
•

F o r i n t e k 
C a n a d a 
C o r p . 

Canada ' s Na t iona l W o o d Products Research Institute 

L ' ins t i tu t nat ional de recherche sur les produits d u bois du C a n a d a 



Forintek Canada Corp. , is Canada's national wood products 
research institute providing the wood products industry and govern-
ments with services in research, development and technology transfer. 

FORINTEK's mission is to be the leading force in the technological 
advancement of the wood products industry, through the creation and 
application of innovative concepts, processes, products and 
education. 

Forintek Canada Corp., I'institut national de recherche sur les pro-
duits du hois du Canada, offre a I'industrie et aux gouvernements des 
services de recherche, de developpement et de transfert technologique. 

FORINTEK a comme mission d'etre I'element moteur du progres 
technologique de I'industrie des produits du bois par la creation et la 
mise en oeuvre de concepts, de procedes, de produits et de pro-
grammes de formation novateurs. 

Western Division/Division de I'Ouest 

2665 East M a l l 
Vancouver, B . C . 

Canada V 6 T 1 W 5 

Tel/Tel: (604) 224-3221 
FAX/Telecopieur: (604) 222-5690 

Eastern Division/Division de I'Est 

319, rue Franquet 
Sainte-Foy, Quebec 

Canada G I P 4R4 

Tel/Tel: (418) 659-BOIS (2647) 
FAX/Telecopieur: (418) 659-2922 

info@van.forintek;.ca 
www.forintek.ca 

info@qc.forintek.ca 



F o r i n t G k Fonntek Canada Corp. 
r^Ct n o H o Western Division 
r^\}^ 2665 East Mall 
V ^ O l P - Vancouver, British Columbia V6T 1W5 

Alberta Alliance Project No. 5130-06 

Final Report 2005/06 

Builders' Risk Insurance and Wood-frame Construction in 
Alberta 

March 2006 

Forintek Canada Corp. would like to thank its industry members. 
Natural Resources Canada (Canadian Forest Service), and the Provinces of 

British Columbia, Alberta, Saskatchewan, Manitoba, Ontario, Quebec, 
Nova Scotia, New Brunswick, as well as Newfoundland and Labrador, 

for their guidance and financial support for this research. 



Abstract 
Builders' risk insurance (also known as course of construction insurance) is the insurance that a builder 
buys to protect himself in the event of a loss on a building during construction. This project examines the 
scope and possible causes of recent increases in builders' risk insurance in Alberta, with a particular focus 
on insurance premiums specific to wood construction. In addition, the project explores the potential for 
tools or information, targeted to builders or to insurance brokers, that could lower builders' insurance 
costs. Although insurance represents only a small portion of total construction costs, significant increases 
recently in builders' risk premiums in Alberta have attracted attention and have placed added pressure on 
Alberta builders with respect to their competitiveness. Increases in builders' risk premiums could 
represent a threat to the market for wood products if builders turn to non-combustible alternatives in order 
to save insurance costs. Furthermore, market development activities for wood in the non-residential 
construction sector will be hindered as increased builders' risk costs represent a barrier to entry. 

Information was gathered through a literature review of available data on the Canadian insurance 
industry, combined with telephone interviews with builders, insurance brokers and insurance agents 
associated with the Alberta construction sector. 

Insurance costs have increased globally since 2001, as the sector struggles to remain profitable through a 
period of increased claims and financial instability of the insurance industry. Builders' risk insurance 
premiums in Alberta have increased for all types of construction. In Alberta (and elsewhere), there is a 
considerable surcharge for wood-frame construction over non-combustible construction. However, there 
are mixed opinions in Alberta regarding whether or not the wood surcharge has increased in recent years. 

