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Company Profile

Intact Financial Corporation is the largest provider of property and casualty insurance in Canada and a leading provider of specialty
insurance in North America, with over $10 billion in total annual premiums. We serve more than five million personal, business and
public sector clients through offices in Canada and the U.S. In Canada, Intact distributes insurance under the Intact Insurance brand
through a wide network of brokers, including its wholly owned subsidiary BrokerLink, and directly to consumers through belairdirect.
Inthe U.S., OneBeacon Insurance Group, a wholly owned subsidiary, provides specialty insurance products through independent
agencies, brokers, wholesalers and managing general agencies.
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DPW BY BUSINESS LINE' EMPLOYEES DPW BY BRAND!
B Personal auto 37% M Intact Insurance 63%
B Personal property 22% M belairdirect 14%
B Commercial lines - CAN 26% B OneBeacon 15%
m Commercial lines - US 15% M BrokerLink 8%

1 Thisis a non-IFRS financial measure. See glossary on page 170 for definition.

Annual dividend per common share
We are proud of our dividend growth track record,
including a CAGR of 9% since 2009.
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Total shareholder return vs peers
On atotal shareholder return basis (including dividends), our 15.3% CAGR over the past 10 years compares very favourably versus peers.
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Certain statements made in this annual report are forward-looking statements. These statements include, without limitation, statements relating to the company’s strategy, new products and services, lines of business, revenue,
performance, profitability and growth projections, use of technology, data and artificial intelligence, funding of projects, position within the industry and markets where it operates, return on equity, net operating income per
share and improved cross-border efficiencies, as well as the sharing economy, climate change and market conditions. All such forward-looking statements are made pursuant to the “safe harbour” provisions of applicable
Canadian securities laws.

Forward-looking statements, by their very nature, are subject to inherent risks and uncertainties and are based on several assumptions, both general and specific, which give rise to the possibility that actual results or events
could differ materially from our expectations expressed in or implied by such forward-looking statements as a result of various factors, including those discussed in the Company’s most recently filed Annual Information Form
and annual MD&A. As a result, we cannot guarantee that any forward-looking statement will materialize and we caution you against unduly relying on any of these forward-looking statements. Except as may be required by
Canadian securities laws, we do not undertake any obligation to update or revise any forward-looking statements contained in this annual report, whether as a result of new information, future events or otherwise. Please read
the cautionary note at the beginning of the annual MD&A.

Disclaimer:

®Intact Design and Intact Insurance Design are registered trademarks of Intact Financial Corporation. ™Intact Service Centre and Intact Centre on Climate Adaptation are trademarks of Intact Financial Corporation.
®pelairdirect. & Design is a registered trademark of Belair Insurance Company Inc. used under license. ®BrokerLink & Design is a registered trademark of Canada Brokerlink Inc. used under license. OneBeacon is a trademark of
OneBeacon Insurance Group Holdings, Ltd. All other trademarks are properties of their respective owners. ©2019 Intact Financial Corporation. All rights reserved.



OUR VALUES | OUR PEOPLE | OUR FUTURE

Why we are here

We are here to help people, businesses and society prosper
in good times and be resilient in bad times.

What we believe

Insurance is not about things. Insurance is about people.

Our Values

Integrity | Respect | Customer driven | Excellence | Social responsibility

Our Strategy

OUR CUSTOMERS ARE OUR PEOPLE OUR SPECIALTY SOLUTIONS
OURADVOCATES ARE ENGAGED BUSINESS ISA LEADERIN
e Stay ahead of changing customer e Be a bestemployer NORTH AMERICA

e Achieve a combined ratio
in the low 90s

expectations o Be a destination for top talent

e Deliver experiences thatare and experts

second-to-none o Attract and retain the best expertise

e Create aninspiring and
e Engage with our customers digitally inclusive workplace e Create $3 Bin annual premiums

OUR COMPANY IS ONE OF THE MOST RESPECTED

alll |

EXCEED GROW LEAD
industry ROE NOIPS' 10% yearly in data, Al, and
by 5 points over time behavioural analytics

1 Thisis a non-IFRS financial measure. See glossary on page 170 for the definition.
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FINANCIAL HIGHLIGHTS

2018 Financial Highlights

DPW'

$10.1B %16

Underwriting income'

$474M 32

Underwriting Performance
Combined ratio by segment'

Investment Portfolio

B Fixed income 75%

B Common shares 13%

W Preferred shares 7%
Cash, cash equivalents,
short-term notes and loans__ 5%

Investment
mix
(net exposure)
Financial Strength
Book value per share

$s48.73

1 These are non-IFRS financial measures. See glossary on page 170 for definitions.
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NOIPS!

$5.74 43

Net investmentincome

$529M 922

Debt-to-total capital ratio

22.0%

OROE!

12.1% $ 0.8 pts

Net distribution income'

$146M 211

Combined ratio by line of business'

Em2018 W2017
88.3% 89.1% 94.6% 86.5%

99.5% 101.7%

Personal Personal Commercial lines Commercial lines
auto property Canada u.s.
TOTAL INVESTMENTS

$16.9B

Total capital margin

$s1.3B



FINANCIAL HIGHLIGHTS

Canadian Industry Outperformance

Market share by company (%)’ 20
With a market share of 16%,
we are 17 times the size of the

esthess . 16%
average P&C insurer in Canada.
MARKET
SHARE
10 I
0
IFC #2

1 Market share data is based on the latest available data
from MSA Research Inc. (FY 2018). #3

(8]

Canadian combined ratio 5 o 7 pts
outperformance (in pts)' 10-YEARAVG
Our sophisticated pricing, outperformance
underwriting discipline and
in-house claims expertise have
enabled us to outperform the
industry benchmark’s (top 20)
combined ratio.

1 Including MYA. Combined ratio is a non-IFRS financial
measure. See glossary on page 170 for the definition.

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Return on equity 12 6 .5 pts
outperformance (in pts)’ 10-YEARAVG
10 outperformance

Our superior underwriting results,
investment performance and
capital management have led to

a better ROE than the industry.

Target ———>
outperformance 4
5 pts

1 IFC’s ROE is the consolidated adjusted return on equity
(“AROE"), a non-IFRS financial measure. See glossary on
page 170 for the definition.

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
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CEO’S MESSAGE

In 2018, Intact Financial Corporation
(IFC) continued to grow, adapt and
innovate to define the future of
insurance, deliver second-to-none
experiences for our customers, and
help to build resilient communities.

Our success in 2018, and over the last
10 years, has been possible because
of the foundation it is built on and the
people who work here. As | write this
letter, we are celebrating our 10th
anniversary. | want to share with you
what has transpired in that time and
why it matters.

Ten years ago, with the support of
employees, brokers and the financial
markets, we raised $2.4 billion and
parted ways with our majority
shareholder ING. We brought the
leadership of property and casualty
(P&C) insurance industry back to
Canada - establishing IFC as an
independent, widely held company.

Dear
shareholders,

The financial crisis was at its peak — the
status quo was not an option and

we had to move with lightning speed.
The excitement was palpable, and it
worked — because we created a company
based on values and a belief that
insurance is about people, not things.

People needed to know who we were
and what we stood for. Within days of
the transaction we announced our name,
our colours and our values, and we used
those to transform the organization and
make it what it is today.

Our brands are now among the

most recognized insurance brands

in Canada - a testament to our focus

on getting customers back on track. We
have doubled the number of employees
to 14,000, become a best employer and
attracted a diverse and talented group
of people. Our strategy - to deliver
exceptional customer service, engage
our employees and earn the right to
be one of the most respected
companies - has delivered strong
returns for our shareholders.

Over the last decade, organic growth
and six major acquisitions have driven
a 10% CAGR in Direct Premiums
Written (DPW)'. With the acquisition of
OneBeacon, we have launched a new
growth pipeline in the U.S. We have
outperformed the P&C industry on
Return on Equity (ROE) by an average
of 650 basis points (bps). Our market
capitalization has quadrupled to

$14 billion, and we have delivered

an average annual total shareholder
return of over 15%, almost double
that of the TSX60.

Over the next 10 years, we will build

an unparalleled advantage in Canada by
transforming the customer experience
and extending our presence and
expertise in the U.S. As we focus on
excelling at the fundamentals, we will
continue to challenge ourselves to

stay ahead of changing consumer
expectations. We will lead in artificial
intelligence as the explosion of data and
technology advancements continue
rapidly. These big trends combined with
the impacts of climate change will have

Our values guide our decision making and are the foundation of our
success. They’re embraced by our people as they work to build a safe and
vibrant future for our customers, shareholders and communities.

1 Thisis a non-IFRS financial measure. See glossary on page 170 for the definition.
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CEO’S MESSAGE

a profound effect on the kinds of
products we offer and the way we work.
Our values, purpose and strategy will
guide us as we tackle these trends,
serve our customers and communities,
and build a world-class P&C insurer.

2018 year inreview

2018 was our first full year operating
in both Canada and the U.S.

DPW grew by 16%, driven by the
acquisition of OneBeacon and strong
growth in both commercial and specialty
lines in Canada. We saw improving
market conditions as the year progressed
and expect personal lines to be a greater
contributor to growth in 2019.

Net Operating Income Per Share
(NOIPS)' grew 3% to $5.74, with solid
underwriting performance in both
Canada and the U.S., and improved net
investment and distribution income.

Net investment income was up a strong
22% due to the growth resulting from
the integration of our Canadian and
U.S. investment portfolio, as well as
investment optimization initiatives

and higher yields.

Direct premiums written

10%

CAG $10.1B
$4.3B

2009 2018

The combined ratio' for Canada

was 95.2%, with continued strong
performance from personal property
and significant improvementin
personal auto. We are pleased with
the profitability trajectory in auto and
are focused on sustaining a mid-90s
combined ratio in 2019. Canadian
commercial lines experienced higher
large losses and higher CAT losses in
2018, but the underlying fundamentals
of the business remain strong.

OneBeacon, inits first full year,
produced a combined ratio of 94.8%.
We realized synergies in excess of

US $25 millionin 2018, ahead of schedule.

OneBeacon business segments under
profit improvement plans are responding
positively and claims initiatives are

being rolled out and are gaining traction.

NOIPS accretion from OneBeacon was
roughly 6% in 2018 and we remain on
track for a sustainable low 90s combined
ratio by the end of 2020.

The Operating ROE (OROE)' was

12.1% in 2018, below our mid-teen
expectations and historical track record.
That being said, we outperformed the
industry on ROE by close to 900 bps,

a significant margin. We expect our
OROE to improve in 2019 given the
success of our profitability actions

and the improving market outlook.

Quarterly dividend per common share

CAGR
/ $0.70

$0.32

2009 2018

1 These are non-IFRS financial measures. See glossary on page 170 for definitions.
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Our balance sheet is strong, with
$1.3 billion of total capital margin
and debt-to-total capital of 22%.

This strength fuels the execution of
our strategy and gives us the flexibility
to take advantage of consolidation
opportunities in Canada moving
forward. Our balance sheet, combined
with good earnings momentum and

a favourable growth outlook, led us to
once again raise our quarterly dividend
this year by 9% to $0.76.

Favourable industry outlook
supportive of growth and
profitability initiatives

2018 was a challenging year for the
Canadian P&C industry with a combined
ratio of 102.1% and ROE of 2.8%.
Industry-wide actions including rate
increases have led to the firm conditions
we now see across all lines. We expect to
see at least mid single-digit premium
growth for the Canadian industry in 2019.

In personal auto and commercial lines,
profitability challenges are putting
upward pressure on rates, while in
personal property, companies continue
to adjust to changing weather patterns.
As industry rate increases catch up and
our competitive position improves, we
expect our growth in personal lines to
improve in 2019.

Total shareholder return’

S&P/TSX IFC
Composite

1 Annualized, since December 31, 2008.



CEO’S MESSAGE

In U.S. Commercial, the pricing
environment is competitive but stable,
with modest upward pricing trends. We
expect low to mid single-digit industry
growth in the coming year, while our
strategies in U.S. Specialty position

us to do better than that.

Overall, we expect the industry’s ROE to
improve but remain below its long-term
average of 10% over the next 12 months.
While we maintain our 500 bps industry
outperformance objective, our strategies,
strong distribution networks and depth
of talent across the organization should
help us exceed this target and capture
improving growth opportunitiesin 2019.

Our strategy shapes
our success

In the medium term, we will continue
to excel at the fundamentals and
execute on our four strategic pillars

to solidify our position as Canada’s
number one P&C insurer and a leading
North American specialty insurer.

Our customers are our advocates
This year, substantial investments

in technology, digital tools, design
expertise and artificial intelligence (Al)
helped us deliver industry-leading
platforms and provide more convenience
for customers. Our new Client Centre
self-service app makes it easier for
customers and brokers to do business
with us. And our recently launched mobile
Usage Based Insurance (UBI) 2.0 can
now detect distracted driving and
improve safety.

