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Subject: Insurance and Risk Management Services Contract Extension for
November 1, 2019 — November 1, 2020

Report to: Corporate Services Committee
Report date: Wednesday, April 17, 2019

Recommendations

1. That Staff BE AUTHORIZED to exercise the option in favour of The Regional
Municipality of Niagara (“Niagara Region”) to extend the insurance and risk
management services contract with Jardine Lloyd Thompson Canada Inc. (“JLT”) on
the same terms and conditions for an additional term of one year for the 2019-2020
policy term based upon an estimated annual cost of $915,426 (including 8% PST)
subject to renewal premium increases due to additional insured property and fleet
values.

Key Facts

e The purpose of this report is to seek Council’s approval to extend the insurance and
risk management services contract with JLT for the upcoming policy renewal period
from November 1, 2019 to November 1, 2020.

e In July 2017, Niagara Region competitively procured the insurance and risk
management services by issuing a Request for Proposal (“RFP”) which included
Niagara Regional Housing (“NRH”) and Niagara Regional Police (“NRP”).

e On October 31, 2017, Council awarded the RFP to JLT at an annual cost of
$790,838.80 (including 8% PST) for a two year period with an option in favour of
Niagara Region to extend the contract on the same terms and conditions for an
additional term of up to one year.

¢ In November 2018, Niagara Region entered into year two of the contract with JLT for
the same rates subject to renewal premium increases due to additional insured
property and fleet values as well as a mandatory surcharge on recycling facilities.

¢ In contemplation of a contract extension in year three, Staff reached out to JLT to
provide a report outlining any municipal market concerns as well as JLT’s estimated
rates for the November 1, 2019 to November 1, 2020 policy renewal.

e JLT provided Niagara Region with an estimated overall premium percentage change
of 4.75% over last year’s premium (subject to any increase in property and fleet
values).

Financial Considerations

The current cost of insurance premiums for Niagara Region (including NRH and NRP) is
approximately $813,227 (inclusive of 1.76% non-refundable HST) and is included in the
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approved Legal and Court Services 2019 operating budget. The contract for year two runs
from November 1, 2018 to November 1, 2019.

The renewal option for year three which will run from November 1, 2019 to November 1,
2020 is estimated at $874,507 (inclusive of 1.76% non-refundable HST). This option
includes an increase in cyber premium of $22,400 to increase the Niagara Region’s cyber
coverage from $2,000,000 to $5,000,000 which was approved by Council as part of 2019
budget approval process.

Subject to Council’s approval of this report, given that the term of the contract will expire on
November 1, 2019, as a part of the 2019 budgeting process staff also included the
estimated cost of coverage for the last two months of 2019. This estimated cost is within the
approved budget for 2019. The remaining 10 months of the renewal option will be included
in the 2020 operating budget.

Should Council not approve the recommended extension, Staff would be required to go out
to market in June 2019 which could result in higher than budgeted premiums.

Analysis

The policy renewal for November 1, 2019 to November 1, 2020, will be third and final
year to renew Niagara Region’s insurance and risk management services contract with
JLT.

On March 28, 2019, at Staff’s request, JLT provided Niagara Region with a report
outlining current market conditions and the estimated rates for the 2019-2020 insurance
program for Niagara Region (which includes NRH and NRP). A copy of the March 28,
2019 report is attached as Appendix 1.

