PCI REPORTER



DAY 2: MONDAY OCTOBER 29 2018

US/UK covered agreement on the horizon
US regulatory officials are looking
into the formation of a covered
agreement with the UK ahead of
the latter’s withdrawal from the
European Union.
The UK is already a part of the
existing covered agreement which
was signed by both the US and EU
last September. However, with the
UK set to leave the EU on March 29,
2019 under the terms of the Brexit
vote, it will no longer be privy to the
transatlantic reinsurance collateral
agreement.
According to Robert Gordon,
senior vice president, policy
development and research at
the Property Casualty Insurers
Association of America (PCI), a deal,
or at least the workings of one, could
be finalized as soon as December.
“The initial sense is that there
will not be significant substantive
differences,” he said.
“The parties intend to complete
their negotiations by mid-December,
which is certainly realistic given
they don’t intend to make significant
substantive changes,” he added.
According to Gordon, the goal is
to finalize any such agreement prior
to Brexit.

Robert Gordon

“The UK is an important market
for US transatlantic insurance
activity, and while the UK is
currently covered by the existing
US/EU covered agreement that
will no longer be the case after
Brexit,” reads a statement from the
National Association of Insurance
Commissioners (NAIC).
The first indication that such
an agreement would have to be
negotiated separately with the
UK in the wake of Brexit came
after publication of the Treasury
Department’s latest insurance
related report.
According to Gordon, PCI, which

represents nearly 1,000 member
companies, would not object to a
duplicate agreement between the
UK and US.
“PCI indicated that we understood
the continued treatment of the
United Kingdom under the current
US/EU covered agreement, and
appreciated the need to draft
essentially a duplicate covered
agreement with the UK, and we
indicated that we would not object
to that,” he said.
The NAIC has also given its
support behind simply mirroring
the terms of the US/EU covered
agreement and applying that to a
possible deal with the UK.
That is not to say that the NAIC
is completely on board with
the current covered agreement,
with debates about the credit for
reinsurance model law reforms’
implementation with the current
bilateral agreement ongoing.
“We continue to have concerns
with the covered agreement
mechanism itself. We would
also stress that nothing in these
negotiations should alter the
direction or timing of our ongoing
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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

Guy Carp sees hybrid evolution
A growing number of insureds are buying a
combination of both facultative and treaty
reinsurance solutions to meet their risk
management needs rather than the more
traditional approach of purchasing one or
the other.
According to Guy Carpenter, the rigors
of today’s insurance industry mean
companies are increasingly turning
to alternative solutions to meet risk
management challenges.
Insureds have to manage their
underwriting, capital protection, risk and
risk profiling and utilize various forms of
reinsurance to do so. These insurers have
turned to facultative or treaty reinsurance
for risk protection, to help them shore up
their capital and satisfy rating agencies.
But in today’s industry, insurers may
be better off combining the two forms of
protection, Jeff Fleming, managing director
at Guy Carpenter, believes.
“Increasingly, insurers need alternative
solutions that draw on the provisions of

both facultative and treaty,” Fleming said.
“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.”
As Fleming explained,
facultative and treaty
reinsurance both offer insureds
a host of benefits for various
reasons, but relying on only one
can be limiting.
“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,” noted Fleming.
“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% yearover-year.”
While facultative placements
have enjoyed a renaissance
in recent years, there are still
limitations, and hybrid solutions
can remove some of these.
“A reinsurance solution that
draws on both facultative and
treaty enables insurers to purchase
reinsurance cover that meets the
specific and unique needs
of their profiles,”
Fleming said. l

Continued from page 1

deviate from the model law and regulation
creates a great level of uncertainty in the
process as a whole,” the letter reads.
According to the group, without formal
safeguards that discretion could be used
arbitrarily to undermine “any meaningful
outcome for jurisdictions that would be
assessed for Reciprocal Jurisdiction status”.
The group recommends outlining the
specifics for such a process in the model
law and linking that criteria and process to
the NAIC accreditation program.
The Reinsurance Advisory Board (RAB)
in Europe took issue with the fact that
the commissioner would determine EU
member states compliance with material
terms of the agreement. “It should not be
up to the discretion of the commissioner,”
the organization stated in its letter.
“There has been some concern about the
amount of discretion that an individual
state regulator may have, and that’s caused
some concern in Europe and some of
the US trade bodies including PCI have
commented on that, but the states are