We are making things simpler for

small and mid-sized business customers
to get quotes through our new Quick
Quote tool for commercial lines - pre-
filling more than half the questions using
geomatics and external data sources.

Our claims service is a key differentiator
and is at the heart of what we promise.
We continue to increase satisfaction by
providing customers with options to
tailor their experience - offering both
online self-service options as well as
face-to-face, full-service centres.

By 2020, we aim to have three out

of four customers as advocates by
delivering second-to-none experiences.
Through awareness and digital
adoption, we aim to have three out of
four people actively digitally engaged.

Our people are engaged

Our people are central to the success

of our customer driven transformation.
They are the ones who help customers
get back on track, develop new products,
and make it easier to do business with
us. We are a growing destination for

top talent as a company that invests in
the skills and tools of our employees,
provides an inspiring environment and
wants to be a force for good in society.
We are actively recruiting people with

a wide range of expertise, from those
focused on the front-line customer
service; to industry experts; to software
engineers, designers and data scientists.
We all share a common goal of wanting
to shape the future of insurance

and provide second-to-none

customer experiences.

Our people are central to the success of our customer driven
transformation. They are the ones who help customers get back on track,
develop new products, and make it easier to do business with us.

Intact Financial Corporation 2018 Annual Report



CEO’S MESSAGE

Ateam that is engaged and inspired is
central to that future. As our company
grows and evolves, we continue to

have strong engagement. In 2018,
employees recognized our company

as being customer driven, for living our
values and for having leaders who care
for people, are open and honest, take
accountability and drive change. For
the 4th year in a row, we were named
one of Canada’s Top 100 Employers and
an Aon Best Employer -Canada 2019,
Platinum level. And for the first time, we
were named one of the 25 Best Places
to Work in Canada by Glassdoor, as
determined by those who know a
company best - employees.

Our specialty solutions business

is aleader in North America

Our Canadian specialty lines platform
has grown close to 50% over the past
five years. In 2017, we boosted our
ambitions in specialty lines with the
acquisition of OneBeacon. The
transition has gone very well - our
culture and values have been aligned
from the beginning. It feels like we've
been working together for a long time
and we are seeing positive results.

Net operating income per share

Combined specialty lines premiums
grew to $2.3 billion in 2018, nearly a
quarter of IFC’s book of business.
We are on track to reach our goal of
$3 billion and achieve a sustainable
combined ratio in the low 90s in the
medium term.

Having the right people with the right
expertise is critical to the success of the
specialty business. We are now better
positioned to leverage the significant
opportunities we see in specialty lines
across North America including growing
our Canadian cross-border business,
expanding the most attractive
OneBeacon product offerings in both
the U.S. and Canada, and leveraging
our sharing economy expertise.

Our company is one of

the most respected

To be one of the most respected
companies we must, above all, live
our values in the marketplace every
day. That includes putting in place
strong governance and abiding by
the highest ethical standards. As our
Chairman notes in his letter, we have
consistently performed well in external
governance reviews.

We continue to drive change, increase
broker satisfaction, and take customer
experience to the next level across

our personal and commercial
businesses while deepening our
strengths in pricing, risk selection,
claims and investments.

We have laid out clear performance
targets to earn respect including
exceeding industry ROE by 500 bps

in Canada and the U.S. and growing
NOIPS 10% yearly over time. We have
continued to perform well against those
targets. In 2018, we exceeded industry
ROE by close to 900 bps, taking average
annual outperformance on this metric
to 650 bps over the past decade. Since
becoming Intact Financial in 2009,
we’ve grown NOIPS at a compound
annual growth rate just north of 10%.

This outperformance allows us to invest
intransformation - including leveraging
Al to design relevant products and
services for customers. We aspire to

be the best insurance Al shop in the
world and we are building unique
partnerships with leading universities
in Canada to build a top talent pipeline
of actuaries and data scientists, and

to develop cutting-edge products.

650 bps

10-YEAR
AVERAGE ROE

OUTPERFORMANCE

10.4% $5.74
CAGR

$2.35

2009 2018

Intact Financial Corporation 2018 Annual Report




CEO’S MESSAGE

Our team of data scientists and
actuaries at the Data Lab are rolling out
our latest rating algorithms. We see
strong evidence that our investments

in Al will drive efficiencies, growth and
margin expansion in the years ahead
through more accurate pricing to better
reflect risk and a more personalized
product for customers.

Making a difference

Making a difference is in our DNA, and
itis reflected in our purpose and how
we live our values. Those values help

us make the right decisions whether we
are talking about financial performance
or supporting our communities.
Employees and customers are
increasingly looking to businesses to
take the lead on important societal
issues. We must challenge ourselves
over the next 10 years to have a greater
presence in our communities, and to
be more generous of our time, our
knowhow and our financial resources.
So how do we begin to raise the bar?

Over the last 10 years, we have donated
more than $37 million to charitable
causes, including more than $6 million in
2018 alone. Climate change adaptation,
addressing the root causes of child
poverty, and supporting employee

citizenship through our community
impact program are at the heart of
our giving.

Supporting climate change adaptation
initiatives has been, and will continue
to be, at the top of our list. We saw the
canary in the coal mine 10 years ago
and we’ve been helping our customers
manage the direct effects of increased
flooding, fire and other extreme weather
events ever since. We continue to see the
benefits in our investment in the Intact
Centre for Climate Adaptation at the
University of Waterloo. Dr. Blair Feltmate
and the team had outstanding success
this year working with government
partners to strengthen building codes
and flood standards and to give
homeowners practical tools and tips

to protect their homes from flooding.

We are working with other global
insurers, governments and non-
government organizations on climate
change. This year, we joined the United
Nations Environment Programme
Finance Initiative (UNEP FI) Task Force
on Climate-related Financial Disclosures
(TCFD) pilot, bringing together 16 of
the world's largest insurers to better
understand the impacts of climate
change on their business and how to

Climate change adaptation, addressing the root
causes of child poverty, and supporting employee
citizenship through our community impact program
are at the heart of our giving.

Intact Financial Corporation 2018 Annual Report

account for them. We also co-hosted
the Geneva Association Global Forum
on Pathways to Climate-Resilient Critical
Infrastructure in Toronto last September.
We will continue to use our knowledge,
experience and expertise in 2019 to
work with our partners to find solutions.

Child poverty is another serious issue
that needs immediate attention right
here in our own backyard. Today one
in five children in Canada lives in
poverty. This year, Intact’s donation

to the United Way was designated to
agencies that specifically address child
poverty issues. And we will continue
to build on our commitment in this
area of focus.

In 2018, we also supported the Roméo
Dallaire Child Soldiers Initiative to
establish a regional centre of training and
learning in Rwanda. These funds will help
the Dallaire Initiative establish a
permanent presence in Africa. Thisis a
cause that has been widely embraced

by our employees and | spent time in
Rwanda last spring with the Dallaire
Initiative and saw first-hand the
importance of their work. While the
problem of using children in wars is far
from resolved, the General's team is
moving the needle and making progress.

%
1=>

Over the last 10 years we
have donated more than

$37 million

to charitable causes



CEO’S MESSAGE

We will challenge ourselves to do better
in supporting climate change adaptation
and addressing the root causes of child
poverty in 2019 and beyond.

As beneficiaries of the power of Al,

we will also turn more of our attention
to the uncertainty this creates around
the future of work. People are
increasingly concerned about the
impact of technology on jobs and
whether they can continue to get
ahead. ltis up to companies like Intact
to help our employees navigate this
uncertainty and gain new skills, and
for us to continue to grow and provide
good jobs in the future.

e Launched self-service app
e Launched mobile UBI 2.0

e Maintained #1 and #2 brand
consideration nationally for
Intact Insurance and belairdirect

e Combined ratio of93.0% in 2018
e $2.3Bof DPWin 2018

e Steadyimprovementin
OneBeacon performance

Intact Financial Corporation 2018 Annual Report

businessis

Conclusion

Qur values, our people and our
strategy have been foundational to
our success over the last 10 years
and they will continue to underpin
our work over the next 10.

Qur customer driven culture and our
care for our people during a period of
transformational change are what will
differentiate us. We are confident that
this will fuel profitable growth and
another decade of outperformance on
our financial objectives as we establish
ourselves as a world-class P&C
insurance company.

Our strategy

Our
customers
are our
advocates

Our
people

are
engaged

Our
Specialty
Solutions

Our
company
is one of the

most
respected

aleader
in N.A.

| would like to thank our shareholders
and brokers for their support over the
last 10 years and our world-class team
of employees across North America
for their dedication to our customers
and communities.

b pd..

Charles Brindamour
Chief Executive Officer

e Aon Best Employer
e Canada’s Top 100 Employers

e Canada’s Top Employers
for Young People

e 25 Best Places to Work (Glassdoor)

NOIPS CAGR >10% since 2009

Track record of exceeding 500 bps
of ROE outperformance vs industry

Ranked #2 in Corporate Governance
out ofall TSX listed companies

Invested in machine learning
and artificial intelligence



CHAIRMAN’S MESSAGE

Intact is celebrating its 10-year
anniversary in 2019. It became an
independent and widely held company
in 2009 against the backdrop of the
global financial crisis. It was a bold move
that has consistently delivered strong
growth for you over the last 10 years.

In 2018, Intact delivered solid results
across underwriting, investments and
distribution, in both Canada and the
U.S. Net Operating Income Per Share
(NOIPS)' of $5.74 drove Operating
Return on Equity (OROE)' of 12.1%,
with over $1.3 billion of total capital
margin. In addition, the Company
announced a 9% increase in the
quarterly dividend for shareholders
to $0.76 per common share - the 14th
consecutive annual increase.

Under the leadership of Charles Brindamour

and his management team, the Company
continues to excel, outperform and deliver
value to you while staying grounded in its
founding values — integrity, respect,
customer driven, strive for excellence

and socially responsible.

10 years of

outperformance

Despite continued challenges with
extreme weather across North America,
personal auto in Canada and recent
market volatility, the Company is
well-positioned to outperformina
changing environment, through
enhanced risk selection, better
segmentation and leveraging data
analytics.

Intact continues to accelerate its digital
offerings, investing in software
engineering, machine learning and
artificial intelligence to design relevant
products and provide options for
customers. With the successful
integration of OneBeacon in the U.S.
and close to $2.3 billion in combined
direct premiums written in 2018, Intact
is making good strides towards
achieving its goal of creating a leading
specialty insurer in North America.

Recognizing the significance of climate
change and the Company's expertise as
a risk manager, Intact is participating in
the United Nations Environment
Programme Finance Initiative (UNEP FI)
Task Force on Climate-related Financial
Disclosures (TCFD) pilot to help better
assess the intensifying impacts of
climate change on the business.

Built on strong governance principles,
and a high standard of compliance and
ethics, Intact is today one of the most
respected companies in Canada. The
Company was ranked first (tie) by the
Clarkson Centre for Board Effectiveness
in its Board Shareholder Confidence
Index 2018, for the third year running.
This index examines the quality of
corporate governance practices among
Canadian public companies. As well,
Intact maintained its second position

in The Globe and Mail’s 2018 Board
Games report card.

Intact continues to accelerate its digital offerings, investing

in software engineering, machine learning and artificial

intelligence to design relevant products and provide options

for customers.

1 These are non-IFRS financial measures. See glossary on page 170 for definitions.
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CHAIRMAN’S MESSAGE

Intact was also recognized by Brendan
Wood International (BWI) as one of
five 2018 Global TopGun insurance
companies for transparency and
financial reporting. Louis Marcotte
was also named a Global TopGun CFO
by BWI.

Having engaged employees is integral
to Intact’s success. Besides retaining
past awards — an Aon Best Employer in
Canada at the platinum level, one of
Canada's Top 100 Employers and
Greater Toronto’s Top Employers, and
one of Canada's Top Employers for
Young People, the Board is pleased
to note that Intact was voted for the
first time as one of the 25 Top-Rated
Workplaces in Canada by Indeed,
Canada's top job search site, as well
as one of the 25 best places to work
in Canada, by Glassdoor. Also,

the Company was one of three
companies awarded with Platinum
Parity Certification by Women in
Governance, recognized for its ongoing
focus and progress in developing
women in the workplace. These
accolades speak to the Company’s
commitment to talent development,
employee engagement and diversity.

| want to thank Louise Roy who retired
from the Board in 2018. Louise served
on the Board of the Company since

its IPO in 2004 and brought her
expertise to the Board’s Human
Resources and Corporate Governance
committees during her tenure.
Following Louise’s retirement, we
welcomed William L. Young, a director
with extensive public company board
and board leadership experience
gained at several U.S., Canadian and
European-based companies.

As Intact marks a decade of delivering
for customers and outperforming, |

want to pay tribute to the management

team and employees at Intact, who
deliver on the Company’s purpose

every day - helping people, businesses

and society prosper in good times
and be resilient in bad times. Your
dedication, passion and commitment
are most admirable and are what sets

the Company apart in the marketplace.

