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EXECUTIVE SUMMARY

There is a contradiction within Canada's property and casualty (P&C) industry. By
its own admission, climate change is threatening the industry's business model
with increased risk and rising claims, yet it is complicit in increasing this risk via its
underwriting of the fossil fuel industry.

Canadian P&C companies are also major investors in fossil fuel companies. Our
conservative estimate is that the top seven P&C companies in Canada and their
parent companies invested over $19.5 billion in fossil fuel assets in 2023. This
results in a cycle of risk creation and risk redistribution reflected in this diagram.

SPREADING CLIMATE RISK: INSURANCE AND FOSSIL FUEL DAMAGE
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FOSSIL FUEL INDUSTRY

The insurance industry drives a damaging cycle, insuring and investing in
the fossil fuel industry which causes climate change and damages from
extreme weather. Higher resulting claims translate into higher premiums,
and taxpayers also pick up the tab for infrastructure damages.
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Extreme weather events are resulting in greater property damage across

the country. The insurance industry estimates that it paid out $3.4 billion in
catastrophic damages in 2023, including hundreds of millions for fire damage,
making 2023 the second straight year of claims above $3 billion.

Insurance companies are responding by raising rates to maintain profits. Home
and mortgage insurance rates in Canada have increased by over 73% over the
past decade with an average increase of 7.7% across the country last year alone,
and higher in some regions — 18% in BC. Intact, the largest P&C insurer, raised
its home insurance rates by 8% in 2023 while raising the dividends it pays to its
shareholders by 10%. The burden of increased rates falls disproportionately on
vulnerable families, with thousands turning to crowdfunding to cover insurance
costs.

The industry is also responding by offloading risk and costs to governments. A

new federal flood insurance program will take on risk from the riskiest properties in

floodplains, and there is discussion of an overall federal backstop for the industry in
the face of growing catastrophic risk. Governments continue to pick up the tab for

growing climate damages to public infrastructure.

Meanwhile, PRC companies continue to seek profits from activities supporting the
fossil fuel industry. Canada's Fairfax is a major underwriter of fossil fuels, ranked
in the top 10 globally, with its subsidiary Allied World acting as an insurer of last
resort for coal projects, including several in Asia. Other Canadian insurers also
maintain active programs underwriting fossil fuels.

Internationally, other insurance companies have begun to recognize the threat

to their industry from their own high carbon activities and adopt voluntary
measures to address this. Dozens of insurers have policies restricting or ending
their underwriting or investing in coal and oil and gas. Meanwhile, five of the
seven largest Canadian P&C insurers have set a goal to reach net zero emissions
by 2050, and only two have some restrictions on underwriting fossil fuels. No
insurance company with a net zero commitment should be underwriting any fossil
fuel expansion projects.

Ultimately, regulators need to step in to ensure that the Canadian insurance
industry fully aligns with net zero, particularly as the industry is seeking
government support to mitigate climate risk. The Office of the Superintendent

of Financial Institutions has begun to require better disclosure of financed
emissions from insurance companies, and asks that they have climate transition
plans — but without determining what a credible plan looks like. Regulators must
align incentives through climate-related capital requirements and transition plan
enforcement to achieve true progress.

Canadian insurers can be a positive force in the energy transition. A hundred years
ago, the industry helped with the rollout of electricity, setting standards so that
new companies could access underwriting. Such innovation is again needed today
to encourage the development of renewable energy and climate solutions.



PART ONE — THE CLIMATE
CRISIS AND THE

INSURANCE INDUSTRY

The Canadian property and casualty (P&C) insurance industry offers

protection to individuals and companies against the damages from A

severe weather events and natural disasters. The climate crisis is []ntaCt]
amplifying severe weather events, which are becoming more intense,

frequent, and costly." This trend is already causing some regions

and assets to become uninsurable while in all regions it is driving up

insurance rates.? This is shrinking the P&C industry's client base as it : )
responds by offloading risk to individuals and/or the government. Yet, O Desjardins
the industry continues to underwrite and invest in the principal driver

of climate change — fossil fuels.

This report will examine the degree to which this climate contradiction

is present within the largest actors in Canada's $232 billion P&C ¥ co-operators
industry, listed below in order of magnitude of premiums written
in 2022:34
Intact Financial Group ($12.6 billion) T w
Desjardins Group ($6 billion) g Ig‘(ggr’zeesa

ﬁ_'l"f’_’* - Co-operators Group ($4.1 billion)

Wawanesa Mutual Insurance Company ($3.8 billion)

Definity Insurance Company ($3.5 billion)

Security National Insurance Company [subsidiary of TD Bank] ($3.3
billion)

Northbridge Financial Corporation [subsidiary of Fairfax Financial]

($2.7 billion)

These companies are the financial backstop of the Canadian economy,
providing stability in times of physical, cyber, legal, and political
shocks and uncertainties. As society's risk managers, P&C insurers
influence the flow of capital for residential, corporate, and industrial
developments.

However, despite its unique position as predictors and mitigators of
risk, the insurance sector has yet to fully embrace climate science in

its underwriting and investment strategies. Instead of aligning with a
credible 1.5°C pathway, Canadian insurers still seek revenues from coal,
oil, and gas. As a result, they are accelerating the very risk they are
supposed to mitigate.
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The ramifications extend beyond the insurance sector, impacting investments

in infrastructure, influencing dynamics in the real estate market, and directly
impacting people's livelihoods and health, particularly the most vulnerable. The
industry's financial support of the fossil fuel industry contradicts the urgency of
addressing the disruption of its business model due to climate change. As the P&C
industry seeks government assistance managing climate risk, taxpayers are right
to ask for P&C companies to stop contributing to this risk themselves by rapidly
decarbonizing their underwriting and investment practices.

Climate change is driving increased weather-related instability, which results in
higher claims for the P&C insurance industry.® 2023 was the second consecutive
year above $3 billion and fourth worst year for insured catastrophe losses in
Canadian history.® The rise in catastrophic losses is due to extreme weather events
such as floods and wildfires that are intensified due to climate change, seen in the
figure below.”