certainly proceeding at pace with those
efforts,” Gordon said. l

credit for reinsurance model law reforms,”
the organization stated.
Proposed revisions to the Credit for
Reinsurance Model Law and the Credit for
Reinsurance Model Regulation have proven
divisive, with trade bodies from around the
globe seeking to ensure that changes made
do not interfere with the recent agreement
between the EU and US.
Several concerns were raised in a letter to
Maria Vullo, the chair of the reinsurance
task force, which was signed by several US
trade bodies including PCI.
According to the group, the state
insurance commissioner with regulatory
oversight’s discretion as defined in the
Credit for Reinsurance revision would
have too much power over reciprocal
jurisdictions. Changes to the law would
give commissioners the authority to
establish criteria and processes with
respect to the revocation or suspension of
a reciprocal jurisdiction. “The possibility
for a Commissioner to have such scope to
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Homeowners’ lagging despite growth
US homeowners’ insurers are experiencing
positive growth in terms of premiums and
return-on-equity (ROE), but are still falling
short of their targeted goals.
According to Aon’s Reinsurance Solutions’
annual Homeowners’ ROE Outlook report,
homeowners’ insurers prospective ROE
this year is 5.5%.
While this is an improvement on last
year’s 4.5%, it is still short of the double
digit returns that the market should be
earning “given the inherent risk of the line”,
Aon’s report states.
On a state by state basis however, a total
of 31 states did manage to clear an ROE
of 10%. Premiums are expected to grow
by $2bn in 2018, to $96bn from $94bn in
2017. However this is a slight decline from
2016 to 2017, when premiums increased by
$3bn from $91bn to $94bn.
During the 18 month period ending
September 2018, the top 20 carriers in the
space secured average rate increases of
4%, with some states, including California
and Florida, witnessing rate hikes of 6%
or more.
Rate hikes are so far above the low point
of 2% experienced in 2015, but shy of the
8% that was seen back in 2012.
However, in Florida specifically,

attritional losses from assignment of
benefits abuse and claims adjustment cost
issues, which are expected to continue
following the impact of Hurricane Michael,
are unlikely to be mitigated by single-digit
rate increases, the report from Aon states.
According to the global insurance
and reinsurance broking business, rate
increases of 3% to 4% are sufficient to keep
up with inflationary pressures on the loss
and expense side.
There is concern that the industry is being
outpaced by the overall economy however,
as the US gross domestic product rose by
5% to 6% for the period. That represents
a setback for a sector of the insurance
industry that has in the past regularly
outperformed the wider economy.
Overall rate increases are still
expected to outpace increases
in losses and expenses though,
and as such Aon continues to
hold an overall positive view of
the sector.
“With prospective growth both
in written premiums and ROE, on a
generalized basis the homeowner’s
line of business remains
attractive to insurers,”
said Greg Heerde, head

of Americas analytics for Reinsurance
Solutions (pictured).
“Overall, the line is healthy, providing
expected long-term underwriting
profitability, and has many segments
posting exceptional performance,”
Heerde added.
Reinsurance costs have remained mostly
flat despite the impacts of last years’
catastrophes as well, continuing a trend
of softening reinsurance costs since at
least 2013.
According to Paul Eaton, managing
director in analytics for Reinsurance
Solutions, the increased number of
startups and insurtech firms targeting the
homeowners’ market specifically has also
had an impact on this year’s results.
“Homeowners’ business is
proving to be attractive to startups and insurtech players,
which are collectively utilizing
both ‘full stack’ insurer and
MGA or partnership models.
We believe that the combined
effect of these entrants drives
increased sophistication
in the underwriting
of this business line,”
Eaton said. l

Everest continues risk team expansion
The expansive Everest Insurance has
continued to grow its risk management
team, with the business adding John
Lazar as vice president and leader of
its West Region. Lazar will oversee a
team of underwriters that focuses on
the primary casualty large account
market place. He will be based in Everest
Insurance’s West Region office in Los
Angeles where he will report into Chris
McKeon, vice president and head of risk
management and commercial casualty.
McKeon said the company was
very excited to have someone with
Lazar’s experience, technical expertise
4 | www.reactionsnet.com

and longstanding relationships join
the business.
“The large account space is a core focus
of our primary casualty platform and John
will play an important role as we continue to
bring unique services and solutions to this
segment of the market,” added McKeon.
Lazar joins Everest from Willis Towers
Watson where he was leader for the firm’s
California casualty center of excellence. His
25 years of industry experience includes
stints with companies such as Zurich, XL,
Argonaut, Kemper and Reliance.
His arrival comes a week after McKeon
saw his role expanded to include leadership