To shareholders, customers and
brokers, thank you for your trust and
support over the last decade. It is
with your continued trust that Intact
will continue to grow, outperform
and succeed in 2019, and for many
years to come.

Qlwt 2

Claude Dussault
Chairman of the Board

The Company was one of three companies awarded with

Platinum Parity Certification by Women in Governance,

recognized for its ongoing focus and progress in developing

women in the workplace.

Intact Financial Corporation 2018 Annual Report



GOVERNANCE

Board of Directors

Claude Dussault

Chairman of the Board of Intact Financial
Corporation and President of ACVA Investing
Corporation

Charles Brindamour
Chief Executive Officer

Robert W. Crispin 2*
Corporate Director

Janet De Silva **
President & CEO of Toronto Region Board of Trade

Notes:
1 Denotes member of the Audit Committee

Robert G. Leary '* Frederick Singer >*
CEQ, Olayan Group CEO of Echo360
Eileen Mercier '* Stephen G. Snyder '3
Corporate Director Corporate Director
Sylvie Paquette ' Carol Stephenson *
Corporate Director Corporate Director
Timothy H. Penner ** William L. Young '*
Corporate Director Corporate Director
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INTACT FINANCIAL CORPORATION

Management’s Discussion and Analysis for the year ended December 31, 2018
(in millions of Canadian dollars, except as otherwise noted)

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, 2018. This MD&A is intended to enable the reader to assess our results of operations and financial condition for the three-
and twelve-month periods ended December 31, 2018, compared to the corresponding periods in 2017. It should be read in conjunction with our
Consolidated financial statements for our fiscal year ended December 31, 2018. This MD&A is dated February 5, 2019.

“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 Form, may be found online on SEDAR at www.sedar.com.
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INTACT FINANCIAL CORPORATION

Management’s Discussion and Analysis for the year ended December 31, 2018
(in millions of Canadian dollars, except as otherwise noted)

Non-IFRS financial measures

We use both IFRS and non-IFRS financial measures to assess our performance. Non-IFRS financial measures do not have any
standardized meaning prescribed by IFRS and are unlikely to be comparable to any similar measures presented by other
companies. The non-IFRS measures included in this MD&A are: direct premiums written (DPW), change or growth in constant
currency, net earned premiums (NEP), total net claims, underlying current year loss ratio, underwriting expenses, underwriting
income (loss), combined ratio, net distribution income, net operating income (NOI), net operating income per share (NOIPS),
operating return on equity (OROE), adjusted net income, adjusted net income per share (AEPS), adjusted return on equity (AROE)
and market based yield. See Section 27 — Non-IFRS financial measures for the definition and reconciliation to the most
comparable IFRS measures. These measures and 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.

Important notes

e 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). DPW for 2017 were adjusted to exclude fronting from P&C Canada, to
enhance comparability with our current reporting. See Table 29 for details on exited lines and Table 31 for the
reconciliation to DPW, as reported under IFRS. All underwriting results and related ratios exclude the MYA and the results
of our U.S. Commercial exited lines, unless otherwise noted. The expense and general expense ratios are presented herein
net of other underwriting revenues.

e 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.) 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.

e Alarge 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.

e When relevant, we present changes in constant currency, which exclude the impact of fluctuations in foreign exchange rates
from one period to the other, to enhance the analysis of our results with comparative periods. See Section 27 — Non-IFRS
financial measures.

e 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 include the aggregate of capital in excess of company action levels
in regulated entities (170% MCT, 200% RBC and other CALs in other jurisdictions) plus available cash in unregulated entities.

e Unless otherwise noted, market share and market related data for P&C Canada are based on the latest available data (YTD
Q3-2018) from MSA Research Inc. (“MSA”) and excludes Lloyd’s Underwriters Canada, Insurance Corporation of British
Columbia, Saskatchewan Government Insurance, Saskatchewan Auto Fund, Genworth Financial Mortgage Insurance
Company Canada and Canada Guaranty Mortgage Insurance Company. MSA data excludes certain Québec regulated
entities. Market share and market positioning reflect the impact of announced or completed acquisitions and are therefore
presented on a pro forma basis.

e 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 identify forward-looking statements. Unless otherwise indicated, all forward-

looking statements in this MD&A are made as at December 31, 2018 and are subject to change after that date.

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 manage ment
believes are appropriate in the circumstances. 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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Management’s Discussion and Analysis for the year ended December 31, 2018
(in millions of Canadian dollars, except as otherwise noted)

the Company’s ability to implement its strategy or operate
its business as management currently expects;

its ability to accurately assess the risks associated with the
insurance policies that the Company writes;

unfavourable capital market developments or other factors
which may affect the Company’s investments, floating rate
securities and funding obligations under its pension plans;
the cyclical nature of the P&C insurance industry;
management’s ability to accurately predict future claims
frequency and severity, including in the personal auto line of
business;

government regulations designed to protect policyholders
and creditors rather than investors;

litigation and regulatory actions; periodic negative publicity
regarding the insurance industry;

intense competition;

the Company’s reliance on brokers and third parties to sell
its products to clients and provide services to the Company;
the Company’s ability to successfully pursue its acquisition
strategy; the Company’s ability to execute its business
strategy; the Company’s ability to successfully pursue its
acquisition strategy;

the Company’s ability to execute its business strategy;

the Company’s ability to achieve synergies arising from
successful integration plans relating to acquisitions;

the Company’s profitability following the acquisition (the
“Acquisition”) of OneBeacon Insurance Group, Ltd.
(“OneBeacon”);

the Company’s ability to improve its Combined Ratio in the
United States in relation to the Acquisition;

the Company’s ability to retain business and key employees
in the United States in relation to the Acquisition;
undisclosed liabilities in relation to the Acquisition;

the Company’s participation in the Facility Association (a
mandatory pooling arrangement among all industry
participants) and similar mandated risk-sharing pools;

terrorist attacks and ensuing events;

the occurrence and frequency of catastrophe events,
including a major earthquake;

catastrophe losses caused by severe weather and other
weather-related losses, as well as the impact of climate
change;

the Company’s ability to maintain its financial strength and
issuer credit ratings; the Company’s access to debt and
equity financing;

the Company's ability to compete for large commercial
business;

the Company’s ability to alleviate risk through reinsurance;
the Company’s ability to successfully manage credit risk
(including credit risk related to the financial health of
reinsurers);

the Company’s ability to contain fraud and/or abuse; the
Company’s reliance on information technology and
telecommunications systems and potential failure of or
disruption to those systems, including in the context of
evolving cybersecurity risk;

the impact of developments in technology and use of data
on the Company’s products and distribution;

the Company’s dependence on and ability to retain key
employees;

changes in laws or regulations;

general economic, financial and political conditions;

the Company’s dependence on the results of operations of
its subsidiaries and the ability of the Company’s subsidiaries
to pay dividends;

the volatility of the stock market and other factors affecting
the trading prices of the Company’s securities;

the Company’s ability to hedge exposures to fluctuations in
foreign exchange rates;

future sales of a substantial number of its common shares;
changes in applicable tax laws, tax treaties or tax
regulations or the interpretation or enforcement thereof.

All of the forward-looking statements included in this MD&A and the quarterly earnings press release dated February 5, 2019, are
qualified by these cautionary statements and those made in the section entitled Risk management (Sections 19-24) of our MD&A
for the year ended December 31, 2018. These factors are not intended to represent a complete list of the factors that could affect
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
consistent 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 should 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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Management’s Discussion and Analysis for the year ended December 31, 2018
(in millions of Canadian dollars, except as otherwise noted)

Glossary of abbreviations

Description Description

AEPS Adjusted EPS MD&A Management’s Discussion and Analysis

AFS Available for sale Moody’s Moody’s Investor Service Inc.

AMF Autorité des marchés financiers MYA Market yield adjustment

AOCI Accumulated OCI NAIC National Association of Insurance Commissioners
AROE Adjusted ROE NCIB Normal course issuer bid

BVPS Book value per share NEP Net earned premiums

CAD Canadian Dollar NOI Net operating income

CAGR Compound annual growth rate NOIPS NOI per share

CAL Company action level oClI Other comprehensive income

CAN Canada OROE Operating ROE

CAT Catastrophe OSFI Office of the Superintendent of Financial Institutions
DBRS Dominion Bond Rating Services P&C Property & Casualty

DPW Direct premiums written PTOI Pre-tax operating income

EPS Earnings per share to common shareholders PYD Prior year claims development

Fitch Fitch Ratings Inc. RBC Risk-based capital

FVTPL Fair value through profit and loss ROE Return on equity

IFRS International Financial Reporting Standards S&P Standard & Poor’s

KPI Key performance indicator u.s. United States

MCT Minimum capital test uUsD U.S. Dollar

@ This icon represents data relevant to environmental, social and governance (ESG) disclosure including its impact
on our results where applicable.
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Management’s Discussion and Analysis for the year ended December 31, 2018
(in millions of Canadian dollars, except as otherwise noted)

OVERVIEW

Section 1 — About Intact Financial Corporation

1.1 Who we are

- intact belairdirect. Br.OkerI:iQ!?

Auto/Home /Busir

INSURANCE

OneBeacon

e Largest provider of P&C insurance in Canada and a leading provider of specialty insurance in North America, with over
$10 billion in annual DPW.

e Approximately 14,000 full- and part-time 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. In the U.S., OneBeacon, a wholly-owned
subsidiary, provides specialty insurance products through independent agencies, brokers, wholesalers and managing general
agencies.

e We are a proven industry consolidator with a track record of 16 successful P&C acquisitions since 1988.

1.2 What we offer

With our comprehensive range of auto, home and business insurance products, we offer customers protection tailored to meet their
unigue needs. Across Intact, we share the same goal: We are here to help people, businesses and society prosper in good times
and be resilient in bad times. Making a difference is important to us; it is our purpose.

2018 DPW 2018 DPW 2018 DPW
by business segment line of business by brand
mP | aut . .
M Canada Insurance Pgﬁﬁgﬂ; ?)Eooerty M Intact insurance BrokerLink"
Commercial lines- Canada s
U.S. Insurance B Commercial lines- U.S. belairdirect B OneBeacon

8%

0
15% 22%

26%

1 Represents Intact insurance premiums sold
through BrokerLink
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Management’s Discussion and Analysis for the year ended December 31, 2018
(in millions of Canadian dollars, except as otherwise noted)

1.3 Our business segments

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

Intact Financial Corporation
Comprised of underwriting (P&C Canada) and distribution activities in Canada

e Underwriting of automobile, home and business insurance contracts to individual and businesses in
Canada. Underwriting results in Canada are reported under three lines of business (see Section 4):

Canada e Personal auto

(CAN) e Personal property

e Commercial, which include Commercial auto and Commercial P&C

e Distribution operations, including the operating results of our wholly-owned broker, BrokerLink, as
well as our share of results of broker affiliates.

Comprised of underwriting activities in the U.S. (P&C U.S.)

e Underwriting of specialty contracts mainly to small and midsize businesses in the U.S., which are
reported under:
e Commercial lines, which include the underwriting results of OneBeacon since September 28,
2017 (see Section 5).

Comprised of the following activities, which are managed at the Corporate level

Corporate e Investment management

and Other e Treasury and capital management

(Corporate) e Other corporate activities, including internal reinsurance

Operating results include net investment income, finance costs, as well as other income and expenses
(including corporate expenses and ancillary income) (see Section 6).

We measure our consolidated performance mainly based on NOIPS and business segment performance based on pre-tax
operating income (PTOI).

Table 1 — Operating performance by segment?!
For the years ended Dec. 31,

U.S. Corporate U.S. Corporate

DPW 8,601 1,489 - 10,090 8,423 307 - 8,730
NEP 8,332 1,380 3 9,715 8,204 326 - 8,530
Operating income

Underwriting income 400 71 3 474 478 8 - 486

Net investment income - - 529 529 - - 432 432

Net distribution income 146 - - 146 132 - - 132

Finance costs - - (103) (103) - - (82) (82)

Other income (expense) - - (18) (18) - - 5 5
Pre-tax operating income (PTOI) 546 71 411 1,028 610 8 355 973
Net operating income (NOI) 839 771
NOIPS (in dollars) 5.74 5.60

1 Refer to Section 27 — Non-IFRS financial measures.
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Management’s Discussion and Analysis for the year ended December 31, 2018
(in millions of Canadian dollars, except as otherwise noted)

Section 2 — Our performance at a glance

Full year 2018 Highlights

DPW growth NOIPS growth OROE Toﬁg‘rziﬂ'ta’ BVPS

+16% +3% 12.1% $1.3 billion +2%

e Net operating income per share up 19% to $1.93 in Q4-2018 driven by solid operating results

e Premiums grew 4% in the quarter and 16% for the full year fuelled by commercial lines across North America
e Combined ratio of 91.7% in Q4-2018 with significant improvement in personal auto

e  Full year NOIPS of $5.74 drove Operating ROE of 12.1%, with over $1.3 billion of total capital margin

e Quarterly dividend increased by 9% to $0.76 per common share

DPW Combined ratio NOIPS (in dollars)

2016 W 2017 W 2018

&
3 <
Q4 Annual Q4 Annual Q4 Annual
EPS (in dollars) Operating ROE Total capital margin

2016 W 2017 W 2018

N
o %
(42}
Q4

Annual Annual Annual
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Management’s Discussion and Analysis for the year ended December 31, 2018
(in millions of Canadian dollars, except as otherwise noted)

Section 3 - Consolidated performance

Table 2 — Consolidated performance?!

