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Re/insurers looking forward with optimism
The outlook for global re/insurance
rates ahead of the next round of
renewals is mixed, with some
reinsurance executives expecting
wholesale pricing improvements
while others anticipate pricing to
improve in only certain lines.
“After the 2017 Harvey, Irma and
Maria (HIM) and California Wildfire
losses, property insurance rates
were already generally increasing on

property risks, including risks that
were not affected by the 2017 losses.
However, as we headed into the third
quarter of 2018, the rate of property
insurance increases were starting to
drop,” said Jean-Paul Conoscente,
CEO of reinsurance for SCOR.
“Our expectation after the Florence
and Michael losses is that property
insurance rates will continue to
move upwards again to bring prices

Hurricane Michael: industry loss estimate to date
Firm

Low
point
$6.8bn

High
point
$10bn

Notes
$250m to $750m of losses to the NFIP* and
$400m to $1.3bn of storm surge losses;
covers property damage and business
interruption across residential, commercial,
industrial, and automobile lines of business

19-Oct

AIR
Worldwide

$6bn

$10bn

Wind and storm surge losses, including
property damage and additional living
expenses but excluding marine losses and
losses from precipitation-induced flooding;
excludes NFIP

15-Oct

CoreLogic

$3bn

$5bn

Includes residential and commercial storm
surge and wind loss, as well as contents and
business interruption. It compares with an
estimate released just prior to landfall of
$2bn to $4.5bn
Does not include NFIP losses, but accounts
for privately insured wind and storm surge
damage to residential, commercial, and
industrial properties and automobiles

12-Oct

RMS

KCC

$8bn

Date

11-Oct

*National Flood Insurance Program. Source: Company reports and The Insurance Insider

back towards a sustainable level.
“In terms of reinsurance, we expect
non-proportional treaty prices to go
up as they generally have in 2018;
and we expect proportional treaty
commissions to continue to come
down as they generally have last year
as well,” he added.
“This year’s hurricane season was
again far from being benign,” said
Axel Freiboth, managing director
North America at Hannover Re.
“Michael made landfall at close to
Category 5 intensity, while Florence
caused heavy flood losses on top of
the wind damage,” he added.
“Especially concerning is the
tremendous increase in the intensity
of some of these storms shortly before
landfall. While Florence tempered
down, Michael and Willa quickly
developed into very significant storms.
“As insurers and reinsurers, we
stand to our promises to cover such
devastating catastrophes. If we want
to continue doing so amid a rising
threat from natural hazards, we need
to have adequate rates and therefore
increases are a necessity especially
in loss-affected lines,” Freiboth
told Reactions.
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BRINGING OPPORTUNITY TO RISK
ADAPTATION + OPPORTUNITY = GROWTH
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Strengthening
tomorrow
Recent events have confirmed, now more than ever, the need
for resilience. Resilience in our balance sheet. Resilience in our
relationships and commitments. Resilience in the models that
help us construct a clearer picture of the future. Resilience for
today and the many tomorrows to come.

How do you spell tomorrow? TMR.

NEWS

Hurricane Michael cat losses

Q3 cat loss estimates

Firm
Cat loss (gross)
Universal
£300m to $350m
National Security
$10m to $15m
HCI
$6m to $18m
Federated National
$275m
Firm
Cat loss (gross)
Firm
Cat loss (net)
AIG
$300m to $500m
Universal
$35m
Federated National
$23m*
Progressive
$120m
HCI
<$2m
*borne by its Monarch National subsidiary.
Source: Company reports and The Insurance Insider
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Steve Levy, executive vice president of
Munich Reinsurance America, and chief
executive officer and president of its
reinsurance division urged the market to
maintain underwriting discipline.
“This year’s events once again highlight
the need for underwriting discipline and an
adequate return on capital,” he said. “The
necessity and urgency to be disciplined in
underwriting is increasing and will likely
create a positive impact on rates in the US.”
Swiss Re’s view of the market remains
unchanged since the Rendez-Vous de
Septembre in Monte Carlo where group
chief underwriting officer of the firm,
Edouard Schmid, said: “We believe an
inflection point in the pricing cycle for
non-life insurance has been reached.
For 2019, we broadly expect stable rates,
provided no major event happens this year.
Underwriting margins in major non-life
insurance markets need to improve more
to deliver sustainable returns on equity.”
In the US, insurers are currently tallying
up their losses from Hurricane Florence,
with overall insured losses so far estimated
to be roughly $5bn by both AIR Worldwide
and RMS. This is far below some worst-case
scenarios which pegged the storm’s insured
losses at up to $20bn. According to S&P,
the majority of losses from Florence will be
retained by the primary market rather than
reinsurers. It also does not expect Florence
to have had any widespread impacts on re/
insurance rates or rated catastrophe bonds.
Hurricane Michael, which impacted the
US the month after Hurricane Florence
and may have caused as much as $10bn in

Everest Re

Cat loss
(net)
$240m

Notes
Losses stemming largely from Hurricane Florence, California wildfires and
typhoons Jebi and Trami, as well as flood losses in Japan

NatGen

$35m

Losses from Hurricane Florence and the August wildfires in California

Chubb

$450m

Losses stemmed from more than 20 separate weather events, including
Hurricane Florence, a rain and hailstorm in Colorado, typhoons Mangkhut
and Jebi and wildfires in California