of Everest Insurance’s risk management
unit, on top of his existing responsibilities
as vice president and head of commercial
casualty.
Everest’s risk management business unit
provides customized primary casualty
solutions for large accounts.
The commercial casualty and risk
management operations are part of
Everest’s risk management group,
which includes workers’ compensation,
multinational, energy and transportation
and logistics units. Before joining Everest
in 2017, McKeon held primary casualty
leadership roles at AIG. l
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Cyber aggregation risks sidelined
Cyber underwriters are facing increased
aggregation risk as the cyber insurance
market shifts more towards a standalone
model for specialist endorsements.
According to PartnerRe’s 2018 Survey of
Cyber Insurance Market Trends, there has
been a marked shift towards standalone
policies, with 70% of the 340 survey
respondents indicating that dedicated
limits available on a standalone basis were
the reason for the change. Respondents
consisted of 270 brokers, and 70 carriers,
mainly from North America.
The second most cited reason for the
move towards standalone policies was a
renewed focus on business interruption,
which claimed the top spot for coverages
sought at renewal, beating out data breach
for the first time.
According to PartnerRe’s report, in some
instances brokers actively advised against
relying on policy endorsements due to their

limited nature in terms of scope and limits.
Only 9% of respondents stated that a buyer
actually facing a claim was the reason for
the shift to the standalone market.
But as the standalone cyber insurance
market continues to develop, insurers
seem to be downplaying the very real
aggregation risk that they face when
writing the peril.
Jeremy Platt, US cyber specialty practice
leader at Guy Carpenter, estimated
premium in the global cyber market to
be roughly $3bn to $4bn, while in some
instances individual limits for large
companies could be $50bn or more.
Out of the 70 underwriters surveyed by
PartnerRe, 18% stated that they did not
actively manage aggregation risk, or did
not know how their firm handled it.
The vast majority of underwriters are
managing aggregation risk in-house, while
just 16% use an outside vendor.

Widespread indiscriminate attacks such
as those seen last year, or internet outages
due to an attack on a critical operator such
as a DNS firm could trigger the policies of
an excessive number of insureds.
The types of firms impacted by last year’s
NotPetya attack included delivery services,
candy manufacturers, shipping companies
and more, highlighting the fact that almost
no company is safe from this type of risk.
This is also concerning when you
consider the number of perils that could be
triggered under a cyber-policy if the proper
exclusions are not included.
General liability, property, kidnap and
ransom, and crime, could all trigger under
a cyber-policy if underwriting discipline is
not maintained.
Aggregation risk has an impact on
underwriter’s pricing decision on a
frequent basis 28% of the time, PartnerRe’s
survey found. l

Topsail Re debuts in Cayman Islands
A new reinsurer has entered the industry
with the Cayman Islands-based Topsail Re
preparing to open for business in time for
the January 1 renewal.
The new privately held total return
reinsurer will provide clients with auto
quota share, property catastrophe, property
per risk, retrocession property catastrophe
and property quota share coverage. It will
also offer captive solutions.
Industry veteran and former JLT Re
executive David Johnson will lead the new
platform. His most recent role was with
JLT Re where he served as a member of the
reinsurance broking firm’s North America
executive committee and executive vice
president.
Before joining JLT Re, Johnson was
president and chief operating officer of
Axiom Re. Johnson is joined at Topsail
by David Lee, a two-time NBA All-Star
and National Championship winner who
played for teams including the New York
6 | www.reactionsnet.com

Knicks and Golden State Warriors. After
retiring from the NBA in late 2017, Lee has
more recently been affiliated with private
equity firm Social Capital Corporation.
Lee will hold the positions of president
and chief investment officer.
Other staff at the newly former Topsail
Re include Robert Harnatkiewicz
and Jacqueline May. Like Johnson,
Harnatkiewicz joins Topsail Re having
previously been with JLT Re. His 28 year
career has also included stints with Axiom
Re and Munich Re. He will have the titles of
executive vice president and chief actuary.
May will serve the company as executive
vice president and chief operating officer.
She makes the move to Topsail Re from
Beach Re, with her 25 year career having
taken in time with companies such as
Axiom Re, Aon Re and Willis Re.
The new venture has set up a Greensboro,
North Carolina-based underwriting
services arm which will market on behalf

of Cayman Islands-domiciled reinsurer
Topsail Re.
Topsail’s seed capital has been sourced
from ultra-high net worth financial
sources.
“Topsail is a family company built on
the basis of long term relationships,”
said Johnson. “We are excited to form
partnerships with brokers and carriers in
which our experience and capital can make
a difference.”
As the company explained in a statement,
Topsail will target regional insurance
carriers through brokers and offer them
both traditional and more bespoke
coverages.
Topsail hopes that the long-term
relationships it is founded upon will
translate to its client base.
By being privately backed, the company
is not under pressure to grow unprofitably
and as such it hopes to develop long-term
relationships with its client base. l
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McGavick: Shifting perceptions

