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I am proud that I, on behalf of the industry I represent, am being counted among your ranks. Just as you are, insurers are in the business of being prepared. We are on the front lines to face virtually every kind of threat there is out there in today’s world. 
What I want to talk about this afternoon is relevant not only to emergency responders but to Canadians across this country who depend on the property and casualty insurance industry to protect them against calamities large and small. Very often they take our industry for granted, expecting that coverage will always be there, but concerning themselves very little with how important our industry is in managing emerging risks that otherwise could seriously impair our economic wellbeing and our social cohesion.  

One can not really begin to appreciate the role of the property and casualty insurance industry unless we recognize that home, car and business insurers are quite different from other financial institutions. Most financial businesses are concerned with wealth management, administering people’s savings in one form or another and preserving or augmenting their value. While this is an essential function in any economy, it is not the purpose of property and casualty insurance. Instead, the distinguishing vocation of the companies I represent is to provide risk-pooling and risk management services to our customers. In doing so, we allow them to engage in activities that would otherwise be too risky and which they would never be able to assume on their own. 

It has often been said therefore that property and casualty insurance is the “oxygen of the economy.” It permits all of us to take risks each and every day. It shares the risk taken by entrepreneurs everywhere. It makes innovation possible and in so doing adds to the economic wellbeing of each and every one of us. And like “oxygen” we tend to pay it very little attention, believing it will always be there to protect against damaging events that most people believe will never happen to them.  
Now the principle of risk pooling and risk management is not a new one. 

Believe it or not, it dates back some 4,000 years to the banks of the Yangtze River in China.

If you have ever had the opportunity to take a river boat down the Yangtze, as I have, you will quite quickly understand how daunting a challenge it must have been for primitive crafts to navigate one of the great rivers of civilization, and also one of the most treacherous. 
About four millennia ago, river boat traders began to congregate at a point in the Yangtze before taking on the river’s most serious rapids. They would exchange a portion of each other's cargo before setting down the rest of the river.  The idea was that if one river boat was consumed by the rapids, no one boat would lose its full cargo. What a magnificent idea!  

Over 200 property and casualty insurers are licensed today in Canada, offering a wide gamut of insurance coverages, be it automobile, homeowners, commercial property, directors and officers liability, and export insurance to name just a few.  While the annual premium volume in Canada is over $35 billion, the industry is tremendously international in nature. Indeed, property and casualty insurance is the most international of all financial services. Local insurance policies are supported by a vast web of international financial arrangements designed to diversify risk and manage it as efficiently as possible. 

I do not have to remind you how indispensable the property and casualty insurance system was in responding to two of the greatest tragedies we have witnessed in recent years – the terrorist attack of 9/11 in 2001, and the destructive hurricane season of 2005, which included Hurricane Katrina. Our industry responded remarkably quickly to these events. In the end, 9/11 cost the industry nearly $25 billion. And Katrina, Rita and Wilma wiped out over $90 billion of the industry’s capital.

Now, if that weren’t enough to underline the importance of maintaining a healthy property and casualty insurance system, keep in mind that experts assess that the risk of major hurricanes and terrorist activity in the world will be considerably more dangerous in the future.

 I wish the examples of this were less impressive than they are. 

In the 1960s, insured losses caused by natural disasters amounted to $8.1 billion US. In the six-year span between 2000 and 2006, natural disasters cost insurers $212.20 billion US. Both of these figures are in 2006 dollars, so we can compare them and determine that the losses in the first six years of this millennium were more than 26 times the losses experienced in an entire decade just forty years ago. 

The losses in the 1980s were twice those of the 1970s. The losses in the 1990s were four times those of the 1980s.  The trend seems to be accelerating.
Internationally, five of the most costly insurance losses since 1970 occurred in 2004 and 2005. 

Some will say that these events, in an odd way, have been beneficial to the industry. In a more risky world, investors at least understand the importance of insurance and have responded by moving capital into the industry in record amounts in recent years.  

While there may be some truth in this, the problem is that many of the major risks we face as an industry are extremely difficult, if not impossible, to accurately predict. 

Hurricanes, earthquakes, and terrorism are good examples of the fundamental unpredictability that the insurers face. Of course, the industry makes extensive use of complex models to try to anticipate the nature and cost of major risks. But recent years have shown that not even the most sophisticated techniques can accurately predict the complexity of these sorts of events.  In most cases, even the best models have underestimated the extent of the damages involved. While reinsurers are working diligently to develop better and more accurate predictive methods, the reality is that predicting future catastrophes will remain a daunting challenge. 

