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Sirius sharpens its specialty focus

D

an Wilson has been with
the Sirius Group for nearly
25 years, 10 of which he
served as President & CEO of
Sirius America Insurance Company
(SAIC), Sirius Group’s U.S. based
operating company – but it’s his
current role as President of U.S.
Specialty Insurance that has him
the most energized.
As SAIC’s chief executive, Wilson
has shepherded Sirius America’s
transition from a predominately
Property & Casualty reinsurance
operation to an ever-expanding
insurance operating company
focused on increasing its direct
writing in Accident & Health,
Property, Environmental and
Surety. Now, building out Sirius
Group’s specialty operations is his
primary focus.
While Sirius’ work in specialty
is not new, Wilson explains, the
traction it has gained in that
space has enabled it to build on
that momentum by adding other
specialty lines, and he is bullish
on its prospects. Sirius has also
recently added to its specialty
expertise through their partnership
with Pie Insurance, a Workers’

Contents
APCIA Agenda..3
How rates will play
out at renewals.....4

Q&A: APCIA’s
Robert Gordon.....6
Taking care of
(EPLI) business.....8
Guy Carpenter:
Parametric risk
transfer..............10

Compensation MGA focused on
small commercial risks that writes
on Sirius America’s paper.
“We see a lot of opportunity in
the primary specialty space, and
we are committed to it,” Wilson
tells Reactions. “We’re very
comfortable with our risk appetite,
and we continue to be successful
in partnering with the right clients
and the right agents.”
Opportunities in the small
commercial space are especially
important to that growth,
says Wilson.
That said, he adds, “I’m really

proud of our partnership with Pie.
We were able to introduce their
key founders and they put together
a business plan that has been
successfully implemented with
Sirius as an investor.”
Managing Director Doug
Stepenosky, based in Berwyn, Pa.,
leads the Environmental Team
which services a national footprint.
Sirius continues to add talent to
the team, with environmental
underwriting experts based in
San Francisco, Pennsylvania and
New York.
Wilson notes that Sirius offers 3

Feeling mutual in
the Aloha State...12
A matter of
cyber..................14
SCOR: Bright future
for parametrics...15
Parametric risk
transfer: the next
wave..................16
From response to
resilience............17
Year of the cat.....18

Turning Risk Into Success
APCIA REPORTER: MONDAY OCTOBER 21 2019

www.reactionsnet.com | 1

Flexibility.
At Markel, we are nimble and adaptive.
We tinker, experiment, and collaborate.
Getting better at what you do starts with
being open to new ways of doing things.
Being flexible and spontaneous . . .
connecting risk with capital . . .
that’s the Markel Style.
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• Lloyd’s of London syndicates
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• Nephila
• State National
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gaining valuable market share than a greater number of clients.
1 limits of liability up to $25 million and can provide some
of the longest policy terms available in the market. Coverages
“Insurers need to be more selective in their risks,” he says. “A
include site pollution, contractors’ pollution, and contractors’
lot of new potential insureds are someone else’s old client that
pollution and professional liability.
didn’t work for them.”
“It’s a model that we’ll continue
When asked whether overall
to expand to better serve our
rates
could ever return to previous
Everyone likes to talk about ‘events’
customers,” he says, adding that
levels,
given the amount of
in this business, but the truth is this:
the company is looking to expand
capacity in the market, Wilson
Until we have the right pricing for
its regional footprint further with
says he doesn’t believe even
risks across the market, we’re going
more underwriting talent.
a large-scale major natural
Meanwhile, with the
catastrophe could bring balance to
to have pressure on profitability
construction market still going
an insurance market that has been
across the industry. The companies
strong in the U.S., Wilson says
pricing too many risks too low, for
that do that will be successful, and
Sirius’ underwriters are seeing “a
too long.
the ones that do not will continue to
nice stream of submissions and
“Everyone likes to talk about
very attractive customers, cream‘events’
in this business, but the
struggle.”
of-the-crop clients who we want to
truth is this: Until we have the
Dan Wilson, Sirius
work with.”
right pricing for risks across
Wilson says he’s also seeing a
the market, we’re going to have
continued increase in contractors’ pollution and professional
pressure on profitability across the industry. The companies that
coverage requests: “We don’t see that trend slowing down for
do that will be successful, and the ones that do not will continue
quite some time.”
to struggle.” l
Commercial surety is another space in which Wilson says Sirius
is eager to grow. “The entire industry is excited about this line,”
he says, noting that the market is saturated with new entrants.
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The three things that need to happen for
sustainable reinsurance placements at Jan. 1
Sompo’s Steve Hanke, President of North America Reinsurance and Head of Professional Liability
Reinsurance, discusses how rates will play out at renewals.
Broadly speaking, how would you
characterize the state of the reinsurance
market in the U.S. at the moment?
We are in a transitional market where
a focus on underwriting discipline has
re-emerged, in both the insurance and
reinsurance markets. When we look back
about 10 years ago, to the beginning
of the financial crisis, these markets
created an oversupply of capital. Teams of
underwriters left well-established firms
to pursue new opportunities by launching
new start-up underwriting platforms. The
reinsurance capital, including hedge fund
reinsurers, followed and supported many
of these companies – which ultimately
created an oversupply of capacity.
In today’s market, while the demand
for insurance continues to increase, the
supply has been greatly diminished. Some
of this reduction can be attributed to an
uptick in M&A activity over the last few
years, but most stems from insurers and
reinsurers being more disciplined about
limiting capacity, retentions and strong
pricing. We believe that the market will
continue to firm well into 2020, and that
the most successful reinsurers, insurers
and brokers will be the ones that set
expectations with their clients early and
with great clarity.