In 2003, Alberta saw a significant increase in insurance losses due to fire. There are mixed opinions on 
the relationship between these losses and the increases in builders' risk premiums in Alberta. Interview 
respondents suggested it is unlikely that increased claims in a single year have driven up premiums; more 
likely, premiums are up because the entire insurance sector is still financially recovering from the terrorist 
attacks of 2001, while at the same time there are fewer providers of builders' insurance in Alberta today 
and therefore less competitive pressure on the price of premiums 

When asked about the impact increased insurance costs have had on materials choices and building 
practices, all builders said that they had not changed practices or materials as a result of increased 
insurance. Builders said that although increases in insurance have raised the cost of wood construction 
relative to steel, wood remains cost competitive. In addition, builders' responses suggested that they are 
not highly sensitive to insurance costs, given that these expenses are a small proportion of their total 
costs. 
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1 Objectives 
• Determine the scope and possible causes of increases in builders' risk insurance in Alberta (building 

type, area, materials, other causes). 
• Determine if there are tools or information that could be provided to builders or to insurance brokers 

that could lower builders' risk insurance premiums. 

Builders' risk insurance (also known as course of construction insurance) is the insurance that a builder 
buys to protect himself in the event of a loss on a building during construction. Nearly all construction 
contracts require the builder to carry some form of builders' risk insurance. Over the past four years, a 
combination of factors has caused significant increases in builders' risk premiums in Alberta for both 
residential and non-residential construction. 

It is not likely that an increase in builders' risk insurance in the Alberta residential construction sector is 
going to have a measurable impact on the demand for wood products in that sector. Wood construction 
holds the lion's share of the residential construction sector in Alberta, and is by far the preferred material 
for cost and ease of use (1). The lack of competitive alternatives to wood in the residential construction 
sector means that builders will most likely absorb increases in builders' risk premiums and pass them on 
to their customers. 

However, in the non-residential construction sector in Alberta, where wood represents a small percentage 
of the market and is not typically the preferred material, an increase in builders' risk premiums may have 
a more immediate impact on wood use in this sector. Steel and concrete are the more common materials 
used in non-residential construction, and are in many cases perceived by builders and architects to be 
more competitive than wood for some building types in terms of installed cost and ease of use and design. 
As builders' risk premiums increase, the few builders and designers who were using wood in non-
residential construction may begin to look to steel and concrete options as the non-combustible nature of 
these materials gives them significant cost advantages over wood when it comes to builders' risk 
insurance. Similarly the wood products industry will have difficulty in gaining market share in the non-
residential sector if the high cost of builders' risk insurance presents a barrier to entry for wood. 

Increases in builders' risk premiums in Alberta could represent both a threat to the current markets for 
wood products and a challenge to market growth activities. Therefore, it is important to understand the 
factors driving insurance premium increases, and the resulting impact on materials choices and 
construction practices. In general there are three major market factors that affect insurance premiums: 
competition, claims history, and the financial stability of the insurance industry. This report will 
investigate these three factors, and the impact of increases in builders' risk insurance on material choices 
and construction practices. 

2 Introduction 



3 Method 
This project involved a literature review of available data on the Canadian insurance industry, combined 
with telephone interviews with builders and insurance brokers and insurance agents associated with the 
Alberta construction sector. 

Data on the Canadian insurance industry is available from two main sources. Canadian insurance 
companies are required to submit data to The Office of the Superintendent of Financial Institutions 
Canada (OSFIC). OSFIC publishes general financial data on the Canadian insurance industry. As well, 
most Canadian insurance companies are members of the Insurance Bureau of Canada (IBC). Member 
companies may voluntarily submit data on claims, premiums and financial position to IBC. IBC 
publishes some of this segmented data for public use. 

For the builder and insurance broker/agent interviews, an informal interview format was followed, as the 
intent was to develop qualitative information on factors that affect insurance premiums and the effect of 
increases in premiums on materials choice and construction practices. The data developed from these 
interviews is not statistically significant, but does indicate some general market forces. An example of 
the general interview questions and topics reviewed is shown in appendix A. 

4 Results 
4.1 Canadian Insurance Industry 
The three major market factors that affect insurance premiums in general (competition, claims history, 
and financial stability of the insurance industry) were investigated in depth. Data from the Insurance 
Bureau of Canada and the Office of the Superintendent of Financial Institutions along with comments 
from various insurance brokers and agents interviewed provide an outline of the impact of these three 
factors. 