CATASTROPHIC LOSSES IN CANADA IN $000,000,000, 1983 TO 2022 AND TREND
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Historically, a single catastrophic event or particular region has caused the bulk of
losses in outlier years. For example, 75% of national losses in 2016 were attributed
to the Fort McMurray wildfire alone.® This wildfire remains Canada's most costly
catastrophic event, at about $4 billion in insured damages and about 30% of GDP
growth that year? However, in recent years, disasters have been

spread both geographically and across the course of the year

and have been driving higher annual damages. Over the last 7 Insured losses are considered
decade, weather-related disasters and catastrophic losses have catastrophic when they total $30 million
risen to cost around 5-6% of annual GDP growth each year.™ or more. Annual catastrophic losses are

the sum of these insured losses.
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2023 saw over a dozen catastrophic events hit Canada." The 2023 Okanagan
and Shuswap fires in British Columbia cost $720 million in insured damages, the
costliest events in the province's history.” Intact Financial attributed half of its
$252 million catastrophe losses in 2023 to wildfires alone, amounting to $1.79
per share after tax.”

The 2023 April ice storm in Ontario and Quebec incurred $330 million in insured
damages,'* was described as the worst ice storm since 1998, and caused mass
power outages and two deaths.™ Severe storms and flash floods also struck
parts of Ontario over the summer, leading to over $340 million in insured
losses.™ In the Northwest Territories, over 70% of the population were displaced
due to severe weather and many properties destroyed.”

The first catastrophic event of 2024 was a deep freeze event in January causing
over $180 million in insured damages.”® Canada entered the 2024 wildfire
season early due to holdover fires from last year after a dry winter.” In May,
over 4,000 people in Fort Nelson, B.C. were evacuated from their homes and
Fort MacMurray again came under an evacuation alert. Air quality alerts were
triggered in four U.S. states due to Canadian wildfire smoke.?° Logging took
place within Banff National Park in order to create a firebreak.?’ Canada is also
bracing for an above-average hurricane season in 2024.%

Looking ahead, Craig Stewart of the Insurance Bureau of Canada, says, "As
these events get worse and worse, it is possible that insurers won't consider
them accidents anymore...As soon as these weather events tilt over from being
accidents to being predictable, then they're not really insurable."?

INVESTORS for
ISICOMPLIANCE
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How are P&C companies reacting? Their first response is to increase rates.
According to figures from Statistics Canada, home and mortgage insurance rates
jumped 73% between 2013 and 2023, or by 36% when adjusted for inflation,?

with an average increase of 7.7%% across the country this past year alone. Certain
regions experienced larger hikes, like 18% in BC.?® As seen in the figure below, from
2020 to 2023 Canadian homeowner insurance premiums rose faster than inflation.?”

Canada's inflation rate compared to home and mortgage insurance price inflation
= Annual inflation for all items = Annual inflation for home insurance
10% -
8% -
6% \//\/\/
3 .

4% -

2% -

0% (.

-2% <4, i 1 1 1
Jan. 2020 Jan. 2021 Jan. 2022 Jan. 2023 Jan. 2024

Source: Extreme weather causing billions of dollars in damage, driving up  seurce: statisties Canada (C&¢)
insurance premiums: StatsCan

Canada's largest insurer, Intact, which
faced higher climate-driven claims

in 2023, increased personal property
premiums by 8% and raised shareholder
dividends for the 19th consecutive year,
this year by 10%



https://www.cbc.ca/news/politics/extreme-weather-insurance-premiums-statscan-1.7205237?__vfz=medium%3Dsharebar
https://www.cbc.ca/news/politics/extreme-weather-insurance-premiums-statscan-1.7205237?__vfz=medium%3Dsharebar
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Increased premiums have assured the industry's continued profitability in the face
of increasing claims. For example, Canada's largest insurer, Intact, which faced
higher climate-driven claims in 2023, increased personal property premiums by 8%?2
and raised shareholder dividends for the 19th consecutive year, this year by 10%.%
Similarly, Fairfax Financial raised their annual dividend by 50% in 2023,%° while

its North American subsidiaries saw a 12.2% year-over-year increase in losses on
claims.® The figure below reflects this trend across the industry.

RISING RATES ENSURES REVENUES OUTPACE EXPENSES AND MAINTAINS PROFITS

Chart 7
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In addition to hiking rates, Canadian insurance companies are also withdrawing
coverage. When extreme weather happens, insurance companies must cover the
losses they have legally committed to, but once the annual policy lapses, premiums
can be re-priced or coverage withdrawn.*

In Canada, withdrawal of coverage is primarily associated with flooding, historically
Canada's costliest severe weather impact.®® Over 1.5 million Canadian households
now lack affordable flood coverage.® An estimated 6-10% of Canadian homes are
currently uninsurable against flooding,® with 20% of the population exposed to
some degree of flooding.*¢ 94% of Canadians living in a high-risk flood area are
unaware of that risk.%

In February 2024, Desjardins pulled its coverage for mortgages on homes with a
5% chance or more of flooding each year, impacting over 3,000 homes in just one
borough of Quebec.®®


https://www150.statcan.gc.ca/n1/pub/11-621-m/11-621-m2024003-eng.pdf
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Desjardins was the last major lender to offer mortgages in higher-risk flood zones.®
Some homeowners in Ottawa also can't get flood insurance if they are situated
close to the Ottawa River*°

The real estate market is directly impacted when insurers pull out from high-risk
areas, as this withdrawal not only leaves homeowners vulnerable but also deepens
the housing crisis, further exacerbating the affordability and availability of housing.
This trend contributes to the rising cost of renting, as landlords pass on the higher
insurance costs to tenants. As the COO of Cooperators has said, "There are going
to be fewer and fewer people that can actually afford insurance.""