Q4-2018 Q4-2017 Change 2018 2017 Change
DPW 2,392 2,293 4% 10,090 8,730 16%
NEP 2,509 2,400 5% 9,715 8,530 14%
Operating income
Underwriting income 210 178 32 474 486 (12)
Net investment income 140 121 19 529 432 97
Net distribution income 36 28 8 146 132 14
Finance costs 27) (25) 2 (103) (82) (21)
Other income (expense) (6) 2 (8) (18) 5 (23)
PTOI 353 304 49 1,028 973 55
NOI 281 236 19% 839 771 9%
Non-operating gains (losses) (42) (58) 16 (142) (31) (1112)
Effective income tax rate 21.5% 5.9% 15.6 pts 20.2% 15.9% 4.3 pts
Net income 244 232 5% 707 792 (11)%
Underwriting ratios
Claims ratio 62.7% 63.5% (0.8) pts 65.3% 65.4% (0.1) pts
Expense ratio 29.0% 29.1% (0.1) pts 29.8% 28.9% 0.9 pts
Combined ratio 91.7% 92.6% (0.9) pts 95.1% 94.3% 0.8 pts
Per share measures, basic and diluted
(in dollars)
NOIPS 1.93 1.63 19% 5.74 5.60 3%
EPS 1.67 1.60 4% 4.79 5.75 17)%
BVPS 48.73 48.00 2%
Return on equity for the last 12 months
OROE 12.1% 12.9% (0.8) pts
ROE 9.9% 12.8% (2.9) pts
Total capital margin 1,333 1,135 198
Debt-to-total capital ratio 22.0% 23.1% (1.1) pts

1 Refer to Section 27 — Non-IFRS financial measures.

Table 3 — Performance by business segment*

Section Q4-2017 Change

DPW growth in constant currency

Canada 4.4 2,067 1,986 4% 8,601 8,423 2%
uU.S. 5.3 325 307 2% 1,489 307 nm
2,392 2,293 4% 10,090 8,730 16%

Combined ratio
Canada 4.4 90.8% 91.9% (1.1) pts 95.2% 94.2% 1.0 pts
u.S. 5.3 96.7% 97.4% (0.7) pts 94.8% 97.4% nm
91.7% 92.6% (0.9) pts 95.1% 94.3% 0.8 pts

PTOI

Canada 4.3 232 198 17% 546 610 (10)%
U.S. 5.3 13 8 63% 71 8 nm
Corporate and Other 6.4 108 98 10% 411 355 16%
353 304 16% 1,028 973 6%

1 Refer to Section 27 — Non-IFRS financial measures.
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Management’s Discussion and Analysis for the year ended December 31, 2018
(in millions of Canadian dollars, except as otherwise noted)

Q4-2018 vs Q4-2017 2018 vs 2017

DPW growth

Our premiums grew 4% in the quarter with strong
growth in commercial and specialty lines across
North America.

Our premiums grew 16% for the full year, mainly
from the acquisition of OneBeacon which contributed
14% to our topline, and strong growth in both
commercial and speciality lines in Canada.

Underwriting
performance

Overall combined ratio was solid at 91.7%, with
improved underlying performances in both Canada
and the U.S.

Combined ratio for Canada was strong at 90.8%,
1.1 points better than last year, reflecting significant
improvement in personal auto, tempered by a
deterioration in commercial lines.

Combined ratio in the U.S. was 96.7%, as a
healthy underlying performance was offset by
5.9 points of CAT losses.

Overall combined ratio of 95.1% with solid
underlying performances in both Canada and the
u.s.

Combined ratio for Canada deteriorated by
one point to 95.2%, as the improvement in personal
auto was more than offset by higher large losses and
catastrophe losses in commercial lines.

Solid combined ratio in the U.S. of 94.8%, in line
with expectations for 2018, reflecting good progress
towards our goal of achieving a sustainable
combined ratio in the low-90s within 18-24 months.

Net investment
income

Net investment income was up 16% from
investment optimization initiatives and higher yields.

Net investment income was up 22%, due to the
growth in our investment portfolio following the
acquisition of OneBeacon, as well as investment
optimization initiatives and higher yields.

Net distribution

Net distribution income was up 29% to

Net distribution income was up 11% to

income $36 million due to organic growth, improved $146 million, reflecting the continued growth of our
margins and broker acquisitions. broker network and improved profitability.

NOIPS e NOIPS of $1.93 up 19%, due to improved e NOIPS of $5.74 improved by 3%, largely driven by
underwriting performance and strong growth in both the acquisition of OneBeacon, which delivered solid
net investment income and net distribution income. underwriting results and drove the strong growth in

net investment income.

Effective e Effective income tax rate of 21.5% for the quarter and 20.2% for the full year was largely in line with

income tax rate

expectations. In 2017, the effective income tax rate was unusually low as it included a one-time income tax
recovery related to the enactment of the U.S. Corporate tax reform as well as higher non-taxable gains.

Net income

Net income of $244 million was up 5%, driven by
solid operating earnings.

Net income of $707 million was down 119%,
despite higher operating earnings. In 2017, we had
benefited from one-time non-operating gains relating
to the acquisition of OneBeacon.

OROE

Operating ROE for the 12 months ended December 31, 2018 was 12.1%, due to weak personal auto results
in the earlier part of 2018, as well as elevated large losses in commercial lines. Our OROE remains well above

the industry, though below our historical track record.

Financial
condition

BVPS of $48.73 increased 2% from a year ago as our earnings, net of common share dividends, were offset
in part by the impact of unfavourable capital markets on our investment portfolio.

Our debt-to-total capital ratio of 22.0% as at December 31, 2018 increased by 0.3 points in the quarter mainly
due to the weaker capital markets, which resulted in a lower equity base. For the full year, it decreased by
1.1 points as we continue to track towards our goal of 20% in 2019.

We ended the year in a strong financial position, with over $1.3 billion of total capital margin.

Constant currency

With the acquisition of OneBeacon, approximately 15% of our premiums are written in USD. The impact of fluctuations in foreign exchange
rates was not material to our consolidated performance for the year ended December 31, 2018. See Section 5 — U.S. for the impact on our

U.S. results.

INTACT FINANCIAL CORPORATION 9



INTACT FINANCIAL CORPORATION

Management’s Discussion and Analysis for the year ended December 31, 2018
(in millions of Canadian dollars, except as otherwise noted)

SEGMENT PERFORMANCE

Section 4 — Canada

4.1 Canada’s largest home, auto and business insurer I I 17%

e Largest P&C insurer in Canada, with $8.6 billion in annual DPW and an * Market share
approximate market share of 17%.

e We distribute insurance in Canada under the Intact Insurance brand through a
wide network of brokers, including our wholly-owned subsidiary BrokerLink, 2018 DPW
and directly to consumers through belairdirect. by line of business

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

4.2 We offer a comprehensive range of insurance
products

m Personal property

m Personal auto

u Commercial lines

Personal auto

o 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.

2018 DPW

Personal property by geographic location

e  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. = Quebec
m Ontano

Commercial lines (including specialty lines) m\West
e We provide a broad range of coverages tailored to the needs of a diversified Atlantic

group of small and medium sized businesses including commercial landlords,
manufacturers, contractors, wholesalers, retailers, transportation businesses,
agriculture businesses and service providers.

e 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.

e Commercial vehicle coverages provide protection for commercial auto, fleets, garage operations, light trucks, public vehicles
and the specific needs of the sharing economy.

4.3 Operating performance

Table 4 — Operating performance

Section Q4-2017 Change 2018 2017 Change

Canada
P&C Canada 4.4 196 170 15% 400 478 (16)%
Distribution 36 28 29% 146 132 11%
PTOI 232 198 17% 546 610 (10)%

10 INTACT FINANCIAL CORPORATION



INTACT FINANCIAL CORPORATION

Management’s Discussion and Analysis for the year ended December 31, 2018
(in millions of Canadian dollars, except as otherwise noted)

44 P&C Canada

Table 5 — Underwriting results for P&C Canadat

DPW 2,067 1,986 4% 8,601 8,423 2%
NEP 2,129 2,074 3% 8,332 8,204 2%
Current year claims (excluding CAT claims) 1,356 1,372 (16) 5,411 5,321 90
Current year CAT claims 33 31 2 308 313 5)
(Favourable) unfavourable PYD (56) () 21 (181) (253) 72
Total net claims 1,333 1,326 7 5,538 5,381 157
Underwriting expenses 600 578 22 2,394 2,345 49
Underwriting income 196 170 26 400 478 (78)
Underwriting ratios

Underlying current year loss ratio 63.7% 66.2%  (2.5) pts 65.0% 64.9% 0.1 pts
CAT loss ratio 1.6% 1.5% 0.1 pts 3.7% 3.8% (0.1) pts
(Favourable) unfavourable PYD ratio 2.1% (3.7% 1.0 pts (2.2)% B.1)% 0.9 pts
Claims ratio 62.6% 64.0% (1.4) pts 66.5% 65.6% 0.9 pts
Commissions 14.9% 14.5% 0.4 pts 15.3% 15.2% 0.1 pts
General expenses 9.6% 9.7% (0.1) pts 9.6% 9.7% (0.1) pts
Premium taxes 3.7% 3.7% - pts 3.8% 3.7% 0.1 pts
Expense ratio 28.2% 27.9% 0.3 pts 28.7% 28.6% 0.1 pts
Combined ratio 90.8% 91.9% (1.1) pts 95.2% 94.2% 1.0 pts

1 Refer to Section 27 — Non-IFRS financial measures.

Table 6 — Performance by line of business — Canada

Section
DPW growth
Personal auto 4.5 818 824 (1)% 3,750 3,818 (2)%
Personal property 4.6 517 505 2% 2,186 2,135 2%
Commercial lines 4.7 732 657 11% 2,665 2,470 8%
2,067 1,986 4% 8,601 8,423 2%
Combined ratio
Personal auto 4.5 97.3% 101.2%  (3.9) pts 99.5% 101.7% (2.2) pts
Personal property 4.6 78.5% 79.7% (1.2) pts 88.3% 89.1% (0.8) pts
Commercial lines 4.7 91.6% 87.4% 4.2 pts 94.6% 86.5% 8.1 pts
90.8% 91.9% (1.1) pts 95.2% 94.2% 1.0 pts

Underlying current year loss ratio Combined ratio

2016 W 2017 W2018

8,277

Q4 Annual Q4 Annual Q4 Annual
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INTACT FINANCIAL CORPORATION

Management’s Discussion and Analysis for the year ended December 31, 2018
(in millions of Canadian dollars, except as otherwise noted)

Q4-2018 vs Q4-2017 2018 vs 2017

12

DPW growth of 4% reflected very strong growth in
commercial lines, including specialty lines. Growth in
personal lines remained tempered by our profitability
actions in personal auto.

Underlying current year loss ratio improved by
2.5 points to 63.7%, reflecting 7 points of
improvement in personal auto, offset in part by
deterioration in commercial lines.

CAT loss ratio of 1.6% was in line with last year and
expectations.

DPW growth of 2% reflected strong growth in commercial
lines, while growth in personal lines was tempered by the
impact of our profitability actions in personal auto.

Underlying current year loss ratio of 65.0% is essentially
unchanged, as continued improvement in personal auto was
offset by higher large losses and severe weather in
commercial lines and personal property.

CAT loss ratio of 3.7% was mostly weather-related and
comparable to last year, though it remains above
expectations.

Lower favourable PYD ratios of 2.7% for the quarter and 2.2% for the full year, though they were in line with

expectations.

Expense ratio of 28.2% in the quarter and 28.7% for the full year remained lower than historical levels thanks to our
expense initiatives and to lower variable commissions. The increase in commissions in the quarter was due to improved

profitability.

We delivered a very strong combined ratio of
90.8%, 1.1 points better than last year, with
outstanding results in personal property and
significant improvement in personal auto. This was
tempered by a deterioration in commercial lines.

INTACT FINANCIAL CORPORATION

We completed the year with a combined ratio of 95.2%,
up one point compared to last year, as strong results in
personal lines including improvement in personal auto, were
more than offset by higher large losses in commercial lines.