What are you hearing from clients in terms
of reinsurance requests? Are you seeing
much change as far as placements go?
For 2019, we expect our reinsurance
submission counts to be at the
highest levels ever and attribute
this to clients being more
focused on selecting core
reinsurers. We believe that
more clients are seeking out
Sompo International due to
our strong balance sheet,
stable underwriting
platform and talented
4 | www.reactionsnet.com

and responsive underwriting and claims
teams. We are also benefiting from some
reinsurers retrenching by implementing
corrective measures on their respective
books of business.

What are you seeing as far as rate
increases/decreases for Jan. 1 renewals?
Have reinsurance buyers become more
savvy in their buys?
Ultimately, reinsurance placements
will be evaluated by their underwriting
results and their profitability. The
reinsurance market has been correcting
underperforming treaties for about two
years now and we believe this trend will
continue through 2020.
For sustainable reinsurance placements
at Jan. 1 and beyond, three things need
to happen: First, reinsurers need to set
realistic expectations with their clients
and brokers at the onset of the renewal
process. When you consider there are
reinsurers, brokers and clients that
have never seen a rate increase in a
primary or reinsurance program, early
communication will be key. Second,
primary rates need to continue to grow to
get portfolios back in line with loss costs.
And third, reinsurance terms should
be aligned with portfolio performance.
Clients and brokers are looking for more
stable, well-positioned reinsurance panels
where ability and willingness to pay
claims are paramount.

What’s your current assessment of the
Professional Liability market? Has
the claims picture changed in this
line in the past few years?
The Professional Liability market
has been in a state of flux for the
last several years. We have seen
rates continue to decease on many
large commercial and financial
institutions’ D&O programs,

forcing insurance companies to delve into
the cyber liability and the transactional
risk space. To make up for lost premiums
in the management liability space, many
companies have acquired talent in these
other new lines of business.
At the same time, the exposure base for
all these lines of business has expanded.
The D&O policy has become more of
a management “event” cover, while
cyber policies have expanded to cover
contingent business interruption and
system failure (first and third parties)
and transactional risk policies are now
covering contingent liabilities. Also during
this time, there was an overdeployment of
large limits being used.
Given that claims frequency and
severity is now catching up with these
new coverage trends, the Professional
Liability market is now firming. We have
seen double-digit rate increases, limits
reduced, and retentions increased. We
also see it as a hard market for IPO
business where demand has overreached
supply, and think this will continue well
into 2020.

Do you believe rates are where they
should be in Professional Liability? If so/if
not, why?
For Professional Liability, we began to
see rates slightly increase toward the
end of 2018. That positive rate change
has continued throughout most of 2019
and our belief is this will continue well
into 2020.
While there is positive momentum,
we think rate changes are still needed
for most Professional Liability lines of
business. When you consider that primary
rates have been going down for the last
10 or so years, and that class action
frequency and severity has increased, we
need the rates to improve just to keep up
with loss costs. l
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Q&A: APCIA’s Robert Gordon
Senior Vice President of Policy, Research, and International
What are some of APCIA’s top priorities
right now?
Defending attacks against insurers’ use
of risk-based pricing continues to be a
top priority. Many auto insurance rating
factors are currently in the political
crosshairs as industry critics pursue
problematic regulatory and legislative
restrictions as well as disparate impact
prohibitions that would be detrimental to
the concepts of risk-based pricing.
For insurance to work effectively,
premiums have to be based on an
individual’s risk level. Insurance
premiums are not meant to reward
or punish behaviors – rather, they are
intended to closely match the price of
the insurance with the nature of the risk.
When insurers are able to match price
with risk, it enables insurers to take on
more risk. This results in a healthier,
more vibrant, and competitive insurance
market – a win for consumers. At the
same time, we are working to address
the factors that are driving up insurance
costs for everyone, such as distracted and
impaired driving.
Reauthorizing the Terrorism Risk
Insurance Act is another top priority
for our members. The program is set
to expire at the end of 2020, but it’s
critical that the program be renewed as
soon as possible to avoid uncertainty
and disruptions and confusion in the
marketplace. As you may recall, in 2014
Congress failed to act and the program
lapsed for several weeks.
We are pleased with the recent
congressional activity. Two of the House
Financial Services Subcommittees held a
joint hearing last week and Chairwoman
Maxine Waters introduced legislation
that would reauthorize the program
for 10 years in its current form. We will
continue to advocate for passage of this
legislation.
Additionally, we continue to focus
on the importance of resiliency and
preparing for natural catastrophes. The
6 | www.reactionsnet.com