JLT’s report confirmed a number of items which Staff had identified as being important
factors in considering the option to extend with JLT for the 2019-2020 policy period.
The following is a summary of the more relevant items considered by Staff and
confirmed by JLT:

e Public Sector is in a state of flux and there is increasing pressure to not write
business at a loss and municipal business is a class that sustains claims.

e Since the start of 2019, JLT has been made aware of several municipalities who
received renewals with increases of 34% or more.

e At this juncture, JLT is seeing increased instability in Lloyds when it comes to
writing municipal accounts yet JLT is not seeing any increase in appetite for
public sector business from domestic insurers.

e Signs indicate that municipalities can expect that premium reductions, even when
faced with competition, are a thing of the past.
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e Municipalities can help protect their budgets from premium fluctuations by
selecting an insurance program that is stable and use insurers who have
exhibited a long term commitment to writing municipal business.

e Strong risk management practices, developing a long-term relationship with
insurers, and retaining the appropriate deductible levels will increase in
importance.

e The current push by responsible insurers to obtain regular increases of 3 to 10%
is to ensure business does not continue to be written at a loss.

e JLT has been writing business with the same insurers for well over 10 years and
its municipal program continues to remain strong, with only marginal increases
expected for good performing accounts over the next few years.

JLT provided Niagara Region with an estimated overall premium percentage change of
4.75% over last year’s premium, subject to any increase required as a result of
additional property and fleet values.

In considering the above noted summarized items, Staff’'s recommendation to renew for
the third year with JLT will result in an overall reasonable percentage increase that is
within budget and will also allow Staff to focus its efforts on corporate wide risk
management practices while continuing to build a knowledge base with JLT to help
inform the future competitive procurement process.

It is Staff’s intention to bring a report to Council in the Spring of 2020 to seek
instructions and direction with respect to the overall competitive procurement process
for insurance and risk management services for the November 1, 2020 policy renewal.
This will include, but not be limited to, scoring and program rating criteria as well as
increased contract term length (3 to 5 years).

Alternatives Reviewed

Staff considered competitive procurement for the November 1, 2019 renewal. However,
Staff does not recommend procurement at this time for a number of reasons including
the favourable estimated terms provided by JLT, the uncertainty of the Public Sector
market, as well as the additional costs and resources required to complete a
competitive procurement process with no certainty that any savings would be achieved.

Relationship to Council Strategic Priorities

Exercising the option to extend allows Niagara Region to benefit from additional cost
savings while building further knowledge base with the current insurance provider,
which aligns with Council’s strategic priority of Advancing Organizational Excellence.



CSD 27-2019
April 17, 2019
Page 4

Other Pertinent Reports
N/A

Prepared by:
Donna Pasto
Risk Management Program Manager

Submitted by:
Ron Tripp, P.Eng.
Acting Chief Administrative Officer

Recommended by:

Todd Harrison, CPA, CMA
Commissioner/Treasurer
Enterprise Resource Management
Services

This report was prepared in consultation with Donna Gibbs, Director Legal and Court Services
and reviewed by Adam Niece, Program Financial Specialist.

Appendices

Appendix 1 Forecast and General Market Conditions Report
Submitted by JLT Canada dated March 28, 2019 5t0 10
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MARKET CONDITIONS

Thara ard a vaiely of lactor thal impact premium. In addition & an insured's exposures and loss ralio, thore are
considerations bayond an inaured's control that affact pramium |

= Rainsurance® arrangemants: these contracts are impacted by the amount of surplus capitnl, overall losses
{ox. Recycling faciities sustained significant loesas globally and reinsurers required increased rafes for all
such facilities), and profilability wilhin a paricular sodiar,

= Capital surplus: invesiors put money into the insurance market looking for refurn on their investment and it is
the surpius of these funds that allow underwrilers o write compolitive premiums. The amount of capital
injsctad inta tho insurance markat is lied to profitabliity, Subject to changes to intarost rates, and i markets
conlinues to product resulls at a loss, we can axpect 10 see Investors look for altermale investmants with
highed raturma, Tha availability of capital s one of the diving faclors that detarming il we are faced with a
aoft market (Compatitive pramium, aome willingnoas o wiite al & loas) of a hard markel (foecus on insurer
profitabdlity through iIncreased pramium}

= Global culiook conlinued catastrophic weather evenls impact property rafes.  This is nol resiricied io
municipal business and can ba fell aven more haavily on commarcial accounts,