Vulnerability to flooding is not equally distributed. Lower-income families can face
difficult decisions between purchasing costly flood insurance and meeting basic
needs, particularly during times of increased living expenses.*? The burden without
insurance is drastic; the average cost of remediating basement flood damage in
Canada was over $40,000 in 2022.4

The inability to pay for insurance is not unique to flooding. Fire insurance rates more
than doubled in one year in Kamloops BC,** and home insurance nearly doubled in
Carleton Place, Ontario.*® Some resort to crowdfunding, including one Halifax family
who did this to supplement insurance after their home was destroyed in the 2023
Halifax wildfire.* There have been 10,000 such crowdfunding campaigns in Canada
in the past 5 years.¥

In 2023 insurance companies temporarily stopped issuing new home, auto, and
other policies in parts of Nova Scotia because of wildfires, which delayed the

sale of some homes in areas up to 50 kilometers outside the fire zones.*® While
companies like Aviva say that pulling back from wildfire areas is "not the right
solution," not all companies provide coverage in these areas and it is not affordable
for all owners.*” Wildfire coverage can be difficult to get in areas close to ongoing
wildfires, even if they are outside the evacuation zone.>

Finally, insurers are encouraging homeowners to take on more costs in order to
lower their premiums, including investing in flood-proofing or fire-proofing their
homes.5" At the same time, insurers are committing capital to adaptation and
resilience research and action. Intact has implemented a free service for fireproof
homes in Western Canada, sending fire-suppression specialists to homes in active
wildfires areas.>?
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1.3 SHIFTING RISK AND COST TO TAXPAYERS

The Canadian P&C industry is also responding to climate change by passing along
risk and costs to taxpayers. Governments are being asked to step in to take
responsibility for extreme weather risks to property.

Insurers have been lobbying for resilience measures from the various levels of
government for over a decade, including infrastructure investments, retrofit
programs, and funding for the National Adaptation Strategy through Climate
Proof Canada, a coalition advocating for disaster-resilient measures.® In 2019, The
Insurance Bureau of Canada called for $5.3 billion in annual climate adaptation
funding.®*

Over the past six years the Canadian P&C industry has advocated for a national
flood insurance program, asking taxpayers to shoulder more burden for flood
risk.5® In 2023, in collaboration with the P&C industry, the federal government
announced Canada's first National Flood Insurance Program (NFIP) targeting high
risk properties.®

The National Task Force on Flood Insurance and Relocation devised four insurance
models for the NFIP, each with a federal backstop for the industry.>” The program
will subsidize high-risk homeowners' premiums and allocate federal funds

to properties deemed uninsurable by private insurers, managed by a Crown
corporation for a fee.

While waiting for the NFIP to be finalized, federal Disaster Financial Assistance
Arrangements (DFAA) have bailed out those who cannot access insurance. Since
the inception of DFAA in 1970, 62% of the over $8.5 billion disbursed has occurred
in the last decade.®” Flood-related claims comprise 48% of distributions.®®
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In the absence of affordable insurance, taxpayer dollars flow Fi||ing in where private

through government programs such as the federal DFAA, insurers are backing out

such as for the $3.4 billion disaster recovery payout for the . . :
Fraser Valley flooding in November 2021.%' Two years after IS addmg to a growing

the disaster, only around 40% of homeowners have received climate Iiability burden

payment. However, the program typically takes an average for taxpayers.
of seven years post-catastrophe for payments to arrive, with

some cases stretching as long as 10 to 15 years.®?

In June 2023, a $530-million grant program, part of the National Adaptation
Strategy, was launched to fund municipal infrastructure adaptation projects,
offering up to $1 million per grant over eight years.®* While the Federation of
Canadian Municipalities welcomed this support, noting the high costs of climate
adaptation, many communities still face rejections for disaster relief funding.* A
2020 report estimated municipalities need $5.3 billion annually to mitigate the
worst impacts of climate change.®®

Filling in where private insurers are backing out is adding to a growing climate
liability burden for taxpayers. Governments also pick up the tab for climate
damages to public infrastructure. For example, repairs to highways alone following
the 2021 flooding in BC are expected to cost governments $1 billion.®® For the same
event, the town of Merritt estimated its infrastructure damage at $100 million,
Abborstford at $1 billion, and Princeton at $25 million.¢”

The Canadian Climate Institute projects®® the following increases in damages to
public and private infrastructure due to climate change:

Flood damage to homes and buildings could increase fivefold in the next few
decades and by a factor of ten by the end of the century, with costs as high as
$13.6 billion annually.

Temperature and rainfall damage to roads and railways could increase by up to
$5.4 billion annually by mid century and by as much as $12.8 billion annually by
the end of the century.

Heat and rainfall damage to electrical transmission and distribution
infrastructure could more than double by mid-century and triple by the end of
the century, costing utilities and ratepayers up to $4.1 billion annually.

In addition to offloading insurance of riskier properties to the government, there is
also an emerging debate regarding an overall federal backstop for the insurance
industry. In a September 2023 speech, the Superintendent of Financial Institutions
Peter Routledge floated the idea of reforming Canada's insurance resolution
framework to provide capital to the insurance industry in the case of catastrophic
losses.*” He cited the example of Lytton, BC which was destroyed by fire in June
2021 and imagined a similar event hitting larger cities with greater insured losses.
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Routledge stated that such a federal backstop could be modeled on the Canada
Deposit Insurance Corporation where banks contribute to a fund capable of
absorbing small bank failures, and the federal government provides a backstop for
larger failures, billing back the cost over time, assuming that industry is still able to

pay.7O

Overall, as climate impacts increase, the Canadian P&C insurance industry is
seeking to pass along risk to taxpayers in the form of government programs

for high risk properties, and in the form of an overall federal backstop. This may
increase the financial health of the industry in the short term, but threatens the
industry in the longer term by potentially shrinking the size of the private insurance
market, as we see today in places like Florida” and California.”?

The Canadian P&C insurance industry is not alone in dealing with growing climate
risk. On a global level, the insurance industry is witnessing a profound shift, marked
by a growing affordability crisis in home insurance due to escalating frequency

and severity of extreme weather events attributed to climate change.” Some
countries are experiencing worse extreme weather than Canada which serves as a
potential taste of things to come. Insurers across the US, Europe and Australia, are
confronting how climate change impacts their bottom line, seen in skyrocketing
premiums and insurers pulling out of vulnerable areas.