And then, on top of this uncertainty, insurers face all of the ordinary, day-to-day risks that are part of what it is to live and do business in the 21st century. Here are just a few of them: More than any other part of the economy, insurers carry the burden of our living in a much more litigious society than the one in which our parents grew up.  Combined with an often painfully slow legal system, the cost today of defending even the smallest of insurance claims has become prohibitive. Insurers are also the easy target of organized crime, since property fraud is all too often treated by our judicial system as a victimless transgression.  

And many people prefer to abuse the generosity of the auto insurance system, for example, knowing that the costs will inevitably be borne by honest policyholders.  All of these burdens are faced by the Canadian and the international insurance system without even talking about the single greatest challenge facing our generation that of climate change.  

No other issue is likely to affect the course of our civilization more profoundly in years to come. That is why the international property and casualty insurance community has led all other business groups in sounding the alarm bells about the seriousness of the issue.  

Here in Canada and around the world, we have been engaged in a very heated debate around the Kyoto Protocol and the most effective ways to reduce greenhouse gases in the Earth’s atmosphere. 

There is no doubt that each and every one of us must do our part to change our way of life so as to lessen our dependence on fossil fuels and reduce our carbon footprint.

But what many, if not all, actors in this great drama seem to have forgotten is that the most immediate challenge facing Canada is the need to adapt to climate change before the calamities associated with it become totally unmanageable.

We all must recognize that even if every coal power plant around the world was decommissioned today; if development of Canada’s vast tar sands was indefinitely postponed; if the number of vehicles on this planet were reduced by fifty per cent – there would still be enough CO2 in the atmosphere to motor the destructive forces of climate change for at least the next 50 years.
In the face of that, we do not have the luxury of arguing whether our reduction targets should be directed at 2012 or 2050. Instead, we need to get on with the task of identifying how it is that communities across Canada and around the world can prepare themselves for the kind of severe weather that we have already begun to experience as a result of these atmospheric changes.

Indeed, 2007 has proven to be an ominous moment. For the very first time, North America has seen three Category 5 weather events in less than a year. The two massive hurricanes that savaged the Yucatan Peninsula would have caused untold damages had they veered northwards into the United States. And here in Canada, we should count our blessings that the incredibly powerful tornado that struck Elie, Manitoba, this summer stayed away from the city of Winnipeg. 
Let there be no mistake, severe weather is not something that is coming.  It has already begun.   We must adapt to its consequences. And we must do it now. 
I say this because without mitigating measures, the burden of the costs related to climate change could well overwhelm the global insurance system.  

Here in Canada, we've already begun to see these costs rise substantially.  
The ice storm of January 1998 was likely a harbinger of things to come. It cost the property and casualty insurance industry nearly $2 billion in today’s funds. On a similar scale, a few hours of rain fell on the northern part of Toronto and the GTA in August 2005, accompanied by tornado-like winds that fortunately dissipated over Lake Ontario before they could hit our fair city. The result: nearly half a billion dollars in losses to homeowners.  Fortunately, almost everyone was insured. 

That is why Insurance Bureau of Canada will insist in the months to come that governments launch an extensive effort to rebuild the basic water and sewage infrastructure of our cities. Systems that are decaying underground and that were originally built for much more modest precipitation patterns will simply not suffice in an age of climate change. Our infrastructure needs to be rebuilt and restored to a new standard of performance to accommodate the kind of frequent severe weather that comes with global warming. The Federation of Canadian Municipalities estimates the current municipal infrastructure gap at more than $100 billion. Clearly, we still have a long way to go to gird ourselves against more frequent severe weather.
We have no time to lose!
It must therefore be an urgent priority for all three levels of government to work together and devise a plan that finances this massive rebuilding project as quickly as possible. What is obvious is that a priority of such a large scale cannot be undertaken and paid for by municipalities alone. Each level of government must find innovative ways of contributing according to its fiscal means. New forms of financial partnership amongst governments need to be developed if we are to overcome this infrastructure deficit and ensure that Canada adapts successfully to the inevitable hazards of climate change. 