A

lot has changed in the 23 years since
Mike McGavick first entered the re/
insurance industry – his own views
on the market, the sentiments towards the
companies he ran and what the product
can provide. In a frank and open interview
with Christopher Munro, he gives his
reflections on the industry.
Back in March this year, the judges for
the Reactions London Market Awards 2018
sat around a table at the Grange Tower
Bridge Hotel discussing who should be the
worthy winners of the various categories.
While many of the candidates put
forward provoked heated debate and lively
discussion, when it came to choosing
a winner for the Lifetime Achievement
Award, there was little doubt as to who
should be handed the event’s most
prestigious prize.
Speaking to Reactions during the
Monte Carlo Rendez-Vous de Septembre,
McGavick reflected on his 23 years in the
re/insurance industry – what he considers
his successes, the individuals who have
stood out, what some of the biggest
challenges he faced during his time in the
market were, as well as how he sees the
sector evolving in the future.
Immediately prior to joining CNA in
1995, McGavick was serving as the lead
negotiator for the insurance industry in its
dealings with Congress, various Federal
agencies and other groups that were
concerned about the US Superfund laws.
“I came to [insurance] originally as an
extension of what I’d been doing in the
political world and trying to influence the
outcome for the industry in its exposure
to environmental risks back in the early
1990s,” McGavick told Reactions.
Towards the end of his time working on
the Superfund projects, McGavick was
urged to join the insurance industry by
some of those he had been working with.
“I was blessed that at the end of those
projects, several CEOs said “You should
come into this industry”. I haven’t regretted
a moment of that decision since.”
McGavick’s first formal foray into the
insurance industry was under the auspices
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of Dennis Chookaszian, the former
chairman and CEO of CNA.
As McGavick explained, Chookaszian
told him that insurance, at its core, helps
people do what they want to do.
“And people don’t think of insurance that
way. They think of it as this lousy thing
they buy and hope they never have to use.
But really, people are gaining freedom and
the ability to pursue dreams because of the
work the industry does.”
While Chookaszian helped McGavick
make his first move into the insurance
business, there were several other figures
who stood out before he made the switch
to the corporate side.
“One guy I remember very fondly for
how good he was and how ethical he was
– he was just a rock of a man – was a guy
called Dick Smith at Chubb. He was very
senior at Chubb and he was remarkable,”
said McGavick.
Another important individual who has
been a significant influence on McGavick’s
insurance career is industry figurehead
and current American International Group
CEO Brian Duperreault.
While accepting they are “fierce
competitors” McGavick reflected on how
the two would repeatedly sit next to each
other at industry events.
“I’ve always liked that Brian is unerringly
positive in the way he interacts with
people,” said McGavick.
“He’s super smart, which makes him
interesting to listen to, and he really runs a
good business.”
Michael Butt, the former president
and chairman of Mid Ocean, is another
person who comes in for praise from
McGavick. Mid Ocean was acquired
by XL Capital in 1998, at which point
Butt became a director for the latter
company.
As McGavick explained, Butt was “very
distinct in his help toward me”, adding
“he’s a great guy”.
However, there is one group of people
that the departing XL Group
head picked out for
particular praise.

“Some of the characters at Aon have been
great supporters over the years,” he said.
“From Mike Bungert to Mike O’Halleran
and Pat Ryan – they’ve been friends
beyond belief in all kinds of situations.
While I love all of my broker friends
equally of course, I’ve been through some
remarkable things with those three. Mike
Bungert in particular taught me a tonne
about the industry and saved my neck
when I was CNA.”
McGavick’s arrival at CNA came at a time
when the company was experiencing some
significant issues.
He first joined the Chicago, Illinoisbased company’s marketing department
before being appointed president and chief
operating officer (COO) of the insurer’s
troubled Commercial Lines Group in 1997.
As McGavick explained, when he joined
the commercial insurance platform “it was
horribly broken”.
Taking tough decisions helped McGavick
transform CNA’s Commercial Lines Group,
and over an 18 month period, the unit
improved its combined ratio by seven points,
producing a positive swing of over $200m.
In doing so, McGavick’s reputation as a
turnaround specialist began. l
This is a short extract of a longer interview
that will be published in the November
edition of Reactions magazine.
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Reinsurance redefined.
Preparation
noun | prep·a·ra·tion | \ p re-p - rā-sh n \
e

e

• The state of being ready for something that will happen
• An action taken to become ready
• Any proceeding, experience, or the like considered as a mode of preparing for the future