The head of the Insurance Council of Australia says that over a million Australian
households now face insurance affordability stress, with many dropping policies
and leading to a situation where the government will need to pick up recovery
costs.”* Australian insurance prices are up more than 16% over the past year and
insurance companies are being criticized for contributing to a jump in the cost of
living while protecting profits.”

Perhaps the biggest cautionary tale for insurance can be seen in the United States.
Florida and California are experiencing a crisis in insurance due to hurricanes

and fires dramatically driving up claims, leading to exorbitant rate hikes and

the withdrawal of many insurance companies from those markets. The company
Farmers alone dropped 100,000 policies in Florida, and home insurance premiums
in the state increased by an average of 35%. In California, a growing list of insurers,
including State Farm, Allstate, and The Hartford, are either retreating or pausing
coverage in wildfire-prone areas.”®

But, the trend extends beyond Florida and California. Insurers lost money on
homeowner coverage in 18 states in 2023, up from 12 states five years ago, and
eight states in 2013.”7 Bill Montgomery, CEO of Celina Insurance Group, said,
"Climate change is real...We can't raise rates fast enough or high enough."”® The
exodus of major insurers is pressuring state regulators to accommodate insurers
by allowing them to increase rates with fewer barriers, in an effort to prevent more
companies from leaving these markets altogether.””
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Global trends have an impact on Canada via reinsurance. Canadian P&C insurers in
turn buy reinsurance from global firms which adjust their rates based on incurred
costs and risk projections. Over the past years, reinsurers have been taking heavy

losses due to rising claims,®® and have raised rates for Canadian P&C companies —
between 25% and 70% in 2023 alone.®

The models that the insurance industry uses to predict climate losses have come
under fire for underestimating damages.®? Some note that the industry has less
incentive to tackle this issue due to its practice of writing one-year terms rather
than insuring for the long-term, and potentially facing higher capital requirements
from regulators if the true risks are acknowledged.®® "The reality is that climate
change is essentially a slowburn," says Steve Bowen, chief science officer at
reinsurance broker Gallagher Re. "The general trend [in losses] is going to continue
to go up."®#
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Despite rising claims and the growing uninsurability of properties due to climate
change, the Canadian P&C insurance industry continues to actively foster and
support the climate crisis with its fossil fuel activity. Through underwriting and
investing, insurers support the operation and expansion of fossil fuel projects — a
clear contradiction given the threat that climate change poses to the P&C industry.

The insurance industry is complex and insurance itself constitutes just one aspect
of the broader operations of insurance companies. Our analysis extends beyond
individual insurance entities to encompass their parent organizations, which make
related decisions regarding investing, underwriting, and for some, banking. For
instance, while our report may highlight Fairfax's underwriting behaviour, it is
Northbridge, its subsidiary, that is the primary insurer in Canada. Further details
on how our analysis regards investment management are provided in the section
dedicated to investing.

Insurance companies underwrite property, casualty, and specialty insurance
for fossil fuel projects and offer coverage for oil spills, refinery explosions, and
environmental lawsuits. Insurance companies also provide property insurance
to safeguard physical infrastructure, operational insurance, and general liability
insurance. Reinsurance spreads these risks further, allowing primary insurers to
cover more projects by transferring part of the risk to reinsurers.

P&C insurance is critical to the ongoing viability of the fossil fuel sector. Although
this report focuses on Canadian headquartered P&C insurers, it is worth noting
that Canadian branches of global insurers such as Chubb, Lloyds, Liberty Mutual,
and Travelers, alongside Canada's Fairfax Financial, backstop billions of dollars of
global fossil fuel projects.®®

The details of insuring the fossil fuel industry are opaque. There is no easily
accessible dataset outlining which insurance companies are underwriting which
fossil fuel projects at any given time and to what degree. Instead, information is

only shared between energy regulators, project operators, and insurers, and is often
shrouded in confidentiality agreements.
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In Canada, the Canada Energy Regulator (CER) is at the center of the fossil

fuel insurance process for Canadian energy projects. Developers must submit

an application for the approval of their projects, which includes a certificate of
insurance. This is intended to ensure development plans are backed by sufficient
financial resources, and was once a source of public data on underwriting.

In 2021 the CER granted a request by the developer of the Trans Mountain pipeline
to keep the identities of its insurers secret due to activists' use of public filings

to pressure them into withdrawing coverage for the project. Other developers
followed suit and this information is now scarce.

Below is a summary of what little publicly available information does exist for
Canadian companies underwriting fossil fuels in Canada and globally. We focus
primarily on Fairfax, given their prominence on this front, and then briefly outline
other Canadian P&C insurance companies active in fossil fuel insurance.

1. FAIRFAX FINANCIAL

Insuramore, an insurance sector market
intelligence firm, ranks Canada's Fairfax
Financial as one of the largest carriers
of coal insurance, and within the top

10 fossil fuel insurers globally, insuring
somewhere between C$585 million and

C$975 million in fossil fuel projects in
20228

Two subsidiaries of Fairfax, Northbridge
and Crum & Forster, offer specialty
fossil fuel insurance, while Northbridge
is often found on the same insurance
certificates as the large global

insurers. They appear on the insurance
certificates of eight fossil fuel projects
in Canada in 2023.%

In 2022, it was revealed that Fairfax K
was playing a significant role in

expanding offshore oil exploration in
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Despite the need to rapidly phase out coal use to secure a safe climate,®” Fairfax
subsidiary Allied World is a coal insurer of last resort. Here are known coal projects
that Allied World is involved with:%°

Nghi Son Coal Power Plant, Vietnam. Located in Thanh Hoa province, this
project uses old technology, leading to higher carbon dioxide emissions
compared to average generating plants in Vietnam. Allied World underwrote
US$395 million for this project in 2018.

- Suralaya Thermal Power Plant, Indonesia. Allied World provided US$201 million
in underwriting for this project in 2019.

+ Vung Ang Power Station, Vietnam. An environmental impact assessment for
Vung Ang 2, one of the units within the complex, failed to meet international
environmental standards. Allied World underwrote US$122 million for this
project in 2021.