RenRe

$155m

Typhoon Jebi and Hurricane Florence accounting for the bulk of claims

Allstate

$625m

The carrier said $177m of catastrophe losses were booked for the month of
September, pre-tax, which included a negative re-estimate of reserves for
prior reported catastrophe losses

Cincinnati
Financial

$120m

The carrier said it expected losses from Hurricane Florence to make up
$92m of the estimated figure, including $7m in claims from its Cincinnati Re
reinsurance division

Swiss Re

$1.1bn

The estimated $1.1bn of natural catastrophe losses include a $500m hit from
Typhoon Jebi in Japan

AIG

$1.7bn

Losses in Japan, mainly from Typhoons Jebi and Trami, are expected to hit AIG
with $900m to $1bn in pre-tax cat losses.
Hurricane Florence and revised estimates from the California mudslides will
account for approximately $600m to $700m of its losses

UPC

$35m

Included in the cat losses are insured claims from Hurricane Florence as well
as a new Q3 2018 loss and development on prior 2018 catastrophes

Source: Company reports and The Insurance Insider

insured losses estimated by AIR, will hit re/
insurers’ fourth quarter results. AIG, one
of the first firms to announce preliminary
loss estimates for Michael, expects to see
an impact of up to $500m from the storm.
Universal, one of the largest property
insurers in the state of Florida, is facing
gross losses and loss adjustment expenses
ranging from $300m to $350m from
Michael, with the majority of that amount
being ceded to the reinsurance market.
Hurricane Willa, which made landfall
in Mexico in late October as a Category
3 storm will also add to fourth-quarter
catastrophe losses, although the last powerful
hurricane to strike in the same general
vicinity caused minimal insured losses.
Last year’s disasters did lead to overall
rate hikes on a global scale, but not to the
extent that re/insurers had hoped. Property
lines were particularly impacted following
2017’s extensive wildfire, earthquake, and
hurricane losses in North America.
As of the second quarter of this year,
global property insurance pricing increased
by 2.3% on average according to Marsh’s
Global Insurance Market Index.
S&P anticipates that neither hurricane
Florence nor Michael will be industryrocking events, although the impact to

individual firms’ balance sheets will of
course vary. Florence was the cause of $50m
in catastrophe losses for RenaissanceRe.
SCOR expects to take a €50m ($56.9m)
hit from hurricane Florence, while its
counterpart, Swiss Re, expects to take a
$120m hit from the storm. l
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Random cyber-attacks highlight exposures
Last year’s NotPetya ransomware incident
indiscriminately impacted computer
systems around the globe, with large
corporates down to SME’s affected by the
attack, many of which had no idea that
they had any sizable cyber exposure.
According to Christopher de Wolfe,
director of risk management, Mars
Corporation, his firm was heavily impacted
by the NotPetya attack and did not
consider standalone cyber insurance until
after it had suffered direct losses as a result
of the attack.
Some of the notable companies impacted
from NotPetya included Mondelez
International which suffered a $104m sales
reduction, and Merck & Co which faced
some $840m in total losses as a result of
sales reductions for 2017. FedEx reported
a $400m earnings reduction owing to
NotPetya.
“We were affected by NotPetya last
year, not the entire business but one of
our divisions,” Wolfe said, speaking at

Advisen’s Cyber Risk Insight’s conference
in New York.
“The perceived exposure was very low
for a manufacturing firm like us so it was
absolutely shocking. We do have personally
identifiable information, but we thought
“what could happen to us?” he said.
“One of our large divisions, everything
went black. This affected 22 pet food
factories which were shut down for about
10 days for full recovery.
“We had an awakening moment when we
said, ‘we do have an exposure here’, and as
a direct result of our experience in 2017,
we then during the year, effective January
1, 2018, booked a cyber-policy with
Zurich,” he said.
According to Dena Cusick, national
practice leader – technology, privacy,
and network risk at USI, firms that
have not been historically targeted
specifically by cyber-attacks, are still
very much susceptible to large-scale
indiscriminate attacks.

“People are starting to realize just
because you’re not a retailer, healthcare
or financial institution, doesn’t mean
you are immune to cyber risk, and some
people still say it won’t happen to me, but
unfortunately 90% of the time end up
having something go wrong within a year,”
she said.
Many of the firms impacted by the
NotPetya attack were not what would be
considered traditional targets of cyberattacks, highlighting the undiscerning
nature of such incidents and their
consequences.
According to Advisen’s Information
Security and Cyber Risk Management
survey, SME firms purchase cyber
insurance in order to cover expenses
related to an actual breach compared with
larger firms, while larger companies are
more likely to purchase cyber insurance
to cover liability costs, pointing to
differences in how corporates perceive
cyber risk. l