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 preparation 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

Commercial auto liability line solutions
Nick Durant, Managing Director
One of the major factors affecting
property/casualty industry
profitability in the United States
in recent years has been the poor
performance of the commercial
auto liability (CAL) line. On both
a Calendar and Accident Year
basis, industry CAL underwriting
results have been deteriorating
for the past decade. Accident
Year combined ratios have been
above 105 percent since 2010, and
carriers are feeling the pressure to reverse
this trend. Related lines of business such
as umbrella have also felt the adverse
effects of challenging loss trends driven
by CAL. In this environment, it has
been an open question: which will arrive
first, autonomous cars and trucks or
underwriting profits for CAL writers?
A number of developments have been
contributing to adverse CAL results. One
of the principal factors is the unexpected
acceleration in claims frequency that itself is
in part a result of increased road utilization
and congestion. The explosion in ride
sharing plays a pivotal role in this increased
exposure and loss emergence. Additionally,
as the internet economy and on-line
purchasing grow to levels never anticipated,
more trucks and delivery vehicles are
sharing the roads, causing congestion and
increasing the potential for more accidents.
Another major development impacting
claims is the increase in distracted driving
from use of cell phones and Global
Positioning Systems devices. According to
recent studies, phone distraction is now the
cause of more than half of all car accidents.
While drunken driving statistics remain
historically low, there have been
increases in impaired driving using
marijuana and other drugs.
A higher-than-anticipated
growth in CAL claim severity is
also contributing to continued
unprofitable underwriting
results. An increase in large
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jury awards due to trends in the plaintiffs’
bar influences growing claims severity
along with factors such as medical cost
inflation, aging or inexperienced drivers
and the differences in the sizes and weights
of vehicles involved in accidents. Although
CAL carriers have been aggressively raising
their rates, the increases have not been
adequate enough to bring the combined
ratios down below 100 percent.
To achieve improved profitability and
growth in CAL, insurers need to review
these challenges and take bold steps to
turn them into opportunities. Insurers
must focus resources on implementation
of improved underwriting and pricing
functions. On the underwriting side, this
will encompass everything from managing
limits and maintaining appropriate
deductible or self-insured retention levels
to attaining reinsurance covers that address
both frequency and severity of loss. For
carriers that write commercial package
policies or multiple casualty lines, they
should avoid the temptation to use CAL to
oversubsidize other casualty lines such as
workers compensation and general liability,
which have been more profitable.
Although data sets and modeling
tools for auto liability are growing
exponentially, the ability of carriers
to mine usable, strategic information
from that data and then integrate it
into underwriting, pricing and claims
strategies is being strained to
the limits.

Insurers are using increasingly
sophisticated models to analyze new
and existing data in the search for
optimized pricing and risk selection.
Public filings data from, for example,
the National Transportation
Safety Board, and third party
sources present a rich data set
for understanding markets and
habits of drivers. These items may
include industry miles driven, new
commercial truck sales, road density
information, fuel prices, impact of new
vehicle technologies and repair cost indices.
Insurers can achieve better underwriting
by building and leveraging a
comprehensive data collection plan that
captures vehicle type, driver demographics
and motor vehicle records. They can then
use the data for predictive modeling.
InsurTech solutions are also emerging
that permit insurers to price their risks
with more accuracy and allow more robust
risk-mitigating practices. Telematics can
help insurers deploy behavioral profiling for
auto insurance that enables dynamic and
elastic pricing. Advanced Driver Assistance
Systems have become more prevalent as
tools to warn drivers in advance of potential
accidents or hazardous situations.
The rise of data, analytics and technology
advancements to aid drivers and the
companies that insure them coincides with
the looming possibility that autonomous
vehicles will result in the partial
obsolescence of car insurance. Insurers
with a preponderance of auto premium
have already begun diversification efforts
in their businesses to address this through
expansion into other lines or mergers and
acquisitions.
Guy Carpenter’s broking, Analytics and
Strategic Advisory teams are dedicated to
providing each client with data and tools
for a tailored approach that addresses its
unique challenges and create opportunities
for improved underwriting performance
and optimal reinsurance solutions. l
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BRINGING OPPORTUNITY TO RISK