4.1.1 Insurance Industry Financial Stability 

Within the past five years there has been a significant change in the financial stability of both the 
Canadian and global insurance industry. Insurance companies collect income from the premiums they 
charge and from their investments (annual return on invested assets). Since 1978 premiums charged by 
the Canadian insurance industry have not covered the cost of claims (2). Over this period, this gap or 
underwriting loss was covered by the return on their investments, and the industry was able to post 
healthy profits. However, in 2001, a combination of high claims and a poor year for investments drove 
Canadian insurance industry profitability to an all-time low. 
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Figure I Underwriting and investment profit of Canadian insurance companies 

The year 2001 was marked by the highest underwriting losses ever combined with a downturn in 
investment profits (Figure 1). Underwriting loss is defined as net premiums written minus total claims 
and expenses. In 2001 and 2002, the Canadian insurance industry return on equity was 2.6% and 1.7%, 
respectively. 

Part of the increase in underwriting losses for Canadian insurance companies was due to higher claims in 
Canada due to winter storms. However a large portion of the increase in underwriting losses in 2001 was 
due to the September 11"" terrorist attacks in the U.S., which resulted in the highest claims in history since 
hurricane Andrew in 1992 (3). Although these claims were not in Canada, they did have a direct impact 
on Canadian insurance companies through their reinsurance programs. Reinsurance is simply the sharing 
of policies amongst multiple insurers in order to reduce their individual risk. In effect it spreads 
individual premiums across a global market, thus reducing the effect of large claims on individual 
insurance companies. In 2001 and 2002, the percent of reinsurance claims increased as a percent of total 
claims (Figure 2). 



25% -I 

10% -I , , , , : , , — • — -
1996 1997 1998 1999 2000 2001 2002 2003 2004 

Source: Office of The Superintendent of Financial Institutions Canada 

Figure 2 Reinsurance claims as a % of total claims 

The Insurance Bureau of Canada estimates that 65% of the U.S. losses due to the September 11th terrorist 
attack were picked up by global reinsurers (4). Thus, the U.S. terrorist attack directly contributed to the 
increase in Canadian underwriting losses. 

In addition to the high claims of 2001, a significant downturn in the stock market resulted in a decline in 
the income that Canadian insurance companies derived from their investments. From this challenging 
combination of high underwriting losses and poor return on investment in 2001, insurance companies 
began changing their practices of allowing investment income to cover their underwriting losses. Starting 
in 2002, insurance companies began increasing premiums significantly such that they would not have to 
rely on investment income to cover underwriting losses. By 2003, premiums charged by Canadian 
insurance companies more than covered all claims and expenses, and the industry reported its first 
underwriting profit since 1978. 

Although data for 2004 and 2005 were not available at the time of printing, indications are that Canadian 
insurance companies have maintained higher premiums to sustain an underwriting profit position, and 
investment income has improved in 2004 and 2005. This should have returned the Canadian insurance 
industry to a strong financial position by 2005, however, again in 2005 hurricane damage in the U.S. 
South resulted in another record year for claims (5). Once again, reinsurance of U.S. policies spread the 
effect of these claims around the world. What should have been a banner year for the insurance industry 
in Canada is expected to show up as another year of weak profits. Fortunately, the improved 
underwriting profits of 2003 and 2004 should allow a faster recovery from the record claims of 2005. 

The industry experts interviewed for this study feel that the insurance industry's adjustment from the poor 
performance of 2001 and the high claims of 2005 should be settled out by the end of 2006. As profits 
return in 2006, insurance providers will be more willing to level off premiums in order to grow their 



business. Provided there are no more significant increases in claims, and investment income to the sector 
remains steady, 2007 should see a general levelling off of the strong increases in premiums that began in 
2002. 

The lesson to be learned is that businesses that have a significant exposure to insurance costs should be 
aware not only of the risks of loss within their own business practices, but also of the global claims 
incurred by insurance companies and the return on investment of insurance companies, as these factors 
have a significant impact on all premiums. 

4.1.2 Claims History and Competition 

In theory, increases in claims and a lack of competition typically result in strong increases in insurance 
premiums. Unfortunately, due to a lack of detailed data, it is difficult to determine how competitive a 
specific segment of the Canadian insurance market is. However, by looking at general data on premiums 
charged in relation to claims incurred, some conclusions regarding competition can be made. Figure 3 
shows claims incurred as a percent of net premiums written. 
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Figure 3 Claims incurred as a percentage of net written premiums 

Claims incurred as a percent of net premiums written is an indication of how narrow the profit margins 
are in a specific insurance segment. A higher claims incurred percent indicates lower margins. 