Flood insurance on the cusp of reform
Private flood insurers have a lot to be
excited with a loosening of regulatory
restrictions and increased demand for their
product due to climate change creating
new opportunities.
One of the most important developments in
the market was the dropping of the National
Flood Insurance Program’s non-compete
clause which has freed up the roughly 60
insurers currently in the Write-Your-Own
(WYO) program to write flood insurance
separately from the NFIP, in what is largely
seen as a win for the private industry.
“From conversations we’ve had with
clients and carriers in the market since
the language was changed, a lot of them
are really taking this news from FEMA as
strong and positive steps towards concrete
reforms,” said Emily Grover-Kopec, vice
president- head of model solutions at RMS.
“They’ve been living in a space where
4 | www.reactionsnet.com

there’s been a lot of talk, and they can’t do
much with talk, they’re not going to invest
in a bunch of new business initiatives based
on talk,” she added.
“Those that are already doing WYO
business are deliberately accelerating their
processes to explore how whether and
when to move into those residential lines.”
This gearing up to explore the writing
of homeowner’s flood coverage comes
less than a month after the clause was
abolished.
In addition to changes within the NFIP,
the flood peril itself is beginning to shift.
After a hiatus of more than a decade, the
US has seen several major hurricanes make
landfall in the last two years, with high
levels of precipitation being a mainstay of
some of the most recent storms.
“I would shy away from calling it a new
normal, but there are certain trends that

we’ve seen observationally that would
suggest it could become more common,”
Grover-Kopec said.
“A general increase in temperature across
the globe means that hurricanes will
generally move a bit slower.”
“If you’re thinking about some climate
change trends that would drive flooding
risk in general, the real concrete example of
that is sea level rise,” she added.
“For example, when you look at the
flooding that occurred after Florence in
terms of surge, and you look at the sea
level rise that has already occurred along
portions of the coast there, some of the
areas have already experienced a foot
of sea level rise since 1950. If Florence
had occurred then, you would already
have a foot less of surge and you’ve seen
significant increases in sea level all along
the East and Gulf Coasts,” she explained. l
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California waiting for the “Big One”
A severe earthquake in California is
only a matter of time, and low insurance
penetration is a risk for the financial
sector, writes Torsten Jeworrek, member
of Munich Re’s board of management and
chairman of the reinsurance committee
The figures are frightening. A severe
earthquake in California affecting the San
Francisco or Los Angeles metropolitan
areas could cost hundreds of billions. The
need to prepare for this eventuality is an
important task, as demonstrated by “The
Great California ShakeOut” – held this
year on October 18 – in which millions of
people regularly take part.
Aside from the threat to human life, the
reality that so few buildings in the state are
insured against earthquake damage is also
worrying. Many people would be left to
cope with their losses on their own after a
quake, and the financial sector would also
be hit by loan defaults – with both banks
and investors in securities suffering losses.
California’s last extreme earthquake was
the San Francisco earthquake in 1906. It
remains the USA’s most expensive natural
catastrophe ever in relation to the country’s
overall economic output. For Munich Re,
it was the largest natural catastrophe loss
event of all time in relation to premium
income – even more severe than Hurricane
Katrina in 2005.
The West Coast of the USA is highly
vulnerable to severe earthquakes. Fault
lines such as the San Andreas Fault traverse
California – where the Pacific and North
American plates are sliding past each other.
Models suggest that a very severe quake
affecting San Francisco and Los Angeles
would cause direct losses of $300bn, as well
as widespread indirect economic impacts.
The danger posed by nature can be seen
in many places in California, with gorges
and ravines providing evidence of the
state’s active geology. Buckled roads bear
witness to the inexorable force of tectonic
plates sliding past each other at a rate of
centimeters per year.
Given its history of past earthquakes,
awareness of the risk is relatively high in
California. Building construction standards
6 | www.reactionsnet.com

are among the strictest in the world, and
the annual “Great ShakeOut” reminds
people how they can protect themselves
when an earthquake happens: get on your
knees, crawl under a piece of furniture and
stay there with an arm across the nape of
your neck.
This awareness contrasts with the low
density of earthquake insurance coverage.
In many counties, fewer than 10% of
residential buildings are insured against
earthquakes, and coverage only approaches
25% in highly exposed metropolitan areas.
The percentage is higher for commercial
risks, ranging between 30% to 40% in
major cities, but it is still far from full
market coverage.
So, why are people unwilling to invest
in earthquake insurance? Many current
California residents have never experienced
a major quake and thus hope that “The Big
One” will either never happen or will not
affect them. Without earthquake insurance,
citizens would have to rely solely on state
aid following an event – but this type
of assistance usually covers only a small
portion of the losses.
Due to low insurance penetration, an
earthquake would also impact the financial
sector more than other comparable types
of catastrophe – not only as a result of
economic side-effects, but also through
virtually direct participation in the losses
via loan defaults.
The US mortgage market is worth around
$12.8trn (loan balances outstanding). US
banks retain only around a third of the
risk, with the greater part of loans being
securitized and passed on to institutional
investors – often via the “governmentsponsored enterprises” Fannie Mae and
Freddie Mac. California has a credit
volume of $2trn.
The senior tranches would in all
probability be spared from losses following
a quake, as losses would first be absorbed
by subordinated tranches. However, losses
on any subordinated tranches could also
hit investors that otherwise have no
exposure to earthquake risk. Many
of those investors will be aware of