+ Cebu Power Complex, Philippines. Also known as the Naga power complex, the
amount of underwriting by Allied World remains undisclosed, but was notably
attached to the project in 2021.

In 2023, Allied World announced it would align its underwriting guidelines with the
Paris Agreement, which included a commitment to exclude some coal projects.”
The practical implications of that announcement are unclear at this point.

2. OTHER P&C INDUSTRY FOSSIL FUEL UNDERWRITING

Other Canadian insurance companies are also involved with fossil fuel underwriting,
albeit to a smaller degree than Fairfax. Here is a summary:

Intact Financial Group offers oil and gas underwriting itself, while its

LTII?ELIAL subsidiary, Royal & Sun Alliance (RSA) was found on the Insurance
Certificates of five fossil fuel projects in Canada between 2022 and 2023.72
WAWANESA Western Fmanaalgroup, a subsidiary of Wavvahesa, Qﬁers specialltchjll
and gas coverage.” Wawanesa also offers specialty oilfield coverage.
DEFINITY Definity Financial Corporation offers speciality oil and gas coverage through
FINANCIAL its subsidiary, Economical Group.”®

Cooperators offer speciality oil and gas coverage itself and through its
COOPERATORS  subsidiaries, Federated Insurance, The Premier Group, and Sovereign
Insurance.?

96 Cooperators does not underwrite oil
and gas production, only oilfield services
companies; Federated Insurance, Oil and
Gas; Premier Group, Oil and Gas; Sovereign
Insurance, Oil and Gas.


https://www.federated.ca/atlantic-canada-business-insurance/
https://www.federated.ca/atlantic-canada-business-insurance/
https://premiergroup.ca/applications/
https://www.sovereigninsurance.ca/industries-and-solutions/construction
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In addition to underwriting, Canadian P&C insurers and their parent companies play
a significant role as institutional investors in the global fossil fuel industry, with the
top seven investing over C$19.5 billion into fossil fuel assets in 2023.%

Insurance is one aspect of the broader operations of insurance companies, and
corporate structures vary. As a holding company, Fairfax invests in businesses
through a wholly owned investment management company which manages all of its
subsidiaries' investments.”® Definity also manages all subsidiaries' capital through
an investment arm. Meanwhile entities such as Intact, Wawanesa, and Cooperators
(through Addenda), invest both premiums and manage external assets of
institutional investors. TD and Desjardins parent companies also engage in banking
and investing services, which, on top of investing insurance premiums, invest on
behalf of other clients and offer corporate loans.

P&C insurers invest the premiums they receive from policyholders primarily into
short-term assets, to match the average time frame of their liabilities. Fairfax and
Intact place 70% and 82% respectively of their total investments in a combination
of cash and cash equivalents, short-term notes, fixed-income securities, loans, and
bonds.”” The remaining assets are invested in equities and real estate.

Our conservative estimate of fossil fuel shares held by the larger Canadian P&C
insurers and their parent companies in 2023 is $19.5 billion. This sum is derived
from either the self-reporting of companies, and if that is not available then from
the 13F disclosures submitted to the U.S. Securities and Exchange Commission. Our
calculations can be found here.

However, 13F disclosures do not capture all of the institutions' fossil fuel financing.
Only 41% of Fairfax's total invested assets are disclosed on the 13F form.™®
Similarly, TD's lending and underwriting to fossil fuels amounted to US$20.6 billion
in 2023,"" whereas only C$14.5 billion in fossil fuel investments appeared in its 13F
filing. Desjardins also reported over C$1 billion in fossil fuel-related loans in 2023.°?
Taking this additional data into account, the publicly available fossil fuel financing
by the top seven Canadian property and casualty (P&C) insurers or their parent
companies totaled over C$33 billion in 2023.

Fairfax listed its top 26 investments in its 2023 annual report, with 10% of the
invested value in fossil fuel companies. Fairfax owns a 48% stake in EXCO
Resources (oil and gas) with a C$587 million investment, invests C$444 million in
Occidental Petroleum, and C$364 million in Mytilineos (gas-fired power).'®

Compared to its underwriting amounts, Fairfax almost doubles those in shares held
of fossil fuel entities in 2023 at C$1.5 billion.

97 All values are in CAD unless otherwise
noted. USD values were converted at the
BoC 2023 exchange rate of 1.3497.


https://docs.google.com/spreadsheets/d/1TAb9qc4XXuRrS-td5K8WwPngr7Vxt0FGWlDft7Wo-ik/edit?usp=sharing
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TD stands out as the leading fossil fuel financier among insurers. This is because
the TD parent company is larger and more complex compared to the parent
companies of other insurers. Without TD's contribution, the estimated fossil fuel
investments by insurers would total C$5.6 billion.

While investments by parent organizations are greater than the direct funding from
insurance entities, this data is meaningful as the parent companies control financial
strategy, resource allocation for their subsidiaries, and investment decisions. This
financial interdependence influences the capacity and viability of both the parent
and insurance entity. Regulatory bodies also assess insurance companies within the
context of their parent companies. Moreover, parent companies integrate climate
risk into their strategic planning, which can enhance or harm subsidiaries' ability to
manage these risks.

Globally, insurers are starting to recognize the need to accelerate actions to
achieve net zero and join other financial institutions in setting industry standards
for disclosure, commitments, and action plans.

For example, in April of 2024, the Zurich Insurance Group, a leading global insurer,
announced fossil fuel restrictions, excluding the underwriting of new oil and gas
extraction and metallurgical coal projects.’®* Zurich is the world's sixth biggest
fossil fuel insurer, underwriting a similar amount in direct written premiums from
fossil fuels as Fairfax.'%®

Another global leading insurer, Aviva PLC, is a leader in voluntary net zero policy.
The UK insurer provides a comprehensive overview of the company's ambition
and action for its investments, underwriting, and operations. Its plan aligns with
the Glasgow Financial Alliance for Net Zero transition plan guidance for financial
institutions, and outlines a trajectory towards achieving net-zero across all
scopes of emissions by 2040. Notably, Aviva demonstrates a commitment to
regularly updating its plan, recognizing the imperative of immediate actions and
the importance of ongoing adjustments to align with the ever-evolving industry
standards and risk landscapes. Moreover, it incorporates policies that exert
influence on governments and policy makers.
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Many global P&C insurance companies have reduced their exposure to coal
and other fossil fuels, as of 20240

46 insurers have committed to end or restrict insurance services for coal.