For example, the automobile insurance market has had a higher claims incurred percent than the total of 
all segments since 1999 (Figure 3). This indicates lower margins in this market segment, which typically 
means stronger competition. In the commercial property insurance sector (of which builders' risk is a sub 
sector), the claims incurred percent has been well below that of the total for all insurance segments from 
2001 on, indicating higher margins and less competition. The Insurance Bureau of Canada notes in their 
2004 report, "Facts of the General Insurance Industry in Canada," the healthiest insurance market in 



Canada in 2003 was commercial property insurance, whereas the worst segment was automobile 
insurance. 

This indication of lack of competition in the commercial property insurance market since 2001 is 
supported by the information gathered from interviews with Alberta builders and insurance brokers and 
agents. Insurance brokers and agents interviewed commented that they felt the lack of competition in the 
commercial property sector was due to the sudden exit of inexperienced insurance providers after 2001. 
Prior to 2001, when the commercial property insurance market was more competitive, several 
inexperienced providers were competing in this market. One insurance provider commented that prior to 
2001 some insurance providers were quoting premiums without any review of historical claims and losses 
for the type of structure being insured. With the increase in claims in 2001, these inexperienced 
commercial property insurance providers exited the business leaving a few experienced providers with 
less competition and room to increase premiums. 

The lack of competition in the commercial property insurance sector has directly impacted builders in 
Alberta seeking builders' risk insurance according to the interview respondents. However, they suggest 
that as the Insurance Bureau of Canada continues to report high margins in the commercial property 
insurance sector, more insurance providers will enter the sector, thus increasing competition and driving 
premiums to more closely reflect claims incurted. 

4.2 Telephone Interviews 

During January and February of 2006, 10 Alberta builders, 9 insurance brokers/agents, and 2 construction 
association representatives were interviewed via telephone. Interviews were also done with 
representatives from both the Calgary and Edmonton Fire Commissioners Office. An example of the 
interview form is shown in Appendix A. Information collected in these interviews may not be 
statistically meaningful, but indicates general market forces. 

4.2.1 Builder and Construction Association Interviews 

All builders interviewed commented that their insurance premiums had increased by five to ten times 
since 2001, and that during that time they had been forced to switch to a new insurance provider at least 
once as their previous provider was exiting the business. The following example highlights one builder's 
experience: 

• Builder in business for over 30 years with no major losses. All minor losses were paid on his 
own and he has never made an insurance claim. 

• Four years ago, his current insurance provider informed him that they were exiting the business 
and would not be able to renew his policy. Builder was given very little warning that policy 
would not be renewed. 

• After an extensive search the builder was able to find insurance at a premium four times higher. 
New provider agreed to only a one year policy as they too were exiting the business. 

• Builder pursued numerous other insurance providers through the Insurance Bureau of Canada. 
Made presentations outlining the details of his construction practices, risk management and 
documentation that went above and beyond building code requirements. 

• Builder was able to find a long term insurance provider at a premium of two times the previous 
year (now eight times higher than two years earlier). 

Most builders had similar experiences. In fact the increase alone was not the only, or even the primary, 
challenge to smaller builders; they were more affected by the short notice of the premium hikes plus the 



reduction in the number of insurance providers. Builders commented that several small construction 
companies were forced into bankruptcy when they were hit with the sudden increase after they'd already 
quoted fees for many construction jobs. Also, as most construction contracts require an insurance 
certificate from the builder, the sudden reduction in insurance providers meant that some builders were 
not able to secure insurance at all and were forced to close their businesses. 

In addition to the increased cost of premiums, builders commented that starting two or three years ago, 
insurance providers began asking for specific insurance warranties. Insurance warranties are simply 
specific requirements the insurance provider places on the builder in order to reduce risk. If any of these 
specific requirements are not met, the insurer may not pay claims. Examples of insurance warranties 
specific to wood-frame construction include "1-hr fire watch after hot work", and "24-hr site security". 