the risk, but it will not be prominent on
their radar, as economy-driven credit risk
dominates.
So, what can we do? Insurance
penetration in California has increased,
due in no small measure to the California
Earthquake Authority (CEA) and its
insurance programs. But even these
efforts are not enough, and unfortunately
consumers are still unwilling to spend
more to protect themselves from the perils.
Ultimately, regulators and the
government need to act. Earthquake
insurance should be in place for all
buildings in earthquake country in order
to avoid the negative effects described
above. Should the state provide premium
subsidies to encourage consumers to react?
Perhaps. Should banks require earthquake
insurance for mortgage loans in California?
A possibility. Actions like these would
ultimately serve to protect consumers, who
should be aware of the risks involved when
they take out a loan.
The insurance industry can contribute
expertise to the development of such ideas
and provide more capacity for covering
earthquake risks in California. They would
no longer remain with property owners
or mortgage investors. In the event of a
catastrophe, policyholders could be helped
immediately, reducing the reliance on
state aid. Wider adoption of earthquake
insurance would also reduce risks to
financial markets, as it would be clear who
will ultimately bear the earthquake risks
arising from mortgage investments. l
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ILS market bastion of stability
The insurance linked securities market is
often thought of as one of the risker asset
classes, but according to Paul Schultz, chief
executive of Aon Securities, the market
actually brought stability to the reinsurance
space following last year’s disasters.
The ILS market has emerged as an
attractive asset class to investors because of
its relatively high returns, as well as relative
non-correlation to economic events, but it
is also one of the more stable asset classes
according to Schultz, despite the inherent
uncertainty of large-scale disasters.

“When I think about 2017, I think
this industry was the reason we had a
stable and orderly renewal market, and
the ability for cedents to trade forward
was in large part due to the behaviors of
the collateralized market,” Schultz said
speaking at Trading Risk New York.
The sector suffered roughly $919m in
losses from last year’s disasters according to
Schultz, a small amount compared with the
overall market.
“I think what defines the industry
is not the loss, the loss is part of that,
but rather the orderly nature that the
industry performed, the way that all of the
mangers recapitalized themselves, the way
investors took time to understand what the
dynamics were and so-forth,” he said.
“The $100bn that we handle today is
largely property driven, and so if you think
about the impact, although that’s only 16%
of total capital, the impact of the alternative
space is far greater than that 16%.”
The alternative capital market is measured
to be roughly $100bn, compared with

roughly $500bn for the traditional market,
for an approximate total of $600bn.
“You can see that ILS outperforms other
asset classes in terms of strong return
performance with minimal volatility,”
said Schultz.
Aon Securities has studied the ILS asset
class extensively. According to Schultz,
his firm plotted the sector against the
performance of different benchmarks such
as high yield bonds, treasury bonds, the
S&P 500 as well as the hedge fund index.
“We started to plot line from when
we started to publish our own indices
to the public, and since then, ILS had
outperformed all other benchmark indices,”
he said.
“If you had invested just as a beta strategy
in all of the outstanding bonds, you would
not have had a loss in 2017,” Schultz
highlighted.
“If you had invested only in hurricane
bonds you would have experienced a slight
loss of a little more than 1% for the 12
month period ended June 30, 2018.” l

Sedgwick looks to the future
Sedgwick is looking towards the future
in the marine space, with its recent
acquisition of Cunningham Lindsey this
year, and VeriClaim in 2014 making it the
largest provider of marine claims services.
According to Ton Schox, head of global
marine practice, originally at Cunningham
Lindsey and now Sedgwick, there is still a
lot of opportunity in the niche but complex
marine space.
The combined resources of Sedgwick,
VeriClaim and now Cunningham Lindsey
have solidified Sedgwick’s place as a marine
claims leader in the US.
Schox believes that newer opportunities
in the sector will be related to technology
in particular.
“One thing we are looking at is
blockchain technology. Blockchain is all
about making the processes more efficient,
8 | www.reactionsnet.com

it’s going to save time. There’s a lot of
activity in the blockchain space with both
underwriters and brokers.
“My questions is, where do we fit in the
whole blockchain process? What is our
role, what is our position in this process?
As far as I can see, the focus is on the
insurance companies and the brokers
to come up with a blockchain process.
What will happen if something happens
to a ship en route? Will we go back to
the traditional way of handling claims?”
he said.
“I think we need to set up a team
to investigate developments on the
blockchain side because something is
going to happen. Something is
going to change, and I don’t
want to be left behind,”
he added.

The world’s first blockchain platform for
marine insurance was deployed just this
year and is so far being utilized by industry
giants such as Willis Towers Watson and
MS Amlin.
“On one hand you have higher
exposures and on the other hand you have
blockchain, and cyber risk,” Schox said
referring to the ever-increasing exposures
caused by increased carrying capacity on
so-called mega ships.
The issue of ships getting larger
and therefore causing more of an
accumulation risk is only going to
get worse, with all of the world’s
largest container ships having been
built this year or in 2017.
The largest of these ships can
hold roughly 20,000 containers
according to Schox. l
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Reinsurance redefined.
Discipline
noun | dis·ci·pline | \ di-s -pl n \

e

e

• Orderly or prescribed conduct or pattern of behavior
• Activity, exercise, or a regimen that develops

or improves a skill
• Self-control
At Markel Global Reinsurance, we honor our
commitments, respect our trading partners, and
share success with others. Founded in 1930,
Markel is proud of our long-term relationships.
Our underwriting and claims teams work together
to creatively add value.
Our industry is evolving rapidly and change
is inevitable, but discipline and our other
core values are constants in the Markel
value proposition.