26 insurers have committed to end or restrict underwriting for oil sands
projects.

19 insurers have committed to end or restrict underwriting for Arctic fossil
fuel development.

18 insurers have committed to end or restrict underwriting for oil and gas
production, including some of the biggest global insurers (Allianz, Asr, Aviva,
AXA, Chubb, Fidelis, Generali, Hannover Re, IAG, KBC, Mapfre, Munich Re,
SCOR, Suncorp, Swiss Re, Talanx, Uniga, and Zurich).

At least 70 companies have committed to divest from the coal industry or
end new investments in the sector and at least 16 have restricted investments
in oil sands.

Some Canadian P&C insurers have started to follow suit, Definity, Desjardins,
Co-operators, and Intact have an exclusion policy regarding some coal investments,
and Desjardins and Intact have exclusions for some coal underwriting. Though
there has been some progress, overall Canadian P&C insurers lack comprehensive
credible transition plans.

Desjardins Insurance's coal underwriting policy is the strongest in Canada, stating,
"it will not invest its own funds in, or provide financial products (including corporate
financing, financial intermediation, loans and insurance) to companies that:

Operate or develop coal mines.
Have greater than 10%, or 5 GW, installed coal power generation capacity.

Are building, extending or renovating coal mines, power plants or
infrastructure."

Intact and Co-operators are the only Canadian Property & Casualty (P&C) insurers
with a stance on oil and gas activities. Intact has committed to exclude Arctic

oil and gas exploration, extraction, and production from its investment and
underwriting portfolios.’”” Additionally, Intact will not underwrite standalone oil
sands accounts. The company is also unique in its commitment to engaging with
its underwriting clients to review their transition plans, focusing on emissions
disclosure and net zero ambitions. Co-operators aligns with the Net-Zero Asset
Owner Alliance's position on oil & gas, and does not invest directly in oil & gas
infrastructure.
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Besides Intact, Desjardins and Co-operators (through Addenda) have policies to
engage with investees regarding their transition plans. Addenda, in particular, is
a leader in this area, with a comprehensive transition plan aimed at achieving
emissions reductions from portfolio companies and actively engaging investees
to align with net zero goals.'® Addenda does not exclude fossil fuels, however.

The voluntary policy behavior of the top seven actors is summarized in the

table below.

INTACT DESJARDINS COOPERATORS WAWANESA DEFINITY TD  FAIRFAX

UNDERWRITING

Fossil Fuels

$M N/A

Net Zero No

Commitment?

Exclusion Multiple
. FF

Policy? ,

exclusions

Engagement

Policy? ves

INVESTMENTS

Fossil Fuels .

$M 1,483.3

Net Zero Ves

Commitment?

Exclusion Multiple
. FF

Policy? :

exclusions
Engagement
Policy? ves

N/A

No

Strong coal
policy

No

298.7

Yes

Strong coal
policy

Yes

N/A

No

No

No

0.4

Yes

Yes

Yes

N/A N/A N/A 809.8'97
No No No No
No No No No
No No No
N/A 0.3 15,4724 1,538.8
No Yes Yes No
Thermal
No c%o.al No
mining
exclusion
No No Yes No

109 Midpoint between estimated range of $585
million and $975 million.

10 Intact disclosed its fossil fuel investments
decreased to $742M as of its unaudited Q1
2024 disclosures.
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The following diagram depicts the contradiction that while the P&C industry faces
rising climate change driven claims, Canadian P&C insurers continue to support
fossil fuel projects through billions of dollars in underwriting and investments,
exacerbating climate risks. Notably, Fairfax is a major actor in this area, with
significant involvement in underwriting fossil fuel projects around the world.
Although some insurers like Intact have started implementing exclusion policies and
engaging with clients on transition plans, the Canadian P&C industry as a whole
lacks comprehensive and credible strategies to phase out fossil fuel support and
align with net zero. More robust policies and greater transparency are needed to
mitigate the industry's contribution to the climate crisis.

SPREADING CLIMATE RISK: INSURANCE AND FOSSIL FUEL DAMAGE

higher claims
results in higher
premiums

government asked to take
over riskier properties and
backstop the industry

INSURANCE INDUSTRY

S
SIS S
LSS ST

underwriting &
investment

! 4
BUSINESSES & HOUSEHOLDS GOVERNMENT

fossil fuels drive climate
change and extreme
weather damage

government picks up tab
for climate-related
infrastructure damage

FOSSIL FUEL INDUSTRY

The insurance industry drives a damaging cycle, insuring and investing in
the fossil fuel industry which causes climate change and damages from
extreme weather. Higher resulting claims translate into higher premiums,
and taxpayers also pick up the tab for infrastructure damages.
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PART THREE — THE PATH
FORWARD

The Canadian P&C insurance industry is at a crossroads, grappling with a
contradiction that poses an existential threat to its future. Insurers are underwriting
and investing in the fossil fuel sector which is driving climate change, in turn driving
up insurance claims. Rather than addressing this root cause, the industry's main

response to date has been to shift risk and costs onto consumers and taxpayers.

While some Canadian insurers have begun acknowledging climate risk and setting
net-zero commitments, comprehensive and credible transition plans across the
industry are needed, supported by regulatory mandates.

Robust climate transition plans from insurers are critical as governments and

companies worldwide look to insurers to manage climate-related financial risks
and support decarbonization. These plans should also adhere to just transition
principles, ensuring that the shift away from fossil fuels is equitable and supports
affected workers and communities. This approach is particularly crucial in Canada,
where the fossil fuel industry is a significant employer.