Meeting these requirements is seen by builders as another added cost. This may be true for the site 
security, however the fire watch after hot work is, in fact, a code requirement. The National Fire Code of 
Canada states that on all wood-frame construction sites, any hot work (welding, cutting, soldering etc.) 
must be followed by a 1-hour fire watch, followed by a final inspection four hours after the hot work has 
been completed. 

As to the insurance warranty requiring 24-hour site security, this does represent a significant increased 
cost to builders, as they are forced to pay for additional employees. However, one insurance broker 
offered an innovative solution at a lower cost; video camera surveillance. This broker explained that their 
insurance policy accepted properly installed video surveillance as being equivalent to security personnel 
in terms of meeting the requirements of a "24 hr site security" insurance warranty. The builder could 
simply install video surveillance (a system which could be reused on the next job) rather than pay for the 
added personnel. 

When asked about the impact increased insurance costs have had on materials choices and building 
practices, all builders said that they had not changed practices or materials as a result of increased 
insurance. Builders said that although increases in insurance have raised the cost of wood construction 
relative to steel, wood remains cost competitive. One builder said that his insurance premiums for wood 
were approximately 10 times that of steel construction, but in spite of that they still felt wood was the 
preferred material for specific projects such as low rise hotels and residential construction. 

Some builders felt that self insurance for the Alberta construction industry might be a means of insulating 
them from fluctuations in the global insurance market. For example, the Alberta Roofing Contractors 
Association provides self insurance to member companies and feels that this has offered members a 
significant cost savings. However, some of the builders interviewed felt that the Alberta construction 
industry is not big enough to sustain competitive self insurance rates. Some builders felt that insurance 
provided by national and global companies offers them the best chance at competitive rates and the best 
opportunity to get a unique insurance premium based on their individual claims and business practices. It 
is important to note that although self insurance in the Alberta construction industry may insulate the 
industry from some global market forces, the Alberta Insurance Act requires that for property insurance 
against fire loss, industry self insurers must secure a certain percentage of reinsurance in order to protect 
their members from a drastic increase in claims (6). Thus self insurance would not entirely insulate the 
Alberta construction industry from the effects of increased global claims. 

All builders interviewed stated that premiums for 2006 were down slightly, and that, although premiums 
were still significantly higher than four years prior, the increased costs were being passed on to 
consumers. Builders felt that the past four years of significant increases in premiums had forced them to 



learn as much as possible about the insurance industry, and all felt that they were now much more 
educated on insurance and how it impacts their business. 

4.2.2 Insurance Broker / Agent Interviews 

A total of nine insurance agents and insurance brokers were interviewed. Although insurance agents 
represent individual insurance companies and insurance brokers represent the insured, their perspectives 
on the insurance market and its drivers were assumed to be the same for the purposes of this project. 
Interviews with insurance agents and brokers did not indicate any significant differences between the two 
groups. 

Some insurance agents and brokers were willing to provide rough quotes over the phone. Table 1 shows 
approximate premiums for builders' risk insurance in a major Alberta city centre (Calgary/ Edmonton). 

Table 1 Alberta builders' risk premiums (approximate) 

Wood Frame Construction Noncombustible Construction 
prenniums per $100 Annual B.R. Insurance cost 

construction per month for a $2.5 million building 
premiums per $100 Annual B.R. Insurance cost 

construction per month for a $2.5 million building 

low $0.08 $24,000 $0.01 $3,000 
high $0.10 $30,000 $0.04 $12,000 

Of course, differences in the type of building, exact location, builder's claims history and many other 
factors would affect the premiums charged for builders' risk, however, it is clear that there is a 
considerable surcharge for wood-frame construction over non-combustible construction. 

When asked about the justification for the surcharge all insurance agents and brokers agreed that it is 
simply due to the fact that wood bums, and therefore there is a higher risk of loss compared to non-
combustible construction. However, when asked about how the surcharge for wood has changed over the 
past five years, differing opinions emerge. Some agents and brokers commented that the surcharge for 
wood-frame construction has grown over the past few years, while others stated that the surcharge for 
wood has been constant. 