Markel Global Reinsurance
Bermuda • London • Richmond, VA • San Francisco • Summit, NJ • Zurich
markelcorp.com

GUY CARPENTER

Hybrid solutions for facultative and treaty
Jeff Fleming, Managing Director
Insurers face challenges in managing
underwriting, capital protection, risk and
risk profiling as they navigate underwriting
guidelines based on their gross and net
risk underwriting appetite. Against these
challenges, companies utilize various forms
of reinsurance, traditionally facultative
or treaty, to buy risk protection, shore up
capital and satisfy rating agencies.
Increasingly, insurers need alternatives
that draw on the provisions of both
facultative and treaty solutions. These
alternatives meet insurers’ evolving
needs and align with the coverage
they offer insureds: free and unlimited
reinstatements, no occurrence caps,
pay-as-you-go premium, exposure rated
pricing and the potential to improve treaty
terms and to utilize facultative purchasing
strategies more efficiently. The solutions
that sit between facultative and treaty
reinsurance should also enable insurers to
expand the limits on their programs while
helping manage risk appetite and exposure.
Facultative and treaty reinsurance offer a
host of benefits, but each can be burdened
with a number of inflexibilities that limits
the utility to many insurers, particularly for
those insurers lacking economies of scale
for treaty purchasing.
One of the reasons insurers choose
facultative over treaty reinsurance is that
facultative offers insurers’ the freedom and
flexibility to cede risk based on their overall
risk management strategies. Facultative
purchasing habits typically are cyclical,
with companies shifting their purchasing
strategies to reflect changing market
environments and risk appetite. Over the
past two years, facultative requests have
experienced a resurgence, rising 20 to 30
percent year-over-year.
In the casualty market, facultative
purchasing increased across all the lines,
and particularly in auto, general liability,
umbrella and professional lines. In the
property market, the catastrophe events of
2017 and the deterioration of attritional

10 | www.reactionsnet.com

loss ratios helped drive buyers back into
the market. Market trends show that
insurers increasingly utilize facultative
reinsurance to narrow their net risk scope,
increase capacity on desired risks and
protect themselves against weakening
factors and the potential for severe losses in
property and casualty.
Facultative reinsurance is a strong
solution for coverage on individual risks,
but there are intrinsic inefficiencies
associated with facultative purchasing
including the administrative burden of
resource requirements for studying the
minutiae of each risk; the risk of not having
coverage for an unexpected event; cost
uncertainty related to fluctuating pricing
in facultative; and the need to determine
required capacity.
Increased demand for facultative
reinsurance purchases may create scenarios
where companies are purchasing similar or
like-for-like facultative across either entire
portfolios or across risks with similar
characteristics, which can run counter to
the efficiencies gained from economies
of scale.
Turning to the other form of reinsurance,
treaty is considered generally to be the
“go-to” coverage solution for portfolios
of risk. Challenges associated with treaty
reinsurance may include:
• Minimum and deposit premiums
• Unnecessary coverage
• Limited sideways coverage
(reinstatements and occurrence caps).
As a result of the intricacies of each of
the coverage options, Guy Carpenter
introduced a customized alternative to
facultative and treaty reinsurance –
GC Hybrid Solutions.SM GC Hybrid
Solutions provides reinsurance
solutions that draw on both
facultative and treaty components,
enabling insurers to purchase
reinsurance cover that meets the
specific and unique needs of
their profiles.

Hybrid solutions constitute any type of
reinsurance protection that falls outside
of the traditional treaty or traditional
facultative arenas. These tend to be
more widely described by terms such as
“Facilities,” “Auto-Fac Solutions,” “Treaty
Carve-Outs,” “Tracultative Facilities,”
“Hybrid Facilities” and “Hybrid Solutions.”
The hybrid solution options include:
• Auto carve-outs
• Renewal rights facilities
• Probable maximum loss bust carve-outs
• Net retention buy-downs
• Excess capacity layers
• Automated facultative facilities
• Peril-specific carve-outs
• Terrorism coverage and specialty lines.
GC Hybrid Solutions, with fixed pricing
and set capacity, frees cedents from the
administrative burdens of facultative and
provides protection for unexpected events.
Exposure rated facilities allow companies
to only pay for limits that are utilized
and provide insurers and reinsurers the
financial and economic means to expand
into new products that may bring profitable
growth, such as wildfire, terrorism, high
hazard occupancy and specialty covers.
GC Hybrid Solutions is able to match
coverage to a client’s underwriting guidelines,
with solutions to cover over 80 to 90 percent
of subject portfolios while keeping the
number of Special Acceptances, or “market
approval” requests to a minimum.
Hybrid solutions should be considered
for any of the following: a carve-out
mechanism to provide coverage for over or
under-performing business; homogeneous
facultative purchasing across portfolios of
business; delegated authority portfolios
(MGA business); expanded capacity
or new lines of business; or net
retention management.
GC Hybrid Solutions are bespoke
solutions and are intended to be
tailored to match clients’ needs –
there are very few barriers to what
can be achieved. l
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ADAPTATION
Facing volatility from increasingly complex risks, rapid transformation
of insurance technology and new regulatory capital pressures, clients
need to quickly adapt to the challenges and seize new opportunities.
Guy Carpenter’s innovative, flexible and tailored solutions help
clients achieve profitable growth with informed adaptation initiatives.