INTACT FINANCIAL CORPORATION

Management’s Discussion and Analysis for the year ended December 31, 2018

(in millions of Canadian dollars, except as otherwise noted)

=3

45 Personal auto =
Table 7 — Underwriting results for personal auto
Q4-2018 Q4-2017  Change 2018 2017 Change
DPW 818 824 (1)% 3,750 3,818 (2)%
Written insured risks (in thousands) 866 917 (6)% 4,159 4,319 (D%
NEP 934 952 (2)% 3,727 3,782 (1)%
Underwriting income (loss) 26 (11) nm 19 (64) nm
Underlying current year loss ratio 74.4% 81.4% (7.0) pts 74.7% 77.7% (3.0) pts
CAT loss ratio -% 0.2% (0.2) pts 0.6% 0.7% (0.1) pts
(Favourable) unfavourable PYD ratio 0.3% (2.8)% 3.1 pts 1.3% 0.3% 1.0 pts
Claims ratio 74.7% 78.8%  (4.1)pts 76.6% 78.7% (2.1) pts
Expense ratio 22.6% 22.4% 0.2 pts 22.9% 23.0% (0.1) pts
Combined ratio 97.3% 101.2% (3.9) pts 99.5% 101.7% (2.2) pts

Q4-2018 vs Q4-2017
e DPW declined by 1%, as we remain ahead of the market in
terms of rate increases. There is growing evidence of
improving market conditions based on recent rate filings
and growth in the risk sharing pools.

e Underlying current year loss ratio of 74.4% improved by
7.0 points, mostly attributable to our profitability actions. Our

rate increases and other profitability actions have delivered
another quarter of lower claims frequency and severity,
strengthening our view that our actions are effective.

. Unfavourable PYD ratio was minimal at 0.3%.

e Combined ratio of 97.3% improved by 3.9 points,
reflecting a significant improvement in underlying
performance offset in part by a deterioration in PYD.

2018 vs 2017

DPW declined by 2%, reflecting continued profitability actions
including rate increases taken ahead of our competitors. Our
segmentation initiatives, including changes to our regional and
new business mix, have improved the portfolio quality while
impacting unit growth.

Underlying current year loss ratio of 74.7% improved by
3.0 points due to the continued benefits of our action plan
including rate increases across the country. Weather-related
losses were essentially in line with 2017.

Unfavourable PYD ratio of 1.3%, mostly driven by
unfavourable development on Ontario Accident Benefit (AB)
files dating prior to the 2016 reform.

Combined ratio of 99.5% improved by 2.2 points, as an
improved underlying performance driven by the benefits of our
profitability actions was offset in part by higher unfavourable
PYD.

e  Our profitability actions have yielded results. We have reached a mid-90s combined ratio run-rate and are now focused on
sustaining that performance. We remain well positioned to capture potential growth opportunities as market conditions continue
to improve.

Underlying current year loss ratio

Combined ratio

2016 W 2017 W2018

3,792

Qa Annual Qa

Annual

Annual Q4
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INTACT FINANCIAL CORPORATION

Management’s Discussion and Analysis for the year ended December 31, 2018
(in millions of Canadian dollars, except as otherwise noted)

4.6

Personal property

Table 8 — Underwriting results for personal property

DPW 517 505 2% 2,186 2,135 2%
Written insured risks (in thousands) 547 556 2)% 2,364 2,395 D)%
NEP 534 522 2% 2,098 2,040 3%
Underwriting income 115 106 8% 246 222 11%
Underlying current year loss ratio 47.1% 49.3% (2.2) pts 52.0% 49.6% 2.4 pts
CAT loss ratio 2.1% 1.9% 0.2 pts 7.6% 10.2% (2.6) pts
(Favourable) unfavourable PYD ratio (2.9)% (3.2)% 0.3 pts (3.1)% (3.0)% (0.7) pts
Claims ratio 46.3% 48.0% (1.7) pts 55.9% 56.8% (0.9) pts
Expense ratio 32.2% 31.7% 0.5 pts 32.4% 32.3% 0.1 pts
Combined ratio 78.5% 79.7% (1.2) pts 88.3% 89.1% (0.8) pts

2018 vs 2017

486

14

Q4-2018 vs Q4-2017

DPW growth of 2% in the quarter and the full year reflected continuing rate increases in firm market conditions,

tempered by the impact of profitability actions in personal auto.

Underlying current year loss ratio was very e Underlying current year loss ratio for the year remains

strong at 47.1% and improved by 2.2 points, despite solid at 52.0%, though it deteriorated by 2.4 points from last
an increase in weather-related losses of roughly year, due to an increase in weather-related claims and large
2 points. losses.

CAT loss ratio of 2.1% was essentially in line with e  CAT loss ratio of 7.6% was lower than last year, though in
last year. line with expectations.

Favourable PYD ratio of 2.9% in the quarter and 3.7% in the full year remained healthy.

This line continues to perform very well with combined ratios of 78.5% in the quarter and 88.3% for the full year,
including the impact of severe weather. With market conditions remaining firm, this line is well positioned for the future.

DPW Underlying current year loss ratio

2016 W 2017 W2018

2,030

Q4 Annual Q4

INTACT FINANCIAL CORPORATION
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Management’s Discussion and Analysis for the year ended December 31, 2018
(in millions of Canadian dollars, except as otherwise noted)

4.7

Commercial lines

E

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

Q4-2018 Q4-2017 Change 2018 2017 Change

DPW 732 657 11% 2,665 2,470 8%
Commercial P&C 502 462 9% 1,822 1,716 6%
Commercial auto 230 195 18% 843 754 12%
NEP 661 600 10% 2,507 2,382 5%
Underwriting income (loss) 55 75 (27)% 135 320 (58)%
Underlying current year loss ratio 62.0% 56.9% 5.1 pts 61.3% 57.5% 3.8 pts
CAT loss ratio 3.4% 2.9% 0.5 pts 4.9% 3.1% 1.8 pts
(Favourable) unfavourable PYD ratio (6.7)% (5.6)% (1.1) pts (6.0)% (8.9)% 2.4 pts
Claims ratio 58.7% 54.2% 4.5 pts 60.2% 52.2% 8.0 pts
Expense ratio 32.9% 33.2% (0.3) pts 34.4% 34.3% 0.1 pts
Combined ratio 91.6% 87.4% 4.2 pts 94.6% 86.5% 8.1 pts

Q4-2018 vs Q4-2017

Very strong DPW growth of 11%, as we continue to
benefit from rate momentum in firm market conditions
and robust growth in specialty lines.

Underlying current year loss ratio of 62.0% was
healthy, though it deteriorated by 5.1 points from last
year’s strong performance.

CAT loss ratio was 3.4%, roughly twice our
expectations.

Favourable PYD of 6.7% remained healthy.

Combined ratio of 91.6% deteriorated by 4.2 points
from last year’s very strong performance, which had a
lower level of large losses.

2018 vs 2017

Strong DPW growth of 8%, as both segments are
benefiting from rate momentum in firm market conditions
and strong growth in specialty lines.

Underlying current year loss ratio of 61.3% deteriorated
by 3.8 points, mainly due to elevated large losses.

CAT loss ratio of 4.9% was roughly twice the expected
amount, and mostly driven by severe weather.

Favourable PYD of 6.0% remained healthy, though lower
than last year’s elevated level.

Combined ratio of 94.6% deteriorated by 8.1 points
compared to last year's exceptionally strong performance,
driven by elevated large losses and higher CAT losses.

The underlying fundamentals of this business remain strong, supported by firm market conditions and a high-quality
portfolio.

Underlying current year loss ratio Combined ratio

2016 W 2017 W 2018

644

Q4 Annual Q4

Annual Q4 Annual
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INTACT FINANCIAL CORPORATION

Management’s Discussion and Analysis for the year ended December 31, 2018
(in millions of Canadian dollars, except as otherwise noted)

Section 5-U.S.

The acquisition of OneBeacon was completed on September 28, 2017.

Leading U.S.\

5.1 A pure-play specialty lines insurer specialty insurer

e Leading U.S. specialty insurer focused on small to midsized businesses, with
US$1.1 billion (CAD$1.5 billion) in annual DPW. 2018 DPW

e Distributes insurance products and services in the U.S. under the OneBeacon
brand through independent agencies, regional and national brokers,
wholesalers and managing general agencies.

e OneBeacon operates through five underwriting companies: Atlantic Specialty = Specialty lines
Insurance Company, Homeland Insurance Company of Delaware, Homeland
Insurance Company of New York, OBl America Insurance Company and OBI
National Insurance Company.

5.2  What we offer 2018 DPW

e Specialty insurance to solve the unique needs of particular customers or Calforn
industry groups including accident and health, technology, ocean and inland matiornia
marine, public entities, and entertainment. New York

e Distinct specialty products and tailored coverages to a broad customer base uTexas
across the U.S. in areas such as healthcare, tuition reimbursement, surety, Florida

management liability, financial services, specialty property, environmental and

financial institutions. = Other states
e Each OneBeacon business unit is managed by an experienced team of \ /

specialty insurance professionals focused on a specific customer group or

industry segment. 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.

DPW by business unit

Accident & Health 15%
Technology 12%
Ocean Marine 11%

Tuition Reimbursement 7%
Government risk 7%
Inland Marine 6%
Healthcare 6%
Management Liability 6%

Specialty Property 6%
Entertainment 5%
Environmental 4%
Fin. Services 3%
Fin. Institutions 3%

Other 1%
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INTACT FINANCIAL CORPORATION

Management’s Discussion and Analysis for the year ended December 31, 2018
(in millions of Canadian dollars, except as otherwise noted)

5.3 P&CU.S. Eg

All figures in the table below are shown in CAD, using an average exchange rate of 1.32 for Q4-2018 and 1.30 for full year 2018
(Q4-2017 results were converted at 1.27). Percentage changes reported in constant currency exclude the impact of currency
fluctuations. See Section 27 — Non-IFRS financial measures.

Table 10 — Underwriting results for P&C U.S.*

FY 2018

DPW 325 307 6% 1,489 307 nm

Growth in constant currency 2% nm
NEP 379 326 16% 1,380 326 nm

Growth in constant currency 12% nm
Current year claims 211 183 28 786 183 nm
Current year CAT claims 22 - 22 22 - nm
(Favourable) unfavourable PYD 6 15 9 4) 15 nm
Net claims incurred 239 198 41 804 198 nm
Underwriting expenses 127 120 7 505 120 nm
Underwriting income 13 8 5 71 8 nm
Underwriting ratios?®
Underlying current year loss ratio 55.6% 55.9% (0.3) pts 56.9% 55.9% nm
CAT loss ratio 5.9% - 5.9 pts 1.6% - nm
(Favourable) unfavourable PYD ratio 1.5% 4.6% (3.1) pts (0.3)% 4.6% nm
Claims ratio 63.0% 60.5% 2.5pts 58.2% 60.5% nm
Commissions 14.9% 16.8% (1.9) pts 15.5% 16.8% nm
General expenses 17.8% 18.2% (0.4) pts 19.0% 18.2% nm
Premium taxes 1.0% 1.9% (0.9) pts 2.1% 1.9% nm
Expense ratio 33.7% 36.9% (3.2) pts 36.6% 36.9% nm
Combined ratio 96.7% 97.4% (0.7) pts 94.8% 97.4% nm

! Excluding the results of exited lines (see Section 27 — Non-IFRS financial measures).
2 Change for FY 2018 vs Q4-2017 is not meaningful, as 2017 includes only three months of results given the acquisition date of September 28, 2017.
3 The impact of currency fluctuations on underwriting ratios is minimal and is not considered significant.
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INTACT FINANCIAL CORPORATION

Management’s Discussion and Analysis for the year ended December 31, 2018
(in millions of Canadian dollars, except as otherwise noted)

Q4-2018 vs Q4-2017

e DPW growth of 2% on a constant currency basis with solid e DPW growth of 2% for the full year on a constant
progress in our growth focus lines, tempered by the impact currency basis reflected strong new business, tempered by
of our profitability improvement actions in other lines. the impact of our profitability improvement actions.

e Underlying current year loss ratio was healthy at 55.6% in the quarter and 56.9% in the full year.

e CAT loss ratio of 5.9% in the quarter, mainly reflected the impact of hurricane Michael and large commercial fires. From a full
year perspective, CAT loss ratio of 1.6% in 2018 was slightly above our expectations.

e Though PYD was unfavourable 1.5% in the quarter, it was slightly favourable for the full year. Refer to Section 15.2 —
Reinsurance for more details on the Adverse Development Coverage (ADC).

e Expense ratio of 33.7% reflected the seasonality of our e Expense ratio of 36.6% reflected our continued focus on

operations, though it was slightly better than our cost saving initiatives including realized synergies, and was
expectations for the fourth quarter mainly due to business slightly better than expectations.

mix and a one-time favourable adjustment to premium

taxes.

e We have realized another US$7 million of synergies in the quarter. On a run-rate basis, we have exceeded our target of
US$25 million of annual synergies, ahead of schedule.

e Combined ratio of 96.7% improved marginally, after e Combined ratio of 94.8% was in line with our expectations
absorbing 5.9 points of CAT losses, thanks to a better for 2018. Though further progress remains, we are on track
expense ratio and lower unfavourable PYD. towards achieving our goal of a sustainable combined ratio

in the low-90s within 18-24 months.

e We continue to realize the benefits of our underwriting profitability actions, the internalization of claims and our
expense synergies.
12018 full year performance is not comparable to 2017 performance, which only includes one quarter of results.
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INTACT FINANCIAL CORPORATION

Management’s Discussion and Analysis for the year ended December 31, 2018
(in millions of Canadian dollars, except as otherwise noted)

Section 6 — Corporate and Other CORPORATE
Comprised of the following activities, which are managed at the Corporate level: AND OTHER

e Investing related to P&C insurance

e Treasury and capital management

e Other corporate activities, including internal reinsurance InVQStments
Operating results include net investment income, finance costs, as well as other by geographic location

income and expenses, as shown in Table 11 below.