Guidance for credible climate transition plans is emerging from various sources,
including:

+ The Glasgow Financial Alliance for Net Zero (GFANZ) Transition Plans

+ The UK Transition Plan Task Force's Insurance Sector Summary

Finance Watch's Transition Planning for Insurers
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Here is a summary of common elements that make up a robust transition plan:

1. SET TARGETS AND MEASURE PROGRESS

A plan begins with a clear sense of the destination. Establishing a 2050 net zero
goal is a good signal of general intent, and this must then be complemented with
shorter term targets and milestones to drive action today. For insurance companies,
targets concern both financed emissions and insurance associated emissions (IAE).
Here are key considerations:

Measure and disclose progress towards targets using accepted methodologies,
including reporting on an absolute emissions basis.

Targets should be based on scenarios in line with 1.5 degrees, use specific
sectoral pathways, and prioritize high-carbon sectors in target-setting

Targets should account for all material forms of scope 3 emissions, including
financed emissions and IAE.

Set short (1-3 years) and medium (3-5 years) term targets to drive action today.

If reporting emission removals or avoided emissions, disclose them separately
from scope 1, 2, and 3 inventories.

Consider certification of targets by the Science Based Targets initiative (SBTi).

Table 10. Resources for metric methodologies

CATEGORY RESOURCES

Definition of portfolio company emissions GHG Protocol®? and jurisdiction-specific guidance?3

Calculation of financed emissions PCAF254.255

Definition of physical and economic SBTI,»5 TPI,25” PCAF258

intensity metrics

Portfolio alignment metrics PAT,’s? GFANZ,’" SBTi, PACTA’®

Selection of reference scenario and/or Sector-specific alliance guidance,?*? GFANZ guidance,?** |[EA, 2%
sectoral pathway Mission Possible Partnership,?® NGFS2%®

Tracking and disclosure of use of SBTi,*® Sector-specific alliance guidance, carbon markets initiatives?®®

carbon credits™’

Source: Page 83, Financial Institution Net-zero Transition Plans



https://assets.bbhub.io/company/sites/63/2022/09/Recommendations-and-Guidance-on-Financial-Institution-Net-zero-Transition-Plans-November-2022.pdf
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In addition to financed emissions metrics, disclosure of complementary metrics help
triangulate whether a company is making progress. Such complementary metrics
could include:

- Value of premiums related to energy efficiency and low carbon technology.
Proportion and number of business lines with specific net-zero objectives.

Proportion and number of clients who have set their own science-based targets
and specific carbon reduction objectives.

Exposure to carbon-related assets, as a percentage of underwriting and
investing activity.

2. ESTABLISH A ROBUST PROGRAM OF POLICIES AND ACTIVITIES TO REACH
TARGETS

With targets in place, insurance companies need a set of policies and activities to
achieve them. Transition activities generally fall into four categories:

Portfolio realignment
Client/investee transformation
Climate solutions promotion

Public policy lobbying

Portfolio alignment is about the choices a company makes regarding who its
clients and investees are. An insurance company being in alignment with net zero
necessitates a client and investee base that are also net zero aligned.

Portfolio alignment is most important for high carbon clients and investees. Some
may have a reasonable transition pathway, while others — particularly those
currently expanding oil and gas or failing to phase out coal within a few years —
do not. Such business relationships are candidates for elimination.

For example, Aviva no longer offers insurance for new coal-fired power stations or
thermal coal mines." Allianz no longer issues new single-site policies or funding for
projects in exploration and development of new oil and new gas fields, construction
of new midstream infrastructure related to oil, construction of new oil power plants,
Arctic and Antarctic oil, coal-bed methane, extra-heavy oil and oil sands, as well as
ultra-deep sea oil."

No insurance company with a net zero commitment should be underwriting any
fossil fuel expansion projects.
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Client/investee transformation concerns an active program to press misaligned
clients and investees to align on a timeline consistent with the targets that the
insurance company has set. Insurance companies have an opportunity to engage
both clients and investees, with an escalation strategy that begins with sharing
information about climate targets, and moves through phases promoting alignment,
with clarity regarding time-bound consequences, including divestment.

The life insurer NatWest, for example, combines client/investee transformation with
portfolio alignment with its commitment to "stop lending and underwriting to all
major oil and gas producers unless they have a credible transition plan aligned with
the 2015 Paris Agreement in place by the end of 2021."™

Aviva Investors have also launched a climate engagement escalation program
targeting 30 major carbon emitters responsible for 30% of global scope 3
emissions." They warned companies that they may vote against Directors' re-
election if adequate climate plans are not made, and might divest from non-
compliant companies within two years.

Climate solutions promotion concerns the active encouragement of emissions
reducing activities by an insurance company via its underwriting and investing
activities. This may include:

Underwriting or financing clean energy, low-emission technologies and nature-
based solutions to accelerate the net-zero transition.

Underwriting or financing entities committed to 1.5°C-aligned pathways with
robust net-zero plans.

Underwriting or financing projects of early retirement of high-emitting assets
to reduce emissions.

While there is a trend for insurers to cancel coverage for property owners in climate
vulnerable areas, this can create a coverage gap for clean energy projects and
hinder investment in the energy transition.™

The insurance industry has led on standard setting for transition before, for
example during electrification.”” That leadership is necessary now, to backstop
the energy transition. By 2030, the market for new insurance in new energy
infrastructure is projected to reach US$10-15 billion."

Finally, an insurance company's public policy lobbying should promote its net zero
commitment, including publicly calling for and supporting specific measures that
governments enact to reduce emissions. This should extend to memberships in
industry associations, which should also be aligned with this goal.