NEWS

BMS veers away from the pack
Analytics may not be the flashiest way to
differentiate yourself from the pack, but for
BMS it is a strategy that has led to success
in the US.
“We’ve experienced significant growth on
the casualty side of the business this year,
in various classes of commercial liability
business,” Steve Korducki, president of
BMS Re US told Reactions.
“There have been some significant
individual severe losses that have hit the
reinsurance market in the casualty space
within the last year including several large
healthcare settlements.
“A lot of actuarial work has gone into
that, including looking at loss history,
capital allocation and capital management.
A lot of the storm losses make headlines,
but much of the growth at BMS over the
last year has really been on the casualty
side, which has seen a very heavy use of
actuarial analytics,” he added.
“We’ve doubled our actuarial department
over the last couple of years, and the
actuarial team has made a significant
contribution to our business.
“I think everyone knows actuarial
prowess is important, and I think we’ve
stood out in growing in that area, so we
may spend more dollars as a percentage
of revenue compared with our peers on
analytics, both catastrophe and actuarial.
“We need to be able to distinguish our
clients from the general market, and
actuarial analysis is a good way to do that.”
While the casualty side of the business
has proven fruitful for BMS, it is also
seeking to grow its presence in the property
space as well.
“Property catastrophe is an area we’re
looking at and trying to grow our presence
geographically, and that typically means
along the coastlines.
“We’re also very heavily into the regional
market, specifically the regional mutual
companies across the Midwest to the
Northeast. That’s mainly a tornado and hail
exposure,” Korducki said.
Florida, the rest of the East Coast and
California have occupied headlines for some
months following several severe hurricanes,
12 | www.reactionsnet.com

wildfires, tornadoes and hailstorms in the
Midwest and other parts of the country have
been severely damaging as well.
Hail losses, in particular, are often
overshadowed by storm and flood losses,
but just one hailstorm in Colorado last
year led to roughly $1.5bn in claims after
tearing through the Denver metro area,
making it one of the costliest convective
storms to impact the state.
Widespread convective storms can
also impact a very widespread area
geographically, as seen earlier this year
when a ring of fire weather event hit most
states east of the Rocky Mountains with
thunderstorms and severe weather, causing
roughly $2.5bn in insured losses.
According to Kevin Van Leer, severe
convective storm expert and product leader
at RMS, “severe convective storm-driven
losses contributed to more than a third of
United States annual insured losses from
1993 to 2012”, highlighting the severe loss
potential of these smaller storms, which
are often overlooked in the grand scheme
of things.
“The storm activity this year so far has
been interesting. We’ve had clients in areas
such as Pennsylvania and elsewhere in the
Northeast experience a lot of storm activity
in the last year, including an unusual
frequency of smaller storms. Because of
that, we’ve been doing a lot of tornado
modeling and cluster-type analysis to help
capture exposure data for tornadoes as well
as hail,” Korducki said.
In addition to a focus on the actuarial
side of the business, as well as smaller

scale property exposures, Korducki noted
that the recent spate of M&A deals in
the market, from which brokers are not
immune, is a positive for BMS.
“We’ve experienced organic growth
above that of our peers in the last year,”
Korducki said.
“It’s an exciting time to be at BMS.
I think the continued consolidation
amongst the larger brokers really creates
the opportunity for someone like us, that’s
more entrepreneurial, quicker to move
and less bureaucratic, to identify those
clients who do not necessarily want to be
represented by one of the large brokers
and appreciate the high touch bespoke
solutions offered by BMS,” he added.
The seemingly imminent $5.7bn
acquisition of JLT Group by Marsh &
McLennan Companies which was first
announced just last month is just one
example of the recent spate of M&A ‘mega’
deals in the market which has led to a
consolidation in the broking space over the
past few years.
For BMS itself, the door remains open
for discussions a possible merger, Korducki
explained.
“From an M&A standpoint, we’re always
interested in talking, if there’s someone
that would be accretive to us and would
fit in culturally that would be interested in
becoming part of BMS, we would certainly
welcome those discussions,” he said.
BMS Re US acquired Texas-based
Advocate Reinsurance Partners in 2016,
highlighting its selective growth strategy in
the US. l
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SCOR

Emerging risks on the radar
Greg McNulty and Emale Laurant explain how SCOR helps casualty insurers improve their understanding of
emerging risk and optimise a portfolio’s risk return ratio.
What’s your definition of an emerging
risk?
Emale Laurant: Emerging risks are new,
previously unknown risks and changing
risks which are known but evolving
materially. These risks may emanate from
new environmental, technological, geopolitical, economic and legal developments
as well as the growing interdependencies
among them. The externalities of these
risks are borne by society and industry,
and we are working to better understand
their frequency and severity. Some
examples include risks associated with
climate change, latent chemical impact
to bodily injury, genetic engineering and
nanotechnology.
Asbestos emerged to be one of the largest
mass torts in the US history and it has cost
the industry more than $100bn in insured
losses and continues to generate losses today.
Another example would be environmental
pollution liability claims, which cost the
insurance industry around $50bn.

What emerging risks are causing
concern today?
Emale Laurant: Technological risks
such as cyber risks which have gained
attention recently with the WannaCry and
NotPetya ransomware attacks and also the
Equifax attack that compromised sensitive
information for 150 million American
consumers are real examples. Other
technological risks are artificial intelligence
nanotechnology and autonomous machines.
Climate change could trigger more frequent
severe events such as massive precipitation.
These events could have significant socioeconomic and environmental impacts on
societies and industries.