All brokers and agents interviewed agreed that there had been a decline in competition and an increase in 
premiums in the builders' risk segment in Alberta since 2001. As well, brokers and agents all noted that 
there had been a couple of years of high claims in Alberta and in Canada in general. However, opinions 
varied on the relative importance of claims, versus compedtion and general financial stability of the 
insurance industry and the impact on premiums. 

In 2003, there was a significant increase in losses due to fire specifically in Alberta (Table 2). Some 
insurance agents and brokers interviewed agreed that the increase in fire losses in 2003 was the main 
driver to increases in builders' risk premiums in Alberta. However, some agents and brokers felt that the 
increase in premiums was not caused by increased claims, but was primarily due to the decline in 
competition and the fact that the remaining insurance providers had changed their underwriting policies 



for all insurance segments in order to ensure underwriting profits so they could recovery from the poor 
global insurance results of 2001. 

Table 2 Property Loss Due to Fire $ 000 

Alberta Buildings 
Under Construction 

1995 90 

1996 2,325 

1997 6,584 

1998 1,586 

1999 1,089 

2000 1,184 

2001 1,175 

2002 3,241 

2003 17,975 

2004 1,921 

Sources: See (8) and (9). 

As most insurance brokers offering builders' risk insurance in Alberta are backed by national or global 
underwriting companies, the relative importance of regional versus national versus global market forces is 
difficult to determine. Insurance companies anticipate the fiiture claims from builders' risk policies based 
on over 100 years of claims history. Provided there is not a paradigm shift in materials and practices, one 
year of increased fires in one region is not significant relative to 100 years of historic data across all 
regions of Canada. The next year's claims should be in some relation to the average of the past 100 years 
adjusted for inflation. However, regional claims and/or competition in specific segments may cause some 
smaller insurance providers to increase premiums in specific segments. 

This interplay of regional, national and global market forces could explain some of the differing opinions 
amongst the insurance brokers and agents interviewed. Brokers and agents working with larger insurance 
providers are more likely to respond to global pressures, and less likely to respond to a single year of 
increased claims. Brokers and agents working with smaller insurance providers or insurance providers 
who function in niche markets are more likely to respond to regional market forces such as an increase in 
claims in one region. Builders seeking builders' risk insurance in Alberta should take note of the 
regional, national and global forces on the insurance industry in relation to their insurance provider. 



5 Discussion and Recommendations 
Industry statistics and reports from the Insurance Bureau of Canada indicate that competition within 
segments and changes in global claims will have a direct impact on insurance premiums. As well, since 
insurance companies derive their profits both from underwriting and investments, they can be expected to 
pursue higher profits on the underwriting side of their business in order to make up for uncontrollable 
declines in investment profits. Alberta builders seeking builders' risk insurance should be well aware of 
these forces which will impact their insurance costs. 

Builders interviewed indicated that they felt they have improved their understanding of insurance over the 
past few years. As well, construction associations are increasing their knowledge of insurance in order to 
provide better information for their members. The 88* Annual Canadian Construction Association 
Conference held in March of 2006 will include a seminar on insurance and is sponsored by five Canadian 
insurance companies. If builders have better information on the global nadonal and regional forces 
affecting their insurance, they will be better equipped to andcipate changes in their premiums for 
builders' risk insurance. General insurance industry information is available from a wide variety of 
sources including the following: 

• Insurance Bureau of Canada www.ibc.ca 
• Office of the Superintendent of Financial Institutions Canada www.osfi-bsifgc.ca 
• Price Waterhouse Coopers - Insurance Library www.pwcglobal.com 
• Insurance Canada www.insurance-canada.com 
• Guy Carpenter & Company Inc. www.guvcarp.com 

It is interesting to note that builders felt that high premiums for builders' risk insurance was not affecting 
their materials choices, and other than the requirements for insurance warranties there were no reported 
changes in building pracdces. This bodes well for wood current market share in residential and non-
residential segments. 

The issue of insurance warranties is another area where better education could help builders save money. 
Video surveillance as an alternative to security personnel is one option that builders should be discussing 
with their insurance providers. As well, it is important for builders to understand the requirements of the 
National Fire Code of Canada when it comes to hot work. Builders should understand that a 1-hour fire 
watch and final inspection four hours after hot work is required by the code on all wood-frame 
construction. Regardless of the fire watch requirements of insurance warranties, builders must meet the 
requirements of the National Fire Code of Canada. 