=  Clalms 1‘ruu:||.|lur'|i:'||I and sevarty. particular lines of business with frequent andior coaily claima can cause
insurers to implement wide-brush mandatory inoreases,

= Logislation: this s a factor thal impacts municipalities more then any olher industry, Changes to tha
application of joint and several liability, environmental legisiation, mandatory coverage by municipalitios for
intagrity commilsaloners, legislated automabile accldant benalils coverages, ale, have an impact on ralas,
Thie more the insurance industry (s expacted to fund the cost of injurles/dosses to thind parties, the mone the
public sactor market space will be impacted as insurers nead sufficlent funds to pay these long tall claims.

*Roingurance & mawrance thal & purchazed by an lnsurance company, in which someo part of s own insurance

liabilittes s pagsed on (“ceded®) fo another insurance company. in the classic case, minsurance afows nsumnce

companies fo rernain solven! affer major claime events, such as major disasters fke humcones and wildfires. In

addiffon io iz basic mie n dek management, rinsurance is somelimes wsed fo reduce the coding company’s oapital

r;quhmﬂ:f&, of for fax mitigalion or other purpoges. Thore are fwe basie mathads of reinsurance - Facultative and
reary.

Fallowing i a aurmmary of 1he slata of tha insurance indualry for the general damestic and London markels, as waell
as what the public sector Space is undergoing.

LLOYD'S OF LONDON

Al the baginning of Nevember 2018 Lloyd's completed a bruising business planning process thal saw an
unprecadented number of changes io its syndicates’ 2010 plang. Wa have seen averyihing from syndicatos
withdrawing from the market through to pulling out of weaker parforming lines of businass in order (o secure approval
Property, construction, professional indemnity and marine cargo have all in particular been in the fiing line. Whilsi
speculation al this stage and some syndicates will have modest growth signed off, this hard-line remediation stanca
could reduce overall planned prémium levels by up to 10% in 2018,

The focus has now moved from planning (o obtaining sufficient capital and anaunng that approved syndicales alag
have thair reguiatory capital in piace 1o support their 2018 business plans as part of the so-called ‘coming in (o line
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axerciss, Following loss creep on second half (2H) 2017 catnairopha avanta, significant loas eventa in 2H Z018 auch
os the Californian wildfires, Lloyd's imposed capital loading as part of o wider de|leveraging project, the capital
sauesze is on. Sittng behind this de-loveraging will be a Lioyd's concem that some syndlcates were being too
oplimiatic with (hoir loss picks on both refrogpective and forward looking business. It appaars the majority of
syndicaies have baen asked to find additienal capital which will of course put furthar downward prassure an thair
returns, particularly on ihoss whe have (0 oparale next year with a reduced pramium income. 1| follows thal by
increasing ayndicates’ coat of capital to enaure an improvemant in undersTiting profitability will mean underwribars will

be foroed to stand tough in pushing for premium increases when faced with demanding brokers at their box

It may alao ba the cane that the market-wide increéase in capital is the resull of additional pressurs faced by Lioyd's
from the Prudential Regulation Autherity (FRA) and the rating agencies, One of those raling agencies, Fitch, has
recantly said ‘that despite the proactive approach by Lioyd's 1o confront underperforming syndicates in the market,
profitability is expected to remain under pressure in 2019 and ‘it does expect the market (o respond with A renawed
focus on profitable undenwriting'.

Tha abowve has tranalated inte Londoen markels pushing fof rate, eulling line sizes, moving away from writing cerain
lines of business, and lightaning terma and condilions,

DOMESTIC MARKET

Tha Canadian insurance markel romaing relalivaly compatifive for wall parfarming aceounis and classes of businoss,
howavar rate reductions ara slowing down ncroas almest all lines of business as wall as indusifies, Long-teim oullock
continuaes (o Fﬂ|l'll toa h-ﬂ'“l.'ll'l'llﬂﬂ out of the market.