Why is it important, in a GL portfolio
context, to identify possible emerging
risks?
Emale Laurant: The inherent risk of a GL
portfolio is its high potential for clash, i.e., a

liability event could trigger accumulation of
risk across policies, lines of business, regions
and multiple policy years and could lead to
significant losses, impacting the company
from a liquidity, rating and reputational
standpoint. At SCOR, we have a dedicated
emerging risk management team which
acts as catalyst for identification, assessment
and monitoring of emerging risks and are
carried out with coordination with teams
from all functions. SCOR is dedicated to
help its clients improve its underwriting
and management of casualty risk by using
its expertise and modeling capabilities to
provide insight into industries and sectors
that create accumulation of risk and find
solutions which optimizes the portfolio’s
risk return ratio.

How sophisticated are models in the
GL arena?
Greg McNulty: For GL the riskiest peril
is latent bodily injury. At SCOR we have a
forward-looking model for chemical latent
bodily injury based on analysis of big data
and natural language processing that was
developed in partnership with Praedicat.
For other potential types of loss events
we have started working with Arium to
evaluate the impact of liability loss scenarios
on our portfolio. We are also developing our
own models in Oasis, the open source CAT
modeling platform SCOR helped establish.
There is a long way to go, but models are
more advanced than many realize.

How does SCOR address the challenge
of tracking emerging risks and the
potential exposure problems
they could cause in
different casualty
classes?
Greg McNulty: One of the
biggest challenges for a
reinsurer is ascertaining
what companies
we are indirectly

insuring through our cedants, especially
when a company is insured by more
than one cedant. We also link insured
companies to third party data on their
industrial activities, revenue size, etc.
We can now quickly assess our exposure
when something hits the news, like talc,
glyphosate or opioids. In each of those
cases we can say what our total limit
exposed is and where it comes from. For
chemicals we can assess the strength of
the science and provide a PML including
legacy exposure. The analysis we do for our
own portfolio can be applied to a cedant’s
portfolio as well, so for key clients we can
help them identify potential risks and help
validate their own analysis.

Can improving the understanding of
risk help clients grow their business?
Greg McNulty: There is definitely an
opportunity to develop new insurance
and reinsurance products. On chemicals,
the exposure is concentrated in a handful
of large manufacturers. Due to the finite
amount of GL limit available and the more
restrictive integrated occurrence coverage,
many of these companies are dangerously
underinsured. Additional limit may not
be available because of the expansive
coverage provided by GL and fear of lawyers
targeting deep pockets. A solution is to
provide named peril coverage on top of the
current GL towers, responding only to those
truly catastrophic events, such as the next
asbestos. Likewise, the insurance exposure
to these firms is fairly concentrated as well,
and there is often a considerable likelihood
of clash between insureds.
Reinsurance is a very effective
way to spread this risk more
efficiently, and there could be
a lot of flexibility in how to
handle different issues, such
as underlying occurrence
triggers and legacy
portfolios. l
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EDITORIAL BOARD

R

eactions has created an editorial board to
help inform and direct our editorial policy.
The board consists of some of the most
senior figures from the global re/insurance market
who will provide us with insight and guidance on
the biggest topics impacting the industry.
These individuals work for insurance and
reinsurance underwriters, third party capital
managers, brokers, industry bodies and a variety
of service providers. It consists of members based
around the globe in re/insurance industry centres
such as London, New York and Bermuda.
Reactions’ editorial team regularly speaks
with many of the leading figures in the global
re/insurance industry to hear their thoughts on
the major issues and topics affecting the market.
These conversations form the basis of many of the
interviews and features we publish online and in
print, but they also help to inform us of issues and
themes that may be of interest to future articles.
But we wanted to formalise that entire process
through the creation of the Reactions Editorial
Board. The board will provide a valuable industry

insider’s insight with what the true talking points
within the industry are.
The Editorial Board would also help to direct the
tone and publishing policy of the magazine. The
board’s members will provide a sounding board
when new ideas for the publication are put forward.
Furthermore, the executives that sit on the
Reactions’ Editorial Board will provide feedback
on the articles and wider coverage we generate
so that we can gain better insights into what it is
our readers want. These discussions will also help
influence what we offer our subscribers in the
future.
We are pleased to present the current makeup of our Editorial Board. This group of senior
industry executives from around the world includes
the leading figures from some of the biggest
re/insurance businesses in existence.
The group is not complete however, and we are
striving to make sure that our Editorial Board
better reflects the diverse nature of the vibrant
industry that Reactions reports on. As such, you
will see this group evolve in the coming months.