6.1 $17 billion of high-quality investments
strategically managed

Our investments totalled $16.9 billion as at December 31, 2018, up $123 million
from December 31, 2017 despite the decline in capital markets in Q4-2018 (see
Section 6.5 — Capital markets). Our approach to investment management
continues to reflect our objective of maximizing after-tax returns and
outperforming our peers’ investment returns over the long-term, while ensuring .
policyholder protection and maintaining strong regulatory capital levels. Total Capltal $1 3B

margin

M Canada
mUS.
M International

We continue to manage our investment portfolio to achieve these objectives via

appropriate asset allocation and active management investment strategies,

while minimizing the potential for large investment losses with diversification and Debt-to-total 0
limits on our investment exposures. Such limits are specified in our investment capital ratio 22.0%
policies and are designed to be consistent with our overall risk tolerance.

Management monitors and ensures compliance with our investment policies.

6.2 Maximizing long-term shareholder value by optimizing capital

Our objectives when managing capital consist of:
e maintaining strong regulatory capital levels, while ensuring policyholders are well protected; and
e maximizing long-term shareholder value by optimizing capital used to operate and grow the Company.

6.3 Treasury management: evolving in an international context

We have a centralized best-in-class treasury management approach that ensures access to funds in multiple currencies and
mitigates the impact of volatility in capital markets on our shareholder’s equity.

6.4 Operating performance

Table 11 — Corporate and other (operating performance)

Section  Q4-2018 Q4-2017 Change 2018 2017 Change
Underwriting income? 1 - 1 3 - 3
Net investment income 6.6 140 121 19 529 432 97
Finance costs 27) (25) 2) (103) (82) (21)
Other income (expense)? (6) 2 (8) (18) 5 (23)
Corporate and other 108 98 10 411 355 56

! Reflected the impact of our internal reinsurance treaty.
2Includes general corporate expenses, consolidation adjustments, regulatory fees related to our public company status, special projects and other
operating items. These can fluctuate from quarter to quarter.

2018 vs 2017

. Finance costs increased in 2018 due to the issuance of the Series 7 medium term notes in Q2-2017.

e  Other expense increased in the quarter and the full year mainly due to the impact of the unfavourable capital markets on restricted fund
assets, and a one-time favourable adjustment in 2017.
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Management’s Discussion and Analysis for the year ended December 31, 2018
(in millions of Canadian dollars, except as otherwise noted)

6.5 Capital markets

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 investments. Refer to Section 6.6 — Net
investment income, Section 6.7 — Net gains (losses) and Section 14 — Investments for further details.

Table 12 — Selected market indicators

Selected market Indicators Q4-2018 Q4-2017 2018 2017
S&P/TSX Composite (11)% 4% (12)% 6%
S&P/TSX Financials (12)% 5% (13)% 9%
S&P/TSX Preferred Share Index (11)% 1% (12)% 8%
5Y Canada Sovereign Index (estimated variance in bps) (41) bps 13 bps 8 bps 78 bps
5Y AA Corporate spread (estimated variance in bps) 26 bps (5) bps 32 bps (21) bps
DJ Dividend 100 Composite (U.S.) (11)% 9% (8)% 17%
5Y U.S. Sovereign Index (estimated variance in bps) (44) bps 27 bps 31 bps 28 bps
Strengthening (weakening) of USD vs CAD 6% 1% 8% (6)%

6.6 Netinvestment income

Table 13 — Net investment income

Q4-2018 Q4-2017 Change 2018 2017 Change
Interest income 94 81 13 351 275 76
Dividend income 55 50 5 213 194 19
Investment income, before expenses 149 131 18 564 469 95
Expenses (9) (10) 1 (35) (37) 2
Net investment income 140 121 19 529 432 97
Average net investments? 16,623 16,644 -% 16,442 14,663 12%
Market-based yield? 3.58% 3.11% 47 bps 3.44% 3.20% 24 bps

! Defined as the mid-month average fair value of net equity and fixed-income securities held during the reporting period.
2 Refer to Section 27 — Non-IFRS financial measures.

Q4-2018 vs Q4-2017 2018 vs 2017

e Net investment income increased by $19 million, mainly e Net investment income increased by $97 million, due
due to our optimization initiatives, as well as higher yields. to the growth of our investment portfolio following the
acquisition of OneBeacon, our optimization initiatives, as

well as higher yields.

e Average net investments were flat at $16.6 billion, as e Average net investments were up 12%, mainly
the increase from operations was impacted by the market reflecting the addition of the OneBeacon portfolio.
decline in late 2018.

e The higher market-based yields in Q4-2018 and for the full year mainly reflected the benefit of higher bond rates
captured through the optimization of our portfolio. See Section 6.5 — Capital markets.
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6.7 Net gains (losses)

Net investment gains (losses) are reported in Non-operating results and included the following items.

Table 14 — Net gains (losses)

Realized and unrealized gains (losses) on:

Q4-2017 2017 Change

Change

AFS bonds, net of derivatives (6) ?3) 3) (26) 5 (31)

Equity securities, net of derivatives 3 25 (28) 127 123 4

Embedded derivatives 38 (15) 53 25 (50) 75
Net foreign currency gains on investments - 1 Q) - 33 (33)
Impairment losses on common shares (21) (12) 9) (47) (20) 27)
Currency derivative gain related to book value hedge of

OneBeacon - 1 (D) - 65 (65)
Other gains (losses)* 3 17 (14) 19 40 (21
Gains (losses) excluding FVTPL bonds 11 14 3 98 196 (98)
Realized and unrealized gains (losses) on FVTPL

bonds 48 (20 68 (85) a27) 42
Net gains (losses) 59 (6) 65 13 69 (56)

YIncluding net gains (losses) on investments in associates and joint ventures.

Q4-2018 2018

e Net gains excluding FVTPL bonds of $11 million
reflected mark-to-market gains on our embedded
derivatives related to our perpetual preferred shares,
offset in part by impairment losses on common shares,
both linked to weaker equity markets. See Section 6.5 —

Capital markets.

Realized and unrealized gains on our FVTPL bonds of
$48 million were driven by declining interest rates in both
Canada and the U.S. These gains were offset by the
unfavourable impact of lower rates used to discount our
claims liabilities (MYA). See Section 26 — Non-operating
results.

Net gains excluding FVTPL bonds of $98 million
reflected gains realized from our portfolio optimization
initiatives and from ordinary trading activites on AFS
common shares, offset by impairment losses of $47 million
relating mainly to energy stocks.

One-time gains in 2017 were mainly related to the
OneBeacon acquisition.

Realized and unrealized losses on our FVTPL bonds of
$85 million were driven by increasing rates throughout
most of the year. These losses were offset by the positive
impact of higher rates used to discount our claims liabilities
(MYA). See Section 26 — Non-operating results.
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ENVIRONMENT & OUTLOOK

Section 7 — Insurance industry at a glance

7.1 P&Cinsurance in Canada

e In 2017, it was a $51 billion market representing approximately 3% of gross domestic product (GDP), according to

Large and MSA data.
highly e The top five insurers represent 48% of the market, and the top 20 have a combined market share of 84%. Intact is
fragmented the largest player with approximately 17% market share.

e There has been consolidation in recent years and we expect more to come.

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

e  While we distribute about 85% of our premiums through brokers, the P&C industry as a whole distributes about 64%

Svlilig of their premiums through this channel. In 2017, the broker channel represented about $33 billion in premiums.

and growing
over time e Emerging technologies and innovations continue to transform the insurance landscape as they enable new ways to

measure, control and price risk, engage with customers, reduce cost, improve efficiency, and expand insurability.
This will fuel further innovation, transformation and consolidation within the industry.

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

e Home and commercial insurance rates are unregulated, while personal auto is regulated in most provinces. While
Regulated the rate approval process and timing for personal auto vary by province, insurers must file for rate adjustments in
Ontario and Alberta before they can be effected.

e  Capital for federal insurance companies is regulated by OSFI and by provincial authorities in the case of provincial
insurance companies (see Section 18 — Capital management).

. Specialty insurance

e In 2017, the U.S. commercial P&C insurance was a $290 billion market, up 2.8% from 2016, with specialty insurance
Highly accounting for approximately 43%.

HERNENELEY o U.S. commercial specialty industry is a fragmented industry. The top 10 players represent more than 45% of the

with no market, with the largest player capturing roughly 7% in 2017. Outside of the top eight players, no single insurer
clear leader contributes more than 3% of the total estimated market. The majority of the top 25 players have a market share
between 1% and 2.5%.

e 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

Niche " .
traditional insurance products.

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

e  This unique risk and specialty focus can also come with above-average earnings volatility.

e  Over the last 20 years, the specialty insurance market has grown at a 4.4% CAGR.
e The market has experienced elevated merger and acquisition activity in recent years and this trend is likely to

Evolving continue.
and gro_wing e The agency channel (independent agencies, brokers, wholesalers and managing general agencies) is the primary
over time distribution channel for specialty insurance products.

e Trends in litigation, regulation, economic maturity, social and workforce issues, and technology will continue to
support growth and drive product innovation.
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Section 8 — Operating environment

8.1 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 industrial fires, surety and liability claims). The incidence and severity of CAT losses, while inherently
unpredictable, can have a significant impact on our underwriting performance by quarter and by line of business. We generally
seek to manage our exposure to CAT losses through individual risk selection and the purchase of CAT reinsurance (see
Section 15.2 — Reinsurance hereafter for more details).

Table 15 — Net current year CAT losses

2018 2017 2016 2015 2014

Net CAT losses 330 313 385 116 243
By loss type

Weather 275 297 350 101 229

Non-weather! 55 16 35 15 14
By line of business

Personal auto 26 27 73 37 41

Personal property 159 210 210 42 140

Commercial lines - Canada 123 76 102 37 62

Commercial lines - U.S. 22 - n/a n/a n/a
By quarter

Q1 36 88 21 11 75

Q2 142 105 164 22 33

Q3 97 89 166 81 125

Q4 55 31 34 2 10

1 Mostly large commercial losses, including non-weather-related fires, surety and liability losses.

During the 2014-2018 period, average net current year CAT losses were $277 million, and included net losses from the Fort
MacMurray wildfires in 2016, the costliest insured natural disaster in Canadian history. During the 2009-2018 period, net current
year CAT losses were closer to $250 million on average.

Net CAT losses 5-year average

By line of business

M Personal lines
Commercial lines Ql Q2 HEHQ3 mQ4

B Weather @ Other than weather

17%

8.2 CAT guidance

Over time, our expectation for total CAT losses (net of reinsurance) remains at $275 million per year, including both our
Canadian and U.S. operations. We continue to expect close to half to occur in the third quarter and approximately 75% to impact
personal lines.
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Section 9 — Outlook

Personal
auto

Personal
property

Commercial
lines
Canada

Distribution

P&C insurance industry
12-month outlook

Industry growth exceeded 5% for the first three quarters
of 2018.

Industry profitability continues to be challenged with
average direct loss ratios in the mid 70s for the first
nine months of 2018.

The market is firm with rate actions continuing,
increases in residual market volumes and further
tightening of capacity.

We expect growth at a mid-single-digit level in 2019.

Our response

Our actions continue on pricing, underwriting and claims
to tackle trends.

We are focused on sustaining a mid-90’s combined ratio
in 2019, after reflecting seasonal variations.

Rate actions ahead of the market are bringing some near-
term pressure on growth but position us well as our
competitive position is improving.

Our brand investments and focus on customer driven
digital leadership will continue to help selectively grow our
market share. We are also investing in telematics, big
data, and artificial intelligence to maintain our advantage
in data and segmentation.

Industry growth exceeded 5% in the first three quarters
of 2018 with loss ratios close to 70%.

We expect that the current firm market conditions will
continue as companies are adjusting to changing
weather patterns, leading to growth at a mid-single-digit
level over the next 12 months.

Product enhancements and pricing actions taken over
time have positioned this business very well for the future.

We expect to continue to capitalize on market conditions
with rate increases to ensure our results remain
sustainable even in severe weather conditions.