I can assure you that Insurance Bureau of Canada will be there to remind governments that there is no such thing as a serious climate change policy that does not include a robust plan for adapting to climate change. And we will spare no effort in working with our individual and business policyholders to identify the risks they face in their communities and to help them develop their own risk management plan that mitigates the damages they might otherwise suffer. 
And what about an earthquake? Severe weather isn’t the only natural hazard that threatens Canada. Experts are now saying that earthquake is the peril that is likely to cause the most expensive damage in Canada. They suggest, in fact, that the top four potential losses in Canada are linked to the possibility of earthquakes striking the high-risk areas of Vancouver, Montreal, Ottawa and Quebec.
You may not be aware that Canada has experienced eight major earthquakes since 1980. Five of them measured at least 6.0 on the Richter scale. The reason you may not have heard about these earthquakes is that, fortunately, they all hit remote areas. 
But imagine if a quake that size hit Vancouver. The economic impact would be about $30 billion and the cost in human lives would be unthinkable. As you know, seismologists say the “big one” will hit Vancouver one day. It’s simply a matter of when, not if.

Paul Kovacs of the Institute for Catastrophic Loss Reduction, who spoke at this conference just yesterday, notes that a major earthquake in Vancouver, Montreal, Ottawa or Quebec would have 10 to 20 times the impact of any severe weather event that could occur in Canada. 10 to 20 times the impact – in terms of the number of people who would die, the number of properties affected, the amount of damage, and the number of insurance claims. 

To put a dollar figure to that impact IBC estimates that the insured damages of a major earthquake on the West Coast would amount to just over $6 billion; a 500 year + event would amount to more than $10 billion.
Number two, our experience on the frontlines of disasters has shown us what types of weather, earthquakes, damage and losses Canadians have to be prepared for. 
And the third way in which insurers are well suited to play a lead role in developing a new approach to preparedness is by having tried-and-true strategies for mitigating risks and cutting losses – the types of strategies that will be central to the new approach to preparedness.     
The insurance industry has publicly and philosophically placed the consumer at the centre. Consumers, and the issues that matter to them, are at the centre of everything insurers do. Canadian insurers pay out more than $20 billion in claims every year helping people rebuild their lives in times of need. 

Considering the enduring commitment we have to consumers, it’s understandable that insurers would take a keen interest in helping to prepare consumers for the severe weather and earthquakes that may affect them down the road. 

The second way in which we’re qualified to take on this cause is by, as I’ve said before, already having experience on the front lines. Severe weather and earthquakes aren’t entirely new phenomena, they’re just hitting us with increasing regularity and ferocity these days. 

Insurers have experience. We’ve been there to respond to countless destructive environmental events – to assess the damages, pay the claims and get Canadians back on their feet as quickly as possible. 
And we’ve collected the data. We know what severe weather events cost our society, in both economic and human terms. We’ve identified the factors that lead to the largest losses. We understand the risks. 
In fact, the insurance industry is recognized globally as an expert source of reliable data about severe weather. 

Even recent Nobel Peace Prize winner Al Gore relies on our industry for figures to support the “Inconvenient Truth” with which he has captured the world’s attention.  

The third way in which insurers are qualified to play a leadership role in developing a new approach to preparedness is by understanding the complexity of that for which we must prepare. Insurers understand that adapting to the new realities of weather and earthquakes isn’t just a matter of raising premiums to cover anticipated future losses. 
That old approach was reactive. We anticipated losses, gathered up a pool of money to cover those losses, and then dished out the money from the pool when the losses occurred. We prepared ourselves to react to severe weather events. 
Of course, reaction has its place. And Canadians should be very proud of the way we react to natural disasters. The federal and provincial governments, the insurance community, our emergency services, the Red Cross and, when needed, the military are on the scene of major catastrophe almost immediately. 
Our new approach to preparedness must be to mitigate losses. We must prepare for severe weather and earthquakes by taking steps to decrease the impact of each event. If we anticipate the risks of severe weather and earthquakes, and guard ourselves against those risks, we can make it through lots of instances of nature’s fury without finding ourselves in a disaster zone. 
Noah was prepared; he didn’t wait for the flood to build the ark.
And Canada has some great examples that show how the concept of mitigation can work.
Back in 1954, Hurricane Hazel roared up the American East Coast and dumped a huge amount of rain on the Toronto area in less than 24 hours. That unleashed torrential floods that tore down the Don, the Humber and the Credit River valleys. Entire neighbourhoods were obliterated. Eighty-one people were killed and 4,000 families were forced from their homes. It was a terrible catastrophe.