Good public policy disclosure practices can help. Disclosures should include a
summary of lobbying activities, including topics and positions taken and details on
outcomes. Memberships in industry associations should also be disclosed, with an
account of the lobbying positions and activities of those associations, and efforts
to align those with the net zero goals of the company.
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Insurers can refer to Ceres' Blueprint for Responsible Policy Engagement on Climate
Change for guidance on auditing lobbying positions and systematizing decision-
making on public policy engagement, Influence Map's LobbyMap Methodology

to assess financial institutions' lobbying activities, and The Global Standard on
Responsible Climate Lobbying.™

An example of aligned public policy lobbying is from Aviva. Aviva Investors' CEO
wrote to 37 finance ministers and central bank governors for countries whose
sovereign debt the company held, asking for their active participation in climate
change and biodiversity investment ambitions.™

3. ACCOUNTABILITY ON PROGRESS THROUGH CLEAR MANAGEMENT
RESPONSIBILITY, CAPABILITIES, AND INCENTIVES.

Transition plans work when they are a core part of routine company decision
making. Companies should recruit Board members and senior management with
climate expertise and assign them relevant roles to oversee and implement the
transition plan. Remuneration incentives should be designed to reward progress
towards climate goals, revising those that are working at cross-purposes by
rewarding high-carbon business relationships. Training and education should be
provided at all levels of the organization.

Good disclosure can also help in this regard. Relevant metrics may include the
number of training sessions completed by employees, Board members, and
management with specific responsibilities in the net-zero transition plan, and
the number of individuals, including at senior levels, with remuneration linked to
progress against and achievement of targets.'”

The collapse of the Net-Zero Insurance Alliance in May 2023 highlights the fragility
of voluntary action by the insurance industry. Moreover, as the Canadian insurance
industry seeks to offload climate risk to the government, taxpayers are right to
demand that the industry stop contributing to that risk via its fossil fuel activities,
and to ensure this happens via regulation.

Canadian P&C companies are currently regulated to safeguard against undue risk
exposure, restricting investment across activities such as commercial lending,
property, and equities.””? However, the current regulatory framework falls short in
adequately addressing the increasing risk associated with climate change.

Provincial regulators, primarily strengthened by the industry association Canadian
Council of Insurance Regulators (CCIR), could strengthen consumer access to
climate-risk data such as mandating widespread dissemination of flood maps to
prospective homeowners.
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Additionally, provincial regulators could address the short-term practice of annual
risk repricing, which has been called out for being inadequate for addressing the
climate transition.'” Insuring with one-year terms prevents meaningful climate
action that considers long-term risks and impacts. Provincial regulators have the
authority to influence insurance contractual requirements, compelling insurers to
integrate a long-term perspective on climate into their risk assessments.

At the federal level, the Office of the Superintendent of Financial Institutions (OSFI)
is the industry's primary prudential regulator. In 2023, OSF| adopted Guideline
B-15: Climate Risk Management, which applies to federally-regulated financial
institutions, including insurance companies and banks.

Under B-15, insurers are expected to publicly disclose scope 3 financed-emissions
and insurance-associated emissions as at fiscal year-end 2025, to go live in 2026.
OSFl is requiring financial companies to file climate risk returns, but these will be
kept confidential. Moreover, B-15 also requires that financial companies have a
climate transition plan. Unfortunately, OSFI does not determine what should be

in such a plan in order to make it credible, instead only signaling to guidance from
TCFD, nor does it spell out consequences for transition failure.

OSFl is also engaging in a Standardized Climate Scenario Exercise for federally-
regulated financial institutions, including insurance companies.'”® The current draft
exercise will require companies to analyze transition risk and conduct physical risk
exposure assessments on parts of their investment and underwriting portfolios.

Ultimately, Canadian regulatory action needs to deal with the perverse incentives
driving up climate risk in the insurance sector. As long as P&C companies can profit
from underwriting and investing in fossil fuels while offloading the risk and costs
resulting from climate damage, they will continue driving that destructive cycle.
Regulators need to use prudential capital requirements to change these incentives.

Here are the two ways that regulators can best align insurers with their net zero
commitments:

1. REALIGN INCENTIVES REGARDING FOSSIL FUEL FINANCING

The International Association of Insurance Supervisors (IAlS), a global standard-
setting body, states that, "an adequate response from supervisors to climate-
related risks will support the objectives of insurance supervision of protecting
policyholders, contributing to financial stability and promoting the maintenance of
a fair, safe and stable insurance market." 1%

Currently, IAIS suggests that insurers consider how investment decisions, especially
at a large scale, could in turn also negatively impact climate change, potentially
leading to financial impacts on insurers' investments.'? 12
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Regulatory action can foster this consideration by enhancing prudential capital
requirements for insurers to account for the climate-related financial risks of fossil
fuel-related financing and investments."” This can be done through introducing a
macroprudential tool, such as a capital surcharge for fossil fuel exposures at risk of
stranding.”®

2. MANDATE PUBLIC DISCLOSURE OF DETAILED TRANSITION PLANS

B-15 should mandate the disclosure of detailed climate transition plans. By
mandating detailed public disclosure, regulators can enhance prudential risk
management, provide legal certainty, and level the playing field across the industry.

B-15 should require that transition plans comprehensively cover investment and
underwriting activities, have credible short and medium-term targets based in
science, monitor progress towards these targets, and evaluate the speed of
implementation, reasons for deviations, and corrective actions.™ OSF| should
outline penalties on insurers failing to meet their net-zero objectives, ensuring
accountability and adherence to transition plans.’

Clear, standardized definitions and frameworks for transition plans should be in line
with guidelines from international bodies such as the UK Transition Plan Taskforce
and emerging IAIS guidance.



CONCLUSION

The Canadian P&C insurance industry is driving a contradiction: it faces .
escalating claims due to extreme weather, but it fosters the very industries

driving the climate crisis through its underwriting and investment in fossil

fuels. So far, the industry is trying to stay ahead of the contradiction by

offloading risk and cost to consumers and taxpayers.

Some Canadian P&C companies are taking initial steps to decarbonize
their underwriting and investing, but these don't measure up to
international peers and are not yet aligned with a climate safe future that
is insurable.

To address the contradiction, robust transition plans are needed. These
plans should set clear targets, measure progress, and align investment
and underwriting activities with the goal of achieving net-zero emissions
by 2050.

Ultimately, regulators need to step in to ensure the alignment of the
industry. Mandating public disclosure of credible transition plans is a first
step, but the incentive structures must also be dealt with via tools such
as specific capital requirements for fossil fuel activities.

The Canadian P&C insurance industry can emerge as a key actor driving
the energy transition, backstopping clean energy projects and de-risking
climate solutions.
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