OPPORTUNITY
As record amounts of capital from new sources continue to create
abundant capacity, companies are seeking agile and transparent
tools to identify opportunities to maximize return and yield.
Guy Carpenter’s broking, strategy and analytics expertise helps
clients match the right capital with the right risk to drive profitable
growth by capitalizing on emerging risks.
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Silent terror stalks cyber market
The Terrorism Risk Insurance Program
Reauthorization Act of 2015 was updated
last year to affirmatively cover cyberterrorism perils, but insureds should not
rely on the federal backstop to provide
coverage in the case of a wide-scale cyber
terrorism event. That is the belief of Jeremy
Platt, US cyber specialty practice leader
at Guy Carpenter, who said: “Terrorism is
silent in these cyber policies by and large.”
“Cyber policies typically exclude property
damage and bodily injury. War is excluded
but terrorism is seen as being covered,”
Platt added. “There have been a couple of
big global insureds that have bought allencompassing cyber policies but by and
large property damage and bodily injury
are not covered.”
Cyber terrorism, which would include these
physical perils, is a different story however.
“You can’t exclude terrorism, you have
to offer it, so insurers take it up and it’s
covered and you have the federal backstop
in place, but any large scale event involving
multiple deaths and extensive property

damage is really going to be borne by
the re/insurers industry given that the
retentions are 20% of prior year earned
premium for the covered lines that are
subject to TRIPRA,” he said.
Cyber-attacks have proven to have
physical consequences in the past, with
nuclear reactors, power plants, and
airplanes all having been physically affected
by such events in recent years.
“What we’re really doing is helping
companies manage their terrorism and
cyber loss, without thinking about TRIPRA

or how to help them manage in the event
of a catastrophic loss to avoid a capital
event, and that’s by means of placing
reinsurance,” Platt said.
The cyber market a whole is under
constant threat of accumulation risks as well.
“Premium in the cyber market globally is
$3bn to $4bn but if you add up the limits
in the marketplace, some of the large
companies could have up to $60bn of limit
out there,” Platt said.
In addition to high retention rates,
insurers have to deal with the fact that
TRIPRA might not pay out at all, given
that an event would have to be declared a
terrorist event by the government, which
has not happened in the history of the
program, for cyber perils or otherwise.
“The question is if there is a large cyberattack that causes a financial loss, is that
going to trigger the federal government
to declare it a terrorist event? TRIPRA is
blind to the cause of losses. Even the Boston
Marathon bombing wasn’t considered a
certified terrorist event,” he added. l

Multinational insurance alive in NA
Despite recent trade disputes between
the three North American nations,
multinational insurance is sure to grow on
the continent according to one executive.
“There are already a large number of US
companies that trade with Canada and
Mexico predominantly because of the North
American Free Trade Agreement (NAFTA)
and the opportunities it has afforded them,
so there are a lot of US corporates that fall
into that US, Canada, Mexico trifecta,” said
Graeme Condie, global customer leader for
Allianz Multinational.
“Many small to medium-sized US
companies are also looking beyond that and
outward towards the world. They are seeing
that there are consumers out there they
want to sell their products to and they need
to think about the insurance situation.”
According to Allianz, companies operating
globally have grown from 7,000 in the
12 | www.reactionsnet.com

1960s to an expected 140,000 by 2020, with
protectionist rhetoric unlikely to slow that
growth anytime soon, according to Condie.
“If you look at the upward trend of
multinationals in the last 30 years, the trend
in the next 10 years is likely to be up,” he
said. “Globalization will remain the most
significant force of trade and investment
despite what politicians will from time to
time try to do to change the dynamic. The
genie is out of the bottle. We all live in a
digital world, and globalization will remain
a driving force behind trade,” he said.
“The political environment and trade
wars might be temporary barriers to trade,
but people will find a way to continue to
expand their business,” he added.
Recent rhetoric from the US has included
tariffs levied against Canada, threats
to pull out of the North America Free
Trade Agreement and allegations of trade

imbalances and retaliatory tariffs with
other countries including China.
“If NAFTA specifically is slacked, that
would cause a temporary blip in terms of
business decisions but the corporates with
cross-border aspirations will adapt and
thrive in the long term,” Condie explained.
“We all live in a digital world, where we
communicate, shop and trade, and this will
drive globalization,” he added.
Concerns about NAFTA being scuttled have
largely been alleviated, although tensions
remain after Canada threatened to pull out of
the deal due to US rhetoric and tariffs.
“Canada and Mexico are the US’s primary
trading partners and trade with NAFTA
supports 14 million US jobs – 10% of all
jobs,” Nat Wienecke, senior vice president
for federal government relations at the
Property Casualty Insurers Association of
America, told Reactions earlier this year. l
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SCOR

Stay safe in cyberspace
SCOR’s Sebastien Heon and Didier Parsoire are cautiously optimistic about the future development of cyber risk
insurance.
Does SCOR have a big appetite for
cyber risk?