As 2017 entered the last monthe of a record year for Catastrophic losses, increases averaged 10 per cent for loss
froe accounta, bul wore as high as 50 par cenl for soime clients in the Carbbean, The wider indusiry's response o
{his yoar's nalural calaalrophe losaes has bean unavan, diffaring by line of busineas and geography

Wilhout taking Into account losses or increases in values, domastic property underwriters in H2 of 2018 and H1 of
2018 have baen Iaking for incraases of up o 20% on the overall propardy rate.  This is the trend in all types of
business — hoapitala, commarcial oparations, real estate, etc. Many domastic insurars ara limiting their overall liabliity
and eapping the amaount payable in the svent of o cataatrophic loas,

Last yoar's catastropha josses have not resulled in o ‘knee-jark’ response from the insurance market os of yot,
although there s g renswed enss of discipline and determination among undenwriters. Thare has not been a wider
mevs io resiriel cover, bul insurers are genarally looking to impose mors disciplined undarwriting, an increased
ralianca on actuarial reaulia, and an incraated focus on relaniicns and limil,

All of the syndicates on your program (QBE, Chaucer and MCI) have had thelr 2018 business plans approved.

PUBLIC SECTOR MARKET

The Public Sector market is In a state of flux. Although thers is still capital in the marketplace there is increasing
prossure fo not wrile business ot a loss and municipal business is a class that sustains claims. Since the star of
2010, wa have been made aware of several municipalities who received renawale with Increases of 34% ar mare.

At this junciure, we are sesing increased instability in Lloyds whan it comas 1o wriling municipal accounts yal wo ara
not seeing any incrense in appetite for public sector business from domestic insurers. Signa indicated that
municipalities can expect that premium reductions, even when faced with competition, ane a thing of the past.

Municipalities can help predect thair budgets from premium flucthuations by selecling an insurance program that is
siable and usea insurera who have exhibited a long term commitmaent to wiiling municipal Busineas, Sirong riak
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management practices, developing a long-lerm ralationship with insurers, and relaining the appropriafe deductibls
leverls will continue to incrense in importance.  The current push by responsible insurer's to obtain regular increnses
of 3-10% is lo ensure business does not continue to be wiitten at a loss. Although difficult to justify increases in the
short term, this strategy should reduce the risk of municipalities facing a sudden significant jump in pramium, theraby
maintaining budget stability. JLT has been writing business with the same insurers fof well over 10 years: our
Miunigipal program conlinugs 1o remain strong, With anly marginal incraases expecled for good performing accounts

ovar the naxt few years.

Cwan Tasaona

SVP, Account Executive
JLT Canada

PHOME: 847-450-0888

EMAIL: glassoneflilassonad@amail.com
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THE REGIONAL MUNICIPALITY OF
NIAGARA

The Region of Miagara has a comprahensive insurance program (hal affectively transfers a significant poriien of the
Raglon's rek. The primary lines mast impacied by current market condilians include:

= General Liability, including Adminisirative Ermors and Omissions

= Proparty, including Baller and Machinery
= Automobils

Insurars ard nol able lo provide pricing morn then 80 days in advance of a rarawal; howavar wa did have discussions
willi ingurars and are abile 1o relay the follswing preliminary indicationa

PRELIMINARY RENEWAL ESTIMATES FOR THE REGIONAL
MUNICIPALITY OF NIAGARA 2019-2020

Goneral Liability: In 2017 QBE agreed 1o a 2 year rate guaranies, therefore the 2018 policy renewed at the same
rate ms expiring. If the Region's loss ratio remains low, the Reglon may ses renewal terms with only a 2:3% Inoreasa.