Dominic Addesso,
President and Chief
Executive; Everest Re

Grahame Chilton,
Chairman; Capsicum Re
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Pina Albo, Chief
Executive; Hamilton
Insurance Group

Dominic Christian,
Executive Chairman;
Aon Benfield
International and Chief
Executive; Aon UK
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Michael Consedine,
Chief Executive; NAIC

Eduardo Fábrega, Chief
Executive; ASSA

Franz-Josef Hahn,
Chief Executive Officer;
Peak Re

Andrew Horton, Chief
Executive; Beazley

Corneille Karekezi,
Group Managing
Director and Chief
Executive, Africa Re

Steven Levy,
President and CEO –
Reinsurance; Munich
Re America

Howard Mills, Global
Insurance Regulatory
Leader; Deloitte

Mike Morrissey,
President and Chief
Executive; International
Insurance Society

Frank Nutter, President;
Reinsurance Association
of America

Maamoun Rajeh,
Chairman and Chief
Executive; Arch Re

Benedict Reid, Associate
Partner; EY

Stephan Ruoff, Chief
Executive and Head
of Europe; Tokio
Millennium Re

David Sampson,
President and Chief
Executive; Property
Casualty Insurers
Association of America

Brandon Sweitzer,
Dean; St John’s School
of Risk Management,
Insurance and
Actuarial Science

Mark Watson, President
and Chief Executive,
Argo Group

Karen White, Chief
Executive, RMS
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Booth lays out Darag’s US game plan
Despite only serving as chief executive of
Darag for four months, Tom Booth has
already set his sights on uncharted territory.
Booth had previously announced Darag’s
commitment to the US, Bermudian and
Caribbean markets this August following
the firm’s recent equity commitment of
€260m ($300m) from New Jersey-based
legacy firm SOBC.
The joint venture, titled SOBC Darag, will
help the German-headquartered business
realize what Booth describes as, “significant
growth on both sides of the Atlantic”.
He explained to Reactions exactly what
the partnership would entail going forward.
“The business model is very much
focused on what SOBC has done in the
past, but also some things that we’ve
worked on as well, including small to
medium sized loss portfolio transfers,
and also a focus on self-insured liabilities,
either through buying up captives or
novating policies from captives that
corporates have set up,” he told Reactions.
“It’s a really strong partnership, capital
and expertise,” Booth added.
SOBC Darag made its inaugural
acquisition in August, taking over
Peachtree Casualty insurance, a Florida
domiciled auto insurer in run-off.
“There’s a huge amount of legacy
liabilities sitting on corporate balance
sheets and other self-insured vehicles and
there isn’t a very well served run-off market
for smaller loss portfolio transfers either,
although there is a lot of capital chasing the
big deals,” he explained.
“To be a significant run-off player you
need to open your net as wide as possible.
You can’t be too focused on one single
geographical market, and I think there
is a quite a bit of opportunity we need to
harness in the US,” he said.
“In the US market, you can do deals
more quickly, there is not much as
regulatory pressure, meaning a quicker
turnaround, while in Europe the regulatory
process means transactions take longer,”
Booth added.
“We expect newer transactions and
quicker turnaround in the US, but perhaps
18 | www.reactionsnet.com

“To be a significant runoff player you need to
open your net as wide
as possible. You can’t be
too focused on one single
geographical market, and
I think there is a quite a bit
of opportunity we need to
harness in the US.”
Tom Booth, Darag

some bigger deals in the short term in
Europe,” he said.
Darag has conducted the majority of its
business in Europe, but as the US begins to
warm to the overall concept of the run-off
industry, Darag has recognized the need
for specialist firms such as itself.
“I think there is quite a lot of opportunity
that we need to harness on the other side
of the Atlantic. We’ve been known to focus
traditionally on continental Europe, and
we still think there is a great opportunity
there, and the heart of our organization
is there, and that is not going to change,”
Booth said.
“I wouldn’t be surprised if we had quite
a balanced business between the US and
Europe before not too long. But it’s very
difficult to judge based on which transactions
come along in each territory,” he added.
Recent changes to state regulations
will make it easier to conduct portfolio
transfers in the US. These changes are
just one example of how the US market
is embracing the concept of run-off –
although Booth noted that this was not the

driving reason behind Darag’s decision to
make its move into the US.
“[Recent regulations] further enhance our
interest in the market, but it’s certainly not
the main reason why we’re going in now.
“As interesting as those portfolio transfers
may become, no one has yet completed one
[in the US], and while we’ve been looking
into that we don’t see ourselves as pioneers
in the space to be honest, but the concept
is proven, and as transfers begin to happen
we want to position ourselves to be another
participant in the market,” Booth said.
“I think it will open up the US market
further to run-off transactions as we’ve
seen in Europe, and we can’t forget that
there are still some countries in Europe
where a portfolio transfer has not yet been
completed either.
“The reason for us to get into the US
market now is that a number of us have
worked in the US market in different guises,
and we think there’s a big opportunity there
to be another player in that market.
“It’s just a bigger marketplace, with a
big opportunity, and we know how to do
it- we’ve got the network of intermediaries
and other relationships. But that’s not to
say that we won’t grow significantly outside
of there and expand the territories we’re
looking at and that includes the US, but
also the UK and Lloyd’s,” he said.
According to Booth, the move into the
US will be accompanied by an increased
physical presence in the country.
“We will look at opening an additional
office or two as we roll out our expansion,
so we’re looking at the best location to do
that,” he said.
Run-off friendly regulation in the US
includes the Business Transfer Act in
Oklahoma, as well as similar legislation in
Rhode Island and Vermont.
Such legislation has raised considerable
interest but, as Booth mentioned, there is
still the need for a firm to pioneer the first
such loss-portfolio transfer in the US.
Other legacy firms have made moves to
expand their operations in the US recently
as well, including Armour Group, Pro
Solutions and R&Q. l
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