A farsighted Ontario government learned some important lessons and vowed never to let it happen again. A series of flood control dams and channels were built. Houses were moved off the floodplains and rebuilding was restricted to areas out of harm’s way. 

Consider the lessons to be drawn from the Winnipeg Floodway. 
In the 1960s, the people of Manitoba knew from bitter experience that the Red River would burst its banks periodically and overwhelm the City of Winnipeg. So the provincial and federal governments got together and built the floodway, which is basically a giant ditch around the city. It cost $63 million, a staggering amount at the time. But it proved to be a bargain.
Since it was built, the floodway has been used to reduce flood loss on more than 20 different occasions. When the great Manitoba Flood of 1997 hit, the floodway diverted almost 60,000 cubic feet of water every second, passing it safely around the city. As a result, whole neighbourhoods were spared. And hundreds of millions of dollars were saved.

That $63 million turned out to be a good investment.

The insurance industry itself has made strides into the arena of mitigation, and we’ve established ourselves collectively as a leader in advocating strategies aimed at reducing the impact of destructive natural events. For almost as long as there has been insurance, insurers have been involved in efforts to prevent losses that would lead to claims. Not only does this make good business sense, but it gives us the opportunity to use our knowledge of risk management to make a positive contribution to society. To speak up with a strong voice in favour of a new approach to preparedness.
For example, insurers fund the Institute for Catastrophic Loss Reduction (ICLR). I mentioned this organization earlier when I made reference to Paul Kovacs. ICLR’s mission is to reduce loss of life and property caused by severe weather, weather-related events and earthquakes by identifying and supporting strategies that improve society’s capacity to adapt to, anticipate, mitigate, withstand and recover from natural disasters. 

ICLR is committed to showing Canadians what they can do to protect themselves and their homes. They are leading all sorts of studies on how buildings are damaged and what can be done to make them stronger.

In addition to encouraging homebuilders to make houses stronger, they also provide tips on how to make existing buildings stronger. In 2005, for example, ICLR retrofitted a Vancouver home to demonstrate how to fortify buildings against earthquakes.
In 2006, insurers committed $500,000 to help fund a research facility at the University of Western Ontario called the Insurance Research Lab for Better Homes. Researchers there are studying the effects of severe weather on homes in an effort to develop materials and building techniques that could make homes more weather resistant in the future.

The lab contains a typical two-story brick house, similar to many homes found in tree-lined neighbourhoods across Canada. What makes this house different is that it was constructed for the sole purpose of being slowly destroyed. Over the next few years, the home will be subjected to a variety of severe weather conditions, including winds of up to 200 miles per hour that will eventually blow its roof off.  
Preparedness matters to consumers. And consumers matter to the insurance industry, an industry that already has a great deal of experience responding to severe weather events and understands that being prepared in our increasingly volatile environment means girding ourselves and our infrastructure against the elements.  
For all of these reasons, Insurance Bureau of Canada, on behalf of Canada’s home, car and business insurers, has identified adaptation – a new approach to preparedness – as one of its key strategic priorities. IBC is developing a comprehensive plan to assist the industry and its consumers to adapt to the effects of climate change and similar risks, such as earthquakes. We’re planning to put the call out to our member companies, to government, and to our customers. The message we’ll be sending is, “Be prepared. We can help.”
We’re planning to offer help to our members – the private insurers of home, cars and businesses in Canada – by analyzing trends in the large-scale payouts that follow severe weather events. We’ll share the results of our analyses with our members to help them prepare for such significant losses AND remain competitive. 

We’re planning to offer help to government by contributing to the public policy dialogue about climate change in big-picture as well as practical ways. For example, we want to bring government’s attention to outdated municipal infrastructure that contributes to weather-related problems such as flooding. 
We want to bring their attention to building codes and zoning laws that can be strengthened to make our buildings more weather and earthquake resistant and to keep people from building in high-risk areas, such as flood plains. And we want to bring the government’s attention to some of the regulations they impose on our industry that limit our ability to provide affordable, complete coverage to our customers. 
Finally, we’re planning to offer help to consumers by educating them about how to reduce their chances of suffering losses as a result of severe weather and other natural events, such as earthquakes. We’re going to give them tips about managing and reducing their risks, and about getting proper insurance coverage for the risks that they can’t eliminate. We want to help consumers understand what is and isn’t covered by their insurance policies, so that they know what to expect should they ever need to make a claim. 
Let’s take another look at the earthquake example to explore the issue of proper coverage a bit further. Currently here in BC, you are able to purchase earthquake insurance, and this earthquake insurance covers you for any damage to your property caused by the shaking of the earthquake. Without this special earthquake coverage, you are not covered for the damage caused by the shake, even if you have a typical home insurance policy. That home insurance policy, however, does cover you for fire damage to your property, should a fire break out following an earthquake. 