As discussed above, tho liability market for municipal businass is struggling and insurers are looking for slight
incraases 1o halp reduce a apike in pramiuma, However, JLT would advocate for the Region and work with insurars
towards a zoro poarcont incroasa for the 2019 temm,

Umbrella Liabillly: Mo changes axpacied ai this ime. Unless losses deferorats for underlying policles, the Raglon
ean axpEs pramiuma o ramain the sama as axpiing termmas,

Propery, including Boiler & Machinery: Wilhoul taking Inio account |osses or increaasas in values, the JLT
program property undanwriters have been looking for increases of approximately 3-8% on the overall property rate
par $100. If the Reglon's loss ratio continues to remain balow 40%, we will ndvocate for ‘as (s° ratos.

As dispussed during the Reglon’s 2018 renewal, the rates for recycling faciliies recently increased. This is a world-
wida iaaum and Aviva's reinaurers applied this surcharge 10 all accounts with achaduled racycling Iacilitias due to tha
incraasing numbar of loases thal have Wken placa glebally,

Automoelblle: Thare was a program wide automoblla rale incremss in 2018 of 5% due to the increased cost of clalima,
which is the resull of costs for bath vehicle rapairs and madical cara cantinuing 16 increasa, The Ragion's aule palicy
Ious ratio was approximately G6% in 2018, Insurers typically apply increasss to accounts with foss ratios in oxcess of
B4%. The Region employs a number of effective risk managemant practices tharefore we wane able to negotiate the
typical 10% incrense down 10 3% in 2018, If the loss ratio for this line of business remains above 40%, the Reglon
may sie up to a 10% increass, Deapite the lypical incrdates noled abov, wa will negotiale with induréra 16 oblain
the basl possible pricing for 2018,

Crimo and Excoss Crime: Crma mmaing (o ba conaislant in pricing despils municlpaliies baing & class of businass
that faces substantial claime from internal theft. This s an area whare intemal controls and riek management
praciices ara affectiva means of keeping pricing siable, Unleas loases deteriorate no changoes are expectad. I
inauirers do regquirg o program wide inereass, which is nol expeciod, we may saa an increase of 2-3% al moal,
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Councliorn Aceldent: No changes anticipated

Environmental Impairment Liabliity (Piret Party = NRH); Unless losses deteriorate, no changes in premium ara
axpadctad.

Cyber: This is a coverage that is evolving and changing ol a rapid pace. Although it is nol recommendaed to remarket
AN ACCOUNT avery yaar, this ia ona policy whera obtaining alternate quotes for the Reglon's 2018 renewal could ba
advantagesous,

Tha following praliminary aslimale is based on whal we foroasa as the woral case aconano for the Region'a 2019-
2020 torm. JLT would nagoliate with insurars to provide the Region wilh the basi possibla terms whan the renawal

procass begins.
Praslimi rfmey
Palicy 2017-2018 2018-2019
Population 444,090 aamoen 440,090
Ganaral Liability Promium: i 104, 200 i 40, 200 ] 108,230
Umbrella Liability Promum: $ 28,743 $ w74y % 28,

Blankat Propery Limit ¥ 2,301,898, 700 ) A15410.817 ¥ 2415410817

Property/Bolier & Machinery 5 340,948 5 400,349 ' 423,088
Pramium;

Automobila - Number of Valilclas 718 ras rag

Auvtomaobile Promium; ] 170,009 § nnET 5 20787

EIL Firat Pary NRH Prémiim: [ ] 17,500 g 16,005 ¥ 18,008

Crime Promium: & 10000 8 10,000 % 10,000

Exoess Crime Pramiuim: i 15,000 i 16,000 5 16,000

Councilors Accidant Promium: E 4320 i 4,520 i 4,580

Cybar Pramium at $3M ] 165,220 5 i ] 5 25,225

Dirsctors & OMfioars Pramlum i 7,500 [L1E] 1]
{MEDC):

TOTAL PREMILIM 5 740,445 5 Boz,423 5 040,565

OVERALL PERCENTAGE CHANGE B.a4% 4. T8%

*Additional premium for increasing — - T§22,400

Cybar limii from $2M fo 55M

3/28/2019 v2
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