When it comes to increasing wood use in non-residential construction it is unclear how much of an 
impediment increases in builders' risk insurance will be. High builders' risk premiums in general will 
make builders less willing to adopt new practices or materials. Furthermore, as wood use in non-
residential construction is currently limited, there are few insurance providers focused on this segment. 
This means insurance providers, with little competition, can set high premiums. If more builders start 
seeking risk insurance for non-residential wood construction without a corresponding increase in number 
of insurance providers, a worsening demand-supply imbalance may fiirther cause an increase in 
premiums. One way to help reduce a sense of risk and motivate more insurance providers to enter the 
market is by increasing knowledge of proper construction practices amongst builders and insurance 
providers. Market development activides for wood use in non-residendal construcdon should include this 
educational activity, targeted at both builders and insurance providers. 



In Summary: 

• Builders' risk insurance is affected by regional, national and global market forces. Changes in 
claims (regional, nadonal, or global), compedtion (regional) and overall financial stability of the 
insurance industry will have a direct impact on builders' risk premiums in Alberta. 

• Builders' risk insurance in Alberta has gone up for all types of construction. 

• Some builders and insurance brokers and agents feel premiums for wood-frame construction have 
increased more than other types of construction. 

• Currently builders' risk premiums for wood-frame construction are approximately 2-10 times 
more than that of non-combusdble construction 

• In spite of the increase in builders' risk insurance, builders are not switching from wood to steel 
or concrete. 

• Market development activities for wood use in non-residential construction should include 
strategies to increase builder awareness of insurance issues and best wood construcdon practices. 
Improving the performance and awareness of wood construcdon will help lower claims, and 
entice more insurance providers to enter the builders' risk market, thus increasing competition 
which can lead to lower premiums. Areas where increased knowledge will help improve the 
market for wood products are as follows. 

o Builders' risk insurance market report. Better knowledge of the insurance industry 
and market drivers to the insurance industry will help builders anticipate increases in 
premiums, and ensure that they are being quoted competitive premiums. 

o Cost saving strategies to reduce claims and cost of insurance warranties. Video 
surveillance can be a cost saving alternative for "24 hr site security" insurance warrandes. 

o Best practices for hot work. Any hot work on a wood-frame construction site requires a 
1 hr fire watch followed by a final inspection 4 hrs after the hot work has been 
completed. It is important for builders to understand these safety requirements for hot 
work as defined by the National Fire Code of Canada. 

Corp. 
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Appendix I 

Interview Form 



Interview Guideline 

Research Objectives 
1. Determine the scope and possible causes of increases in builders' risk insurance in Alberta 

(building types, area, materials). 
2. Determine if there are tools or information that could be provided to builders or to insurance 

brokers that could lower builders' risk insurance rates. 

Overall Goal - sustain and grow the market for wood products in Alberta Construction 

Interview Targets 
• Alberta Construction Association (1) 
• Alberta Insurance Companies (5) 
• Alberta Construction Companies (target those heavy to non- res construction) (10-15) 

Interview Questions 
• How have builders been affected by increases in cost for builders' risk insurance 

• Minimal impact? 
• Significant impact? 
• % increase. 

• Are there specific areas or items that are causing the increase 
• Location 
• Building type 
• Materials 
• Individual company claims history 
• Industry claims history 
• Building type or material claims history. 

• Have builders' risk premiums for wood frame construction increased more than that of steel or 
concrete construction 

• Are insurance warranties for wood frame construction more taxing than they are for steel or 
concrete construction 

• Specific warranties for wood frame. 
• Approx cost to implement insurance warranties 

• Do construction insurance premiums influence your choice of materials (wood, steel concrete). 
• Significant influence, 
• Minimal influence, 
• Other significant influences on construction materials choice. 

• Do you feel that builders' risk premiums are justified. Has there been an increase in claims that 
justifies the increases in builders' risk insurance. 

• Do you have suggestions on how to reduce builders' risk insurance. 

Interview style 
• Loosely follow questions 
• Allow for broader discussion and questions. 
Not indented to gather quantitative results. Looking for anecdotal comments and general themes 
in perception and opinions 