We often hear the term “silent cyber
risk”: what does it mean?

Sebastien Heon: SCOR recognizes
cyber risk as a fast-growing peril for
the re/insurance industry, but one that
is far from being mastered in all its
dimensions. SCOR is committed to better
understanding this peril and has set up
its “Cyber Solutions” unit as its core
center of expertise to manage its cyber
modeling and underwriting activities.
Until we and the market gain a better grip
on this risk, SCOR’s appetite for cyber
will remain cautious overall. Our offering
extends to insurance through our SCOR
Business Solutions and Channel syndicate
operations as well as treaty reinsurance.

Sebastien Heon: In simple terms, “silent”
cyber risk comes with the advent of digital
risk in insurance products that were
designed for the risks of the last century.
More specifically, “silent” cyber cover
– also called “non-affirmative” cyber
cover – refers to the potential exposure of
traditional property or casualty policies
to cyber incidents without explicitly
addressing the cyber peril in their wording.
There are many reasons for silent cyber
risk to happen: absent any cyber exclusion,
all-risks policies (property or casualty)
would respond to property loss or bodily
injury whether caused by a cyber peril or
not; legacy wordings come from a world
of tangible risks and do not fit with cyber
threats and intangible assets raising issues
of interpretation as to what constitutes
a loss.
Also, cyber exclusion clauses and writeback endorsements that are poorly worded
and/or not consistent with the original
policy may result in coverage gaps and
contract uncertainty. Last, some exclusion
clauses have not been field-tested and may
not work as intended. In particular, War
and Terror exclusions may not be effective
in excluding nation-state sponsored cyberattacks, due the challenge of attribution in
cyberspace.

The cyber market is usually described
in positive terms, as a high growth
market that’s uncorrelated with other
lines: is that SCOR’s experience?
Didier Parsoire: The cyber insurance
market is indeed booming with doubledigit annual growth in all markets and
customer segments. Cyber insurance
demand is fueled by heightened risk
awareness due to high-profile events,
exposure to cyber catastrophe events, as
evidenced last year by the Wannacry and
NotPetya attacks, and the development of
increasingly stringent cyber regulations
ruling both data privacy and network
security. The expansion of insurers’
portfolios in turn leads to increased
demand for reinsurance.
However, we would certainly not qualify
this class as uncorrelated with other lines.
On the contrary, as evidenced by NotPetya,
cyber risk is developing as a more
and more pervasive peril
impacting businesses in
tangible and intangible forms
far beyond data privacy. As a
result, besides cyber products,
many insurance lines as offered
today may respond to
cyber incidents.

It has been said that most of the $3bn
insured losses incurred as a result of
the Notpetya breach were “silent”;
what lines of business could be hit by
such an attack?
Didier Parsoire: We would
tend to disagree with this
statement. Various public
sources indicate that the
bulk of NotPetya claims
would come from property
policies, although this attack
didn’t cause physical
damage. Indeed, the

market has for many years been offering
affirmative cyber extensions in property
policies and it seems that the NotPetya
event revealed this cyber content to many
carriers. In any case, non-affirmative
underwriting should not be confused with
non-affirmative or silent cover. The event
played as a warning sign that any form of
cyber risk should be written and priced
explicitly.

How can silent cyber risk be managed
effectively by primary insurers?
Sebastien Heon: Identifying, tracking and
reducing silent exposure is a long process
that will not be completed overnight.
Three actions could be implemented to
manage silent cyber risk. First, the level of
response of standard lines to cyber events
should be assessed. Second, insurance
wordings should be clarified to remove
uncertainty and unintended coverage of
cyber incidents. Any exposure should be
quantified and priced accordingly. Last,
exclusion clauses should be reviewed to
assess their relevance in today’s cyber
environment. All of this requires a
significant amount of work but is necessary
to avoid market shocks.

