And one of 

our key objectives is to have three out of four customers that is actively engaged digitally 

with us, and we're making good progress along this path. And the third bucket is obviously 

the complete transformation of our pricing and risk selection capabilities by integrating 

into our predictive analytics frameworks, machine and deep learning, primarily machine 

learning. So we've made huge investments on that front. And AI, it's close to-- now, it's 

close to 200 people that are solely dedicated to implementing machine learning and in 

risk price selection, and in other parts of the business too, but primarily in risk selection.  

Our design lab is a multi-hundred number of people, and these are production shops. I 

mean, these are folks who come out with deployment every month, and who have made 

a huge difference for the business. We're seeing digital engagement increase 

dramatically. We've leveraged that during COVID-19. Big step up in terms of usage of our 

digital tool, either at the front end, or in claims. And then in AI, it's embedded, now, in 

about 125 models in the field, which we use to price, to risk-select. And the net benefit of 

that, at this stage, is many tens of millions of dollars already in our performance, which I 

expect will increase over time. So I think three big buckets of investments, we've 

accelerated those during COVID-19, and, as I mentioned in my remarks during the call 

yesterday, our intent is to double down on these investments in 2021 and beyond  
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TOM MACKINNON: OK, that's great, Charles. Our hour is now up. I appreciate your 

comments here. And everyone, thanks for listening, and wish everyone a good afternoon. 

Thank you, bye-bye.  

CHARLES BRINDAMOUR: Thanks, Tom. Thanks for doing this.  

 