I have two reasons for telling you this. The first reason is to point out to you that earthquake insurance in British Columbia is unnecessarily complex. As it stands now, some of the damage that may be caused by an earthquake is covered by earthquake insurance and some is covered by your home insurance. Wouldn’t it be easier if there were one earthquake insurance policy that covered you for all risks associated with earthquakes – shake damage and fire following the earthquake included? 
Canadian insurers think it would be easier – easier for consumers to understand what types of damage they are covered for. We’ve thought this way for years. And we have spoken to the provincial bodies that regulate the types of products we can sell, in an effort to have the structure of earthquake insurance streamlined and simplified. 
The second, and more urgent, reason that I’m telling you about earthquake coverage is that I think it is important that you, as consumers, truly understand what the complexity of this coverage means to you. That you fully recognize that a typical home insurance policy is not enough coverage when it comes to earthquake damage, and that you recognize that you have to buy a separate insurance product to be covered for shake damage. 

According to most recent research conducted for the BC Ministry of Finance, about 63% of Vancouver and Greater Victoria homeowners have separate earthquake insurance for shake damage. That means that more than 1/3 of homeowners in those two areas are NOT covered for shake damage. 

All of that to emphasize to you how important it is that consumers understand what is and isn’t covered by their insurance policies, and that they do all they can to insure themselves against the risks that are likely to affect them. It’s important for consumers to be prepared. 
Insurers must be prepared as well – prepared to help policyholders in times of need. When severe weather or earthquake strikes, we’re prepared to be there to get you back on your feet again as quickly as possible.

And I mean that literally – we will be there. Before I got deep into the issue of earthquake insurance just then, I was telling you about the insurance industry’s plan to adapt to the severe weather that’s resulting from climate change, along with other natural risks. Well another element of that plan is an initiative to help consumers by physically being there, on the ground, in the first 72 hours after disaster strikes, to provide information and other resources. 
Unlike other aspects of our plan, which involve time-consuming research and analysis of data and public policy, this “first 72 hours” element of our plan is something we can act on right away. This is a critical aspect of the plan because it’s in those first few days following a severe weather event that solid leadership and clear direction are most required. 
Already, IBC, as the voice of Canada’s home, car and business insurers, fields a large number of media calls immediately following most natural disasters. We are called upon to explain what is covered and what is not. We are asked to provide advice to homeowners about how to protect their belongings. And we provide updates on how much the insured damage will cost to repair. 

So experience has helped us to understand what information consumers need following a natural disaster. Now we’ve developed a way of getting that information out to them faster, and in person – a way to deliver, more quickly and efficiently, on our promise to be there in times of need.

In insurers’ tried and tested spirit of reaching out to consumers where they live, work and play, Insurance Bureau of Canada is recruiting and training industry employees to be part of a mobile unit that will be dispatched to disaster sites. These industry representatives will provide policy and coverage information, and facilitate contact between affected consumers and their insurance representatives and claims departments. The members of the mobile unit will coordinate with other relief organizations on the scene to provide some basic essentials, such as food and bottled water, to residents of the area, as well as to emergency workers.   

Be prepared. What does it mean today? 

To insurers it means accepting the reality that hurricanes, floods, tornadoes and wildfires are going to be more frequent and more powerful in the years to come, despite our society’s efforts to combat climate change.
It means recognizing that the bills for these severe weather events and, here in BC, for the impending earthquake known as the “big one,” may eventually become more than we – as insurers and as a society – can handle.

And therefore, the message “be prepared” means insurers must work within the industry, with governments and with consumers to identify weaknesses in our business plans, our infrastructure, and our insurance coverage, before the severe weather or the big one hits. 

It means proactively addressing these weaknesses in order to eliminate as many risks and unknowns as possible, and to minimize the deaths, damage and economic losses that may result from these environmental events. 
It means building on what we’ve learned in periods of storm in order to learn as much as we can during periods of calm.

We can’t do anything to stop the hurricanes, rains, tornadoes and earthquakes from coming, but we can certainly be prepared. 

Thank you. 
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