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Today, the frequency and severity of wildfires are garnering greater attention – not only
from the media, but also from (re)insurers, catastrophe modelers, mitigation experts and
other invested parties. While the (re)insurance industry is embracing innovative tools to
create bespoke risk transfer solutions for the conditions now emerging for this risk, there
are many challenges unique to managing wildfire.
Risk assessment tools for the wildfire peril are rapidly
progressing, but remain less well-developed and understood
than the counterparts for other major perils. While wildfires
are not infrequent, catastrophic fires occur less often and are
generally of a smaller magnitude than large hurricanes or
earthquakes, leaving a smaller experience record from which
to calibrate models for large events. Additionally, a number
of factors contribute to an arguably more dynamic peril –
including a wide range of ignition sources, a risk not present
with earthquake or hurricane.

as construction. With wildfire, two homes with similar risk
characteristics can be in the same event footprint, but one might
escape unscathed while its neighbor suffers a total loss. Adding
to this complexity, factors such as drought conditions, ground
cover, topography, and even an open window or a gutter full
of leaves can combine with real-time weather conditions like
wind and humidity to create a more volatile peril. The largest
fires of the past two years exploded in size due to extreme
wind conditions combined with several other factors favorable
to wildfire.

There are also spatial and temporal elements that make the peril
difficult to predict. Fire is a molecular process, and the manner in
which it spreads from one blade of grass to another, from tree to
tree, and from house to house is less well understood. Under the
right conditions, a wildfire might jump from wildland to an urban
area, causing structure to structure fires and extreme loss. This
phenomenon is evident in the historical loss data, where a ~1,500
acre fire might burn more homes than a 200,000 acre fire.

When factoring in differing event definitions and intricacies
in predicting and measuring smoke damage, the ignition risk
of embers, and secondary modifiers such as year-built and
roof construction, the result is large discrepancies in modeled
losses, which may not reconcile with a (re)insurer’s own
experience. This creates difficulties in portfolio and enterprise
risk management, and the ability of companies to own their
view of the risk. After two years of significant wildfire activity,
(re)insurers have an urgent need to better understand the
factors exacerbating the risks and the tools to mitigate them.
The Camp Fire has already resulted in one insurance carrier
insolvency, prompting the California Department of
Insurance to warn of increased scrutiny of wildfire
aggregation management.

It’s also possible to see much of a neighborhood impacted but
some individual structures left untouched. In a hurricane, if you
know the basic parameters, its path may still be hard to forecast,
but the damage potential within the event is more predictable,
with any deviation often attributable to a known variable such
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As the industry searches for better understanding of this
dynamic risk, Guy Carpenter’s GC Wildfire Diagnostic helps
carriers differentiate and drive profitable growth using a
bespoke selection of innovative, technology-based tools and
services that span the disciplines of underwriting strategy,
analytics and risk transfer. On the underwriting side, the GC
Wildfire Diagnostic helps carriers develop, supplement, or
refine their wildfire appetite through integration, analysis, and
novel application of third-party data sources. Guy Carpenter
has an integrated viewpoint of portfolio management spanning
risk selection, science-based risk mitigation, and intelligent
aggregation management.

The use of insurtech solutions such as satellites and drones to
create visual intelligence also improves (re)insurers’ ability to
respond to catastrophic wildfires. Following the Fort McMurray
fire in 2016, a 12km cordon prevented both residents and loss
adjusters from accessing the site for up to 6 weeks, but using
aerial and satellite technology, Guy Carpenter was able to provide
affected clients with images of the footprint within a day of event,
helping them begin damage assessments and reserving processes
almost immediately. In the Kynsna wildfire in South Africa, visual
technology assets helped track the progress of a single concurrent
weather-event across multiple days, demonstrating that high winds
influenced the spread of the fire and thereby ensuring the hours
clause of clients’ loss occurrence definitions was satisfied. For many
(re)insurers, this meant retaining one deductible instead of several.

As part of the analytics component of the GC Wildfire
Diagnostic, the Wildfire Aggregation Report provides
comparisons between modeled frequency and severity and
historical observations by using third party scientific data sets
– such as the stochastic FSIM event sets generated by the US
Forest Service’s Missoula Fire Science Laboratory – to validate
modeled losses and identify lower-risk areas for diversified
growth. In addition, Guy Carpenter uses historical weather
patterns, local suppression effort information and ambient
population statistics, which account for people movements,
to further inform risk quantification. While it is not always
feasible for commercial vendors to update their products with
every new scientific discovery or wildfire event, Guy Carpenter
leverages public data to complement these platforms and ensure
sensitivity tests and event recurrence intervals are based on the
most current information.