Industry growth exceeded 7% in the first nine months of
2018 with a loss ratio of approximately 70%. Market
conditions are firm.

We expect growth at a mid-single-digit rate in 2019.

In such an environment we remain disciplined on pricing
and underwriting of each risk, while we continue to
capture opportunities where we see market inefficiencies.
At the same time, our focus on loss prevention and
service excellence remains.

We have strengthened our capabilities and product suite
in specialty lines following the OneBeacon acquisition
while we continue to develop innovative products to
address customer needs (e.g. cyber risk coverage and
sharing economy).

The broker channel represents approximately 64% of
the total P&C industry and had higher growth than the
direct channel in 2017. The broker industry remains
fragmented  with  continuing  opportunities  for
consolidation.

Our multi-channel strategy means we are well positioned
to capture opportunities as consumer and technology
trends continue to evolve the distribution of insurance.

We will continue to grow distribution income by
supporting our brokers as they expand and grow their
businesses, while actively participating in broker
consolidation via BrokerLink and partners.

Our brand and technology investments aim to bolster
growth in our belairdirect business.
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uU.S.
Commercial
lines

Investments

Overall

P&C insurance industry

12-month outlook

The pricing environment remains competitive but stable,
with modest upward trends continuing.

Coupled with the current favourable economic
environment, we expect low-to-mid single-digit industry
growth in the coming year.

Our response

Our objective is to grow the U.S. specialty business, and
opportunities are being successfully pursued in the
segments of the portfolio performing at or above
expectations.

Profitability actions on underperforming lines and claims
improvement initiatives are well underway and gaining
traction towards our goal to operate at a combined ratio in
the low-90’s on a sustainable basis within 18 to 24
months.

Investment yields remain low by historical standards, but
there has been upward momentum on interest rates in
2018.

Volatility in capital markets may put some pressure on
investment market values and capital levels.

We are continuously seeking to optimize the composition
of our investment portfolio, taking into account factors
including risk, return, capital, regulation and tax legislation
changes.

Our investment management team seeks to maximize
after-tax returns while preserving capital and limiting
volatility.

Overall, we expect the industry’'s ROE to improve but
remain below its long-term average of 10% over the next
12 months.

With our action plans and strategies, we expect to
outperform the industry’s ROE by more than 500 basis
points in the coming year.
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STRATEGY

Section 10 — Strategy update
10.1 What we are aiming to achieve @

Our objectives by 2020

e 3 out of 4 customers are our advocates
Our customers are our advocates i ) o
e 3 out of 4 customers actively engage with us digitally

Our strategy

e Be easy to deal with and go beyond expectations to deliver a customer experience that is second to none.

e Be the recognized leader in small and mid-sized businesses and specialty lines through service, expertise and product.
e  Build core brands to become trusted, household names.

e Leverage best-in-class digital distribution and service platforms for customers and brokers.

e  Contribute to the resiliency and prosperity of communities by leading in climate adaptation initiatives.

e Be a best employer
Our people are engaged o
e Be adestination for top talent and experts

Our strategy

e Be adestination for top talent and experts.

e Build an unrivalled team of insurance experts and leaders.

e Create a workplace where we are engaged and can contribute our best every day by delivering on our employee promise.
e Live our values and leadership success factors.

N S E A R U N R L A ls il ©  Achieve combined ratio in the low 90s
America e  Generate $3 billion in annual DPW

Our strategy

o Deliver targeted synergies in back office and claims.

e Introduce new products to Canada and export Canadian lines to the U.S.
e  Grow cross-border business.

e Retain key talent and management.

e  Grow NOIPS 10% yearly over time
e Exceed industry ROE by 5 points in Canada and the U.S.

Our strategy

e Deepen our strengths in pricing, risk selection, claims and investments.
e  Simplify processes to become the most efficient operator.

e Lead in data, artificial intelligence (Al), and behavioural analytics.

e Leverage our size in claims through efficiencies in the supply chain.

e Manage capital opportunistically.

e Consolidate Canadian industry in manufacturing and distribution.
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10.2 Progress on our 2020 objectives @

e 1.1 million advocates in 2018, up 1% from last year.

e Maintained #1 and #2 brand consideration nationally for Intact Insurance and belairdirect in
2018.

e In May 2018, we launched the Intact Insurance App, providing customers with a mobile-friendly
way of accessing their insurance documents, accessing the status of their claims in real-time,
and contacting their broker or adjuster.

Our customers are
our advocates

e In Q3-2018 we launched our UBI 2.0 product, using our mobile app, which improves the way
that customers track their my Driving Discount. Almost half of our UBI customers log in daily to
check in.

e Net promoter score improved in 2018, for personal line customers who filed a claim during the
year.

In 2018, we were recognized:

Our people are e asan Aon Best Employer — Canada 2019, Platinum level, for the 4" year in a row.

engaged e asone of Canada’s top 100 employers by Mediacorp Canada Inc., for the 4" year in a row.

e by Glassdoor as one of the 25 best places to work’ in Canada for the first time this year.

Our specialty e On track to achieve these objectives across North America:

solutions business is e Delivered a combined ratio of 93.0% in 2018.

aleader in North
America e Generated close to $2.3 billion in DPW in 2018.

e Over the past 5 years, our NOIPS has grown at a CAGR of 10%.

e NOIPS in 2018 was up 3% over 2017, with a solid underwriting performance, strong growth in
net investment income and solid net distribution income.

e OQutperformed the P&C insurance industry’s ROE by 750 bps in the first nine months of 2018.

e Since 2009, we have regularly exceeded our 500 basis points ROE outperformance target
versus the industry, due to our superior underwriting results, investment performance and capital
management.
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10.3 IFC’s OROE performance over time

OROE performance over time

(for the last 12 months)

15.0% 15.3% 16.8% 16.3% 16.6%
11.2% 12.0% 12.9% 12.1%
9.2% I I
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Our historical track record shows an OROE performance in the mid-teens, though in recent years we have been affected by
weak personal auto results and elevated CAT losses.

10.4 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. Refer to Important notes on page 2 of this MD&A for further details.

Table 16 — Canadian P&C Industry — IFC outperformance (underperformance)

YTD Full year Full year Full year Full year
Q3-2018 2017 2016 2015 2014
ROE (annualized)!
P&C Industry 7.5 pts 6.9 pts 5.8 pts 5.1 pts 8.2 pts
DPW growth (including industry pools)
Industry benchmark (4.3) pts (2.4) pts 2.4 pts 3.4 pts (1.5) pts
Combined ratio (including MYA)
Industry benchmark 8.6 pts 6.2 pts 4.7 pts 5.2 pts 6.5 pts

AMF (Québec) chartered insurance companies are not required to report on Q1 and Q3 results. As such, we have included estimates for non-
reporters in our Industry benchmark group, based on publicly available information. Actual results may vary.

1|FC’s ROE corresponds to the AROE.

e Our ROE outperformance of 7.5 points versus the P&C insurance industry is above our objective of 5 points and improved
slightly from H1-2018, mainly due to our strong underwriting performance.

e  Our growth underperformance against our industry benchmark was 4.3 points, reflecting robust profitability actions in
personal auto, taken ahead of the industry.

e Our combined ratio outperformance against our industry benchmark was 8.6 points, an increase of 0.6 points from H1-2018.
This solid outperformance is the result of the effectiveness of our disciplined profitability actions.

ROE outperformance over time

(in points) 10.7 11.1
8.2
7.5
6.2 51 5.8 6.9
4.1 !
i = H B
2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

2018 latest industry data: YTD Q3-2018.

28 INTACT FINANCIAL CORPORATION



INTACT FINANCIAL CORPORATION

Management’s Discussion and Analysis for the year ended December 31, 2018
(in millions of Canadian dollars, except as otherwise noted)

10.5 Delivering value to our shareholders

2019: our 14t consecutive annual dividend increase

e We strive to maintain our dividend track record through sustainable annual dividend increases. We have increased our common
share dividends each year since going public, with a 9% increase in 2018.

e Our decision to increase common share dividends by 9% to $0.76 per quarter in 2019 reflects the strength of our financial
position and confidence in our ongoing operating earnings and capital generation.

(in dollars) 3041
2.80

CAGR of 8% (2008-2018)
CAGR of 12% (2005-2018)

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

2004: Initial public offering on TSX (ING Group retained 70%). LAnnual dividend for 2019 is projected

Book value per share increase over time

e Our operating performance and financial strength have translated into more than $1.6 billion in capital returned to common
shareholders through dividends and share repurchases over the past five years.

e Our BVPS was up 2% to $48.73 in 2018 driven mainly by our earnings, net of common share dividends, offset in part by the
impact of unfavourable capital markets on our investment portfolio.

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

(in dollars) 48.00 48.73

CAGR of 8% (2008-2018)

42.72

21.96

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
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10.6 Other developments at a glance @

Innovation

In line with our strategy to deliver a customer experience that is second to none and build a best in class digital distribution and
service platform:

e In Q4-2018, we launched the first car and home quick quote for belairdirect Ontario, a tool that allows customers to get a
bundled home and auto quote in 20 questions.

e Leveraging our leadership position in data and data science, we continue to roll-out our new Machine Learning Algorithms
in Rating. These new algorithms will help us improve our accuracy in segmentation and accelerate profitable growth.

e OneBeacon introduced new management liability products that deliver a more comprehensive coverage to a broad range
of private and not-for-profit organizations. The modular policy approach is designed to help minimize gaps in coverage, while
providing flexibility to tailor solutions based on each client’s unique exposures.

Acquisition and financing activities

e In May, we completed a $250 million offering of Rate Reset Class A Series 7 Preferred Shares. Refer to Section 17.1 —
Financing structure for further details.

e BrokerLink acquired several brokerages this year, adding many new locations. BrokerLink’s scale and reputation, local
experts, emphasis on customer service and community involvement were the deciding factors for the brokerages to join the
team.

e Subsequent to quarter-end, BrokerLink acquired two new brokers, Alberta-based Challenge Insurance Group, and
Ontario-based Insurance & Financial Group.

Awards and recognition

We were recognized:

o for the fourth year in a row, as an Aon Best Employer — Canada 2019, Platinum level, recognizing IFC for its strong level of
employee engagement, leadership, performance culture and employment brand.

o for the fourth year in a row, by Mediacorp Canada Inc. as one of Canada’s Top 100 Employers.

e by the Globe and Mail, who awarded us top marks for governance, placing Intact second out of 242 publicly traded companies
in their annual “Board Games” ranking.

o for a third year in a row, as one of Canada’s Top Employers for Young People, an award given to employers who offer the
best workplaces and employee programs to young professionals starting their careers.

o for the first time, by Glassdoor as one of the ‘25 best places to work’ in Canada. Winners are determined based on
feedback from former and current employees who voluntarily and anonymously share insights and opinions about the
companies they work for.

e our Intact Investment Management (IIM) team was selected as one of ten TopGun Investments Teams of the Year, which
honours the most enlightened and disciplined professionals in the investment industry.

e by IR Magazine for ‘Best Financial Reporting’ (co-winner) at the annual IR Magazine Awards Gala, the largest gathering in
Canada to recognize excellence in various aspects of investor relations.

e inthe Risk Manager Choice Award, administered by the Flashpohler | NMG Research Group, which recognized OneBeacon
for 3 of the 12 key factors studied; claims management (OneBeacon ranked #1), ease of doing business and relationship
management.

See Section 12 — Social responsibility to see our actions and other developments regarding climate adaptation and social
responsibility.

30 INTACT FINANCIAL CORPORATION



INTACT FINANCIAL CORPORATION

Management’s Discussion and Analysis for the year ended December 31, 2018
(in millions of Canadian dollars, except as otherwise noted)

Section 11 — Unique advantages

R

We have several unique advantages which have enabled us to sustainably outperform other P&C insurers in Canada. These
advantages are described in the table below.

0.9
fad

SEENESS
distribution
strategy

Digital first
experiences

Engaged &
talented
teams

Scaled &
diversified

core operations

Sophisticated
data &
analytics

Deep claims
expertise &
network

Proven
consolidator
& integrator

Tailored
investment
management

Leading North American P&C Operator

Our multi-channel distribution strategy includes the most recognized broker and direct-to-consumer
brands. This strategy maximizes growth in the market and enables us to appeal to different customer
preferences while being more responsive to consumer trends and needs.

We have close to 2,000 broker relationships across Canada and the U.S. for customers that prefer the
highly-personalized and community-based service that an insurance broker provides.

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 digital experiences separate 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 focus.

Our people are the cornerstone to the execution of our strategy. We benefit from attracting, retaining and
engaging some of the best talent both within and outside our industry. How we organize and behave
provides a sustainable and replicable approach to continuous operational improvement.

Our large database of customer and claims information enables us to identify trends in claims and more
accurately model the risk of each policy.

We can negotiate preferred terms with suppliers, including service and quality guarantees for repairs and
workmanship, and lower material costs.

Our business is well diversified across geographic regions and business lines which provides significant
financial flexibility.