What should insurers do to avoid
accumulation from cyber peril?
Didier Parsoire: The goal is not to avoid
but to monitor accumulations and manage
our portfolios accordingly. We (the risk
carriers) should collectively identify drivers
for cyber accumulation and concentration
nodes, (cloud, software, ISP/telcos)
and connected objects and measure the
accumulation potential. This is a longterm effort that requires input from all
stakeholders in the risk transfer chain.
The sharing of risk and exposure data in
a structured way is crucial in this process.
Unfortunately, the industry is lagging a
few years behind the modeling of natural
disasters – and cyber catastrophes might
not wait for everyone to catch up. 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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Berkley names Barraclough as BPE CEO
WR Berkley has appointed Scott
Barraclough as the new chief executive of
its Berkley Public Entity arm. Barraclough
was formerly president of WR Berkley
subsidiary Admiral Insurance. He will be
succeeded at Admiral by Curtis Fletcher.
Berkley Public Entity is a specialist unit
of the larger WR Berkley business which
focuses on providing protection to public
entities and intergovernmental pools or
trusts. It offers these entities a variety of
overages including general liability, auto and
property amongst others. In his new role,
Barraclough will oversee operations that
target bodies that operate in law
enforcement, public officials and educators.
He first joined Admiral Insurance
in 1996. His replacement at Admiral,
Fletcher, has been with the business
since 1998, and most recently served
as executive vice president and chief
underwriting officer. He has more than

30 years of industry experience. Admiral
provides excess and surplus lines coverage
for specialized commercial risks involving
moderate to high degrees of hazard.
The insurer works exclusively through
wholesale brokers.
Rob Berkley, the president and CEO of
Berkley Public Entity’s parent company
WR Berkley, said: “Scott has a wealth
of experience both in the industry and
at Berkley that will complement the
knowledge and skill set of BPE’s president,
Rich Vincelette, and bring considerable
value to Berkley Public Entity. Along
with his team, Rich has developed
BPE into a leading provider of
insurance for our governmental
clients in a relatively short time.”
Berkley added: “With Scott
focused on building the ongoing
strategy of the business, Rich
will be able to increase his

focus on serving our target market. Curt
has extensive knowledge and experience
in the excess and surplus lines insurance
market and has been a key member of
the senior management team at Admiral
Insurance for many years. As such, he
is well-suited to take on this important
role and lead the operating unit’s strategy
for the future. We are delighted to have
such depth and versatility in our senior
management team.”
The appointments come days after WR
Berkley announced results which
showed it ended the third quarter
of this year with a combined ratio
of 95.9% for the three months to
September 30, 2018. That marked
an improvement of 5.1 percentage
points year on year, mainly due
to reduced catastrophe activity
in the most recent three
month stretch. l

RAA supports private/public partnerships
A large portion of the US re/insurance
industry has undersigned its support of the
“Government Risk and Taxpayer Exposure
Reduction Act of 2018” (GRATER).
The GRATER act would reduce and
minimize the credit, guarantee, and insurance
risk of all federal government programs by
transferring such risk to the private sector
at market terms, and for other purposes. It
is designed to minimize government risk by
increasing the use of private risk capacity.
Under the act, each federal department and
agency responsible for the administration of
any credit, guarantee, or insurance program
“shall, for each fiscal year, develop and
implement a strategy and implementation
plan for such program to transfer, to the
maximum extent possible, all such credit,
guarantee, and insurance risk to the private
sector at market terms through a variety
of financial instruments in a sustained and
transparent manner”, the bill reads.
The government has become increasingly
interested in partnering with the commercial
18 | www.reactionsnet.com

market to transfer risk, with the most notable
example being the tie-up between the
indebted National Flood Insurance Program
and private re/insurers. That move has seen
the Federal Emergency Management Agency
secure more than $1bn of reinsurance
protection as well as some $500m of
additional coverage through the capital
markets via a $500m catastrophe bond.
Other notable collaborations between the
federal government and private insurance
and capital markets include the ExportImport Bank’s reinsurance program which
provides it with $1bn in loss coverage for a
significant portion of its existing portfolio
of large commercial aircraft financing
transactions.
“These programs potentially can serve
as a model for other federal programs and
risks ultimately borne by the taxpayer,”
reads the letter signed by The Reinsurance
Association of America along with The
Council of Insurance Agents and Brokers,
and other non-insurance focused groups

including the R Street Institute, Americans
for Tax Reform, FreedomWorks, Taxpayers
for Common Sense, the American
Consumer Institute, National Taxpayers
Union, and Center for Freedom and
Prosperity, all of whom support the bill.
“The undersigned organizations write
in support of the ‘Government Risk and
Taxpayer Exposure Reduction Act of 2018’
and we ask that the House pass the bill
as a stand-alone measure or part of other
legislation,” the letter reads.
“If the bill is fully realized, federal
program beneficiaries likely would benefit
from improved program risk management
and funding certainty,” it continues.
The GRATER act was introduced in
March of this year but voted on most
recently at the end of September.
“The undersigned organizations are
poised to work with you, Congress, and the
Administration to maximize utilization of
the private market where it is willing and
able to assume risk,” the letter adds. l
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