To bring all this information together, GC AdvantagePoint® helps
clients seamlessly integrate visual intelligence and other data
and analytics into a client’s existing workflow through direct data
integration into underwriting platforms, portfolio aggregation
management, real-time event monitoring and location evaluation
using exposure visualization. GC Securities, a division of MMC
Securities LLC, is also pioneering alternative capital risk solutions
for the peril, having placed the first-ever wildfire-only catastrophe
bond to protect a utility against third party liability resulting from
a wildfire, Cal Phoenix Re. GC Securities followed that with SD Re
Ltd, which protected a second utility against third party liability
triggered by a wildfire. Both bonds feature an indemnity trigger
and also cover losses relating to loss adjustment and litigation
expenses as well as fire suppression costs. These solutions help
the insureds match the right capital to the right risk and diversify
their sources of capacity to reduce counterparty credit risk.

Visual Intelligence assets provide critical before/after imagery to help first responders and claims adjusters identify the most at-risk locations
almost immediately after a wildfire event – even if conditions prevent physical access. Imagery courtesy of Geomni.
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By combining the innovative tools and services that comprise
the GC Wildfire Diagnostic, Guy Carpenter helps clients improve
their wildfire aggregation management and catastrophe
planning and response. Through better quantification of
exposures, (re)insurers can more confidently articulate their
own view of wildfire risk and improve underwriting practices,
reinsurance allocations, and rating and regulatory reviews.
Guy Carpenter’s experience with (re)insurers of all sizes across
geographies and lines of business, and with multiple modeling
and technology providers, gives us a unique ability to offer
clients insights and best practices regarding wildfire risk
tolerances to improve overall risk management and transfer.

Risk Overview – Wildfire

About Guy Carpenter
Guy Carpenter & Company, LLC is a leading global risk and
reinsurance specialist with more than 2,300 professionals
in over 60 offices around the world. Guy Carpenter delivers
a powerful combination of broking expertise, trusted
strategic advisory services and industry-leading analytics
to help clients adapt to emerging opportunities and achieve
profitable growth. Guy Carpenter is a wholly owned
subsidiary of Marsh & McLennan Companies (NYSE: MMC),
the leading global professional services firm in the areas of
risk, strategy, and people. With nearly 65,000 colleagues and
annual revenue over $14 billion, through its market-leading
companies including Marsh, Mercer and Oliver Wyman,
Marsh & McLennan helps clients navigate an increasingly
dynamic and complex environment. For more information,
visit www.guycarp.com. Follow Guy Carpenter on Twitter @
GuyCarpenter.

Guy Carpenter & Company, LLC provides this report for general information only. The information contained herein is based on sources we believe reliable, but we do not
guarantee its accuracy, and it should be understood to be general insurance/reinsurance information only. Guy Carpenter & Company, LLC makes no representations or
warranties, express or implied. The information is not intended to be taken as advice with respect to any individual situation and cannot be relied upon as such.
Securities or investments, as applicable, are offered in the United States through GC Securities, a division of MMC Securities LLC, a US registered broker-dealer and member
FINRA/NFA/SIPC. Main Office: 1166 Avenue of the Americas, New York, NY 10036. Phone: (212) 345-5000. Securities or investments, as applicable, are offered in the
European Union by GC Securities, a division of MMC Securities (Europe) Ltd. (MMCSEL), which is authorized and regulated by the Financial Conduct Authority, 12 Endeavour
Square, London, E20 1JN. Reinsurance products are placed through qualified affiliates of Guy Carpenter & Company, LLC. MMC Securities LLC, MMC Securities (Europe) Ltd.
and Guy Carpenter & Company, LLC are affiliates owned by Marsh & McLennan Companies. This communication is not intended as an offer to sell or a solicitation of any offer
to buy any security, financial instrument, reinsurance or insurance product.
Statements concerning tax, accounting, legal or regulatory matters should be understood to be general observations based solely on our experience as reinsurance brokers
and risk consultants, and may not be relied upon as tax, accounting, legal or regulatory advice, which we are not authorized to provide. All such matters should be reviewed
with your own qualified advisors in these areas.
Readers are cautioned not to place undue reliance on any historical, current or forward-looking statements. Guy Carpenter & Company, LLC undertakes no obligation to
update or revise publicly any historical, current or forward-looking statements, whether as a result of new information, research, future events or otherwise.
The trademarks and service marks contained herein are the property of their respective owners.
©2019 Guy Carpenter & Company LLC. All rights reserved.
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