Our superior data expertise and proprietary segmentation and machine learning models are used to price
and manage risk which allows us to identify certain segments of the market that are more profitable than
others and in turn establish a model that will both attract and maintain clients with profitable profiles.

Substantially all of our claims are handled in house with our preferred network, which translates into a
data advantage helping claims settle faster and at a lower cost, with a more consistent service experience
for the customer.

We are a proven industry consolidator with 16 successful acquisitions since 1988.

Our primary strategy is to pursue consolidation in the Canadian market and expansion in foreign markets
where we can deploy our expertise in pricing, risk selection, claims, distribution and digital expertise. With
these acquisitions, we look to expand our product offering and improve customer experience.

Our outperformance is driven by three key factors: thorough due diligence to assess all the risks and
opportunities; swift and effective integration with seamless impact to our customers; and financial benefit
from significant synergies due to our scale.

In-house investment management provides greater flexibility in support of our insurance operations at
competitive costs. 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 total return via appropriate asset allocation and
active management of investment strategies.
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11.1 Canadian distribution strategy

Our multi-channel distribution strategy includes our broker and direct-to-consumer channels.

We offer our customers a multitude With our strong brands, our customers We have a large network of
. S have coverage options: via our broker brokerages, including our wholly-owned
of opnotr:s to reach us: online, by network with Intact Insurance, or subsidiary, BrokerLink, which operates
phone orin person. with us directly via belairdirect. in Ontario, Alberta and Atlantic Canada.

2018 DPW by distribution channel Our broker channel

M Direct (belairdirect) e Our scale and financial strength position us as a strong supporter of our broker
BrokerLink partners in terms of brand, technology, products and expertise, business
Affiliated brokers - Intact insurance 1 opportunities, as well as financial solutions.

® Non-affiliated brokers - Intact insurance e We invest in our broker network with equity and debt financing. Through these

relationships, we are able to foster growth in their organizations, participate in
the consolidation of the broker network, and enhance our product distribution.

$38.6B 10% Our direct channel
. e We strive for digital leadership with a simplified, easy to use customer
experience and a cost efficient platform.
27% e We continue to seek opportunities to double our direct-to-consumer business
in the mid-term by expanding our reach and find innovative solutions to make it

easy for our customers to protect the things they care about.
LAffiliated brokers are those to which we provide equity

or debt financing.

11.2 Innovation

Shaping our future in the age of big data

Artificial Intelligence (Al) and machine learning have transformational potential for the insurance industry, the economy and
consumers. Our strategic partnerships with academia (such as Montreal’s IVADO, Laval University and the Vector Institute) and the
Intact Data Lab position us to harness the potential of these emerging technologies now and into the future. While data has always
been integral to assessing risk and determining pricing, these technologies can expand our data advantage to innovate and
improve product offerings, so we can better serve customers. We are also using them to help increase our understanding of risk
(including climate risk), and help reduce and prevent risk for customers.

Intact Ventures continues to help us accelerate

Launched in 2016, Intact Ventures Inc. (Intact Ventures), is focused on investing and/or partnering with companies that are
redefining the P&C insurance landscape with innovative business models and new technology. Building relationships with ground-
breaking companies will enable us to accelerate our learning, design smarter products and leverage unique technology.

In return, we will support the growth of these companies by providing them with access to our expertise and talent. We want to
ensure that we continue to be a leader in a fast-paced industry to serve the best interests of our customers, as well as our portfolio
of companies and partners.

Our goal is to connect with companies that are defining:

o the future of transportation;

o how we leverage big data and utilize artificial intelligence;

¢ how consumers and businesses will choose to purchase insurance in the future; and
o the sharing of risks, assets and expertise.
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Section 12 — Social responsibility

We strive to create an environment where our employees live our values every day. Our

[ ] L]
values are organized according to five core themes, one being Social responsibility. L | V | n g

We respect the environment and its finite resources. We believe in making the our
communities where we live and work safer, healthier and happier. We encourage the

involvement and citizenship of all our employees. Our commitment to social

responsibility also serves as the mandate of the Intact Foundation, which principally a u eS
donates to organizations that are committed to climate change adaptation and

addressing the root causes of child poverty in Canada.

Some of our 2018 developments and initiatives are outlined below.

12.1

2018 developments and initiatives

Intact Centre on Climate Adaptation

At IFC, we remain committed to helping people protect themselves from extreme weather caused by climate change. Our
investment in the Intact Centre on Climate Adaptation™ (“Intact Centre”) continues to foster innovative solutions to help
reduce the physical, financial and social impacts of extreme weather on Canadian communities.

The Intact Centre has worked to establish a leading position on the climate change adaptation file in Canada.

2018 milestones include:

The Intact Centre presented to the Government of Canada standing Senate committee on energy, environment and
natural resources in February, discussing the financial and social need, and means, to mitigate flood risk across
Canada.

Chaired the Expert Panel on Climate Change Adaptation and Resilience Results, releasing recommendations to the
Canadian federal government in June.

Supported the development of the national guidelines on basement flood protection and risk reduction for Canada,
published in July.

Released two significant applied research reports to the Canadian public.

o After the flood: a report profiling the impact of climate change on mental health and lost time from work,
which found that more than half of flooded households took an average of seven days away from work,
10 times the Ontario average for non-flooded households.

O Combatting Canada’s rising flood costs: Natural infrastructure is an underutilized option: a joint
research report with the Insurance Bureau of Canada (/BC’), which encourages communities to consider
natural infrastructure to limit their flood risk and realize cost efficiencies. For example, naturally occurring
ponds in Gibbons, B.C., provide up to $4 million in stormwater storage services annually.

Launched a home flood risk assessment training course with Seneca and Fleming Colleges in Ontario, to build a home
flood risk assessment as a component of home inspector training.

Entrenched our role as trusted advisors to the Canadian public by participating in over 100 media interviews to help
educate Canadians on the importance of adapting to climate change.
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® Other climate - related developments

We co-hosted the global forum on climate-resilient critical infrastructure organized by the Geneva
Association, the leading international think tank of the insurance industry. Participants engaged in discussions on
critical infrastructure, prioritizing climate change migration and adaptation, challenges and opportunities for scaling up
private investments in climate-resilience, and the insurance industry's role as underwriters, risk managers and
investors.

Our CEO, Charles Brindamour, addressed global political leaders and experts at the G7 Environment, Oceans
and Energy Ministers meeting in Halifax on September 19, 2018. On an Adaptation and Conserving Nature panel,
he spoke about the role of the insurance industry and public-private partnerships to address the critical need of
building climate resilient infrastructure.

We signed to the United Nations Environment Programme (UNEP) Finance Initiative Principles for Sustainable
Insurance (“PSI”). The PSI are a global framework for the insurance industry to address environmental, social and
governance risks.

We joined the United Nations Environment Programme Finance Initiative (UNEP FI) Task force on Climate-
related financial disclosures (TCFD) insurance pilot, which brings together 18 of the world’s largest insurers to better
understand the impacts of climate change on their business.

® |Intact Foundation climate change grants

Beyond our funding to the Intact Centre, the Intact Foundation has provided over $1 million in funding to eight
projects nationally to further Canada’s ability to be resilient to the impacts of climate change. Projects funded
included FireSmart Canada, which provides detailed and customized wildfire risk assessments for homeowners and
ALUS Canada, which encourages climate resiliency for inefficient farmlands.

® Making our communities safer, healthier, and happier

Employees across Canada have donated over 4,000 hours through team volunteering initiatives and personal
volunteer hours throughout the year.

Intact reaffirmed its commitment to the Romeo Dallaire Child Soldiers Initiative with a $1 million commitment to
establish a regional centre of training and learning in Rwanda. The regional hub will serve as a meeting place for
countries to exchange and learn how to prevent the recruitment and use of child soldiers.

The Intact Foundation announced a $500,000 partnership with UNICEF Canada to support two initiatives: “One
Youth”, a program with youth led initiatives to help make Canada the best country in the world to grow up and
"UNdaunted", a program focused on improving the lives of girls and women in sub-Saharan Africa through education.

® Intact receives top marks for good governance in Canada

The Globe and Mail awarded Intact with top marks for governance, placing Intact second out of 242 publicly traded
companies in their annual “Board Games” ranking.

The Clarkson Centre for Board Effectiveness ranked Intact first (tie) in its Board Shareholder Confidence Index 2018,
an annual examination of governance practices among Canadian public companies, for the quality of its corporate
governance practices.

Intact was awarded a Certification of Parity, Platinum level by La Gouvernance au Féminin for its actions regarding the
advancement of women in business.
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12.2 Climate-related governance and risk management

® Governance

Climate change risk management is part of the mandate of the risk management committee, which includes:

reviewing the reports on risk management, reinsurance programs, implementation programs and progress reports;

reviewing the risk matrix identifying the top and emerging enterprise risks (including the occurrence and severity of
natural disasters that may be affected by climate change);

reviewing catastrophe programs, exposure management tests and action plans;
reviewing and approving the reinsurance risk management policy; and

remaining informed of climate change adaptation and risk mitigation measures for the Canadian marketplace.

® Risk management

Climate change in Canada continues to create unpredictable weather patterns. In particular, our property insurance
business has been impacted and increased the cost of claims associated with severe storms: water damage accounts for
40% of total claims on average. To address this, we have built initiatives in home insurance to adapt the nature of the
product offered and its pricing. We are also reinforcing our claims capabilities, increasing our education and awareness
efforts towards distribution partners and customers, and offering prevention discounts.

There are numerous areas where managing the impacts of climate change is integrated into IFC’s business:

Corporate development: as we pursue our growth strategy, we evaluate the strategic fit of potential acquisitions
including the impact on our business mix. For example, the acquisition of OneBeacon last year resulted in further
diversification of our insurance portfolio by increasing the contribution of specialty solutions and decreasing our
exposure to weather events relative to our capital base.

Underwriting: determines the risk drivers related to our new climate realities. For example, we use detailed flood
maps to manage exposure related to our enhanced water damage endorsement.

Pricing: reflects the scope of risks related to climate change impacts. We have implemented rate changes in our
property insurance products to reflect recent trends in catastrophes and severe weather.

Claims management: ensure claims can be managed efficiently and effectively across Canada. For example, we
have designated teams in place across the country that deal efficiently with catastrophic events and ensure service
reliability for customers.

Reinsurance: we reinsure certain risks to limit our losses in the event of catastrophic events or other significant
losses. See Section 15.2 — Reinsurance for more details.

Outreach and education: we believe it is essential that Canadians adapt to climate change. As a result, we have
launched many home insurance initiatives to help customers understand how to adapt. We continue to work with
partners, such as the Intact Centre and the IBC, to promote climate change adaptation initiatives to governments.
These initiatives include the development of tools for communities to assess the vulnerabilities of their infrastructure to
climate change and prioritize investments in their modernization. By intensifying our education efforts and creating
greater awareness of the risks our country faces and the preventative measures that we can adopt, we help
Canadians adapt to severe weather caused by climate change.

More ESG information will be available in our 2018 Social Impact Report, our 2018 Annual Information Form and our 2019
Management Proxy Circular for the year ended December 31, 2018.
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FINANCIAL CONDITION

Section 13 — Financial position

2018 Highlights

. . L BVPS Debt-to-total capital
Investment portfolio Claims liabilities T g

$16.9 billion $10.6 billion +2% 22.0%

13.1 Balance sheets

Table 17 — Balance sheets
December 31, December 31,

As at Section 2018 2017
Assets
Cash, cash equivalents and short-term notes 461 380
Fixed-income securities 11,682 11,012
Preferred shares 1,165 1,330
Common shares 3,295 3,659
Loans 294 393
Investments 14 16,897 16,774
Premium receivables 3,358 3,351
Reinsurance assets 15.2 864 822
Deferred acquisition costs 903 881
Other assets 1,840 1,565
Intangible assets and goodwill 4,599 4,445
Total assets 28,461 27,838
Liabilities
Claims liabilities 15.1 10,623 10,475
Unearned premiums 5,412 5,365
Financial liabilities related to investments 289 167
Other liabilities 2,118 2,127
Debt outstanding 17 2,209 2,241
Total liabilities 20,651 20,375
Shareholders’ equity
Common shares 2,816 2,816
Preferred shares 1,028 783
Contributed surplus 149 128
Retained earnings 3,776 3,520
AOCI 41 216
Shareholders’ equity 7,810 7,463
Book value per share (in dollars) 29.4 48.73 48.00
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Section 14 - Investments

Our investment portfolio is mainly comprised of Canadian and U.S. securities. Our invested assets were $16.9 billion as at
December 31, 2018, essentially in line with December 31, 2017. The benefits from our optimization initiatives and higher yields
were tempered by the decline in capital markets in Q4-2018.

e The Canadian securities mainly comprise a mix of cash and short-term notes, fixed-income securities, preferred shares,
common shares and loans.

e The U.S. securities mainly comprise fixed-income securiti