recent hurricanes, flood events, and
wildfires have underscored a major and
often overlooked public policy crisis – the
millions of families and businesses that
are underinsured or uninsured for natural
catastrophes.
Collectively, communities, governments,
and insurers need to be smarter
about disaster preparedness. We need
better preparation at the individual
level – including reinforcing roofs,
re-landscaping yards – as well as at
the community level, such as better
land use planning, buyback programs,
and building codes. Insurers are here
to help people prepare for risks like
natural disasters, whether that refers to
historic flooding, devastating wildfires,
or destructive hurricanes – the whole
country needs protection.
We also continue to advocate for a longterm reauthorization of the National
Flood Insurance Program. A long-term
reauthorization of the NFIP would create
stability and certainty for the over five
million consumers that depend on the
program. Congress recently reauthorized
another short-term extension of the
NFIP, but these short-term extensions
are no way to operate a program that
more than five million individuals and
businesses depend on to protect one of
their largest investments.

What is APCIA’s response to domestic and
international regulators’ concerns about
how best to regulate in the era of new
models and data?
We work with our members to help
them achieve their innovation objectives
in the context of laws and regulations
that govern them. APCIA is engaged at
the NAIC, with the states and federal
government and at the international level
to document the value of innovation and
interact with regulators in a constructive
and proactive dialogue that serves both
innovation and the needs of regulators to
assure compliance with applicable laws.

Most recently, APCIA co-led with the
Insurance Bureau of Canada, the GFIA
response to the IAIS issues paper on Big
Data Analytics. In those comments, we
sought common ground with regulators
and rebutted the notion that more
granular data leads to less coverage when
history shows that it has led to more
coverage.

The International Association of Insurance
Supervisors (IAIS) continues to develop
its global group capital standard, the
Insurance Capital Standard (ICS). What
are APCIA’s concerns?
The ICS, based upon a market-adjusted
valuation system that penalizes longterm products and is inconsistent with
U.S. accounting and regulatory standards
for property/casualty insurance, will not
work within the U.S. insurance regulatory
system. The NAIC is developing a Group
Capital Calculation that is based upon the
well-established risk-based capital (RBC)
system and which will be integrated
with the extensive array of tools the U.S.
system already provides to regulators.
The Federal Reserve Board has also
just released its proposed Building Block
Approach, also based on RBC, for the
insurance savings and loan holding
companies it supervises. It is imperative
that these aggregation approaches, which
we believe are superior to the ICS, must
be accepted by the IAIS as appropriate
implementations of the
ICS. During its
November Abu
Dhabi annual
meeting, the
IAIS must
commit to
a viable path
for aggregation
approaches to be
accepted. l
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Taking care of (EPLI) business
The U.S. Department of Labor has issued new guidelines updating the Fair Labor Standards Act,
the federal law that governs minimum and overtime wages. Chris Williams, Product Manager
for Employment Practices Liability Insurance at Travelers, discusses the topic with Reactions and
offers suggestions for employers in advance of implementation.
What do employers need to know?
Under the current Fair Labor Standards
Act rule, employees satisfying three
requirements – that they are paid on a
salary basis; that they earn more than
$23,660 per year; and that they perform
certain executive, administrative or
professional duties – are not entitled to
overtime wages. Employees whose salaries
meet or exceed the Department of Labor’s
“highly compensated employee” threshold
are also not entitled to overtime wages.
The new rule increases the “standard
salary level” threshold from $23,660
to $35,568 and increases the “highly
compensated employee” threshold from
$100,000 to $107,432. According to
Department of Labor estimates, the
upcoming changes mean that more than
1.3 million American workers could now
be entitled to overtime pay who weren’t
previously eligible.

What have insurance carriers seen on this,
in terms of claims? How can they help?
According to U.S. District Court
information, from 2005 to 2018 the
number of Fair Labor Standards Act
lawsuits increased 90% (from 4,039 to
7,711). The resulting increase in claims
frequency can be attributed to the
complexity of the law, misclassifying
employees as exempt when they are not,
an employer’s failure to properly track
hours and failure to pay eligible workers
overtime wages.
Insurance carriers (such as Travelers)
offer Employment Practices Liability
policies, which include coverage for
defense costs and damages related to
various employment-related claims. Many
of these policies also offer the option
for insureds to purchase defense cost
coverage via sub-limit for “Wage &
Hour” type claims.
8 | www.reactionsnet.com

These types of policies can help protect
companies that face claims alleging a
lack of compliance with a new labor law
or regulation. Whenever laws change, it’s
important for executives to speak with
an agent or broker to understand their
coverage, learn about new offerings and
find the best policy to suit their needs.

What can employers do to prepare for the
changes?
First, employers should consult with
legal counsel and a Human Resources
professional to make sure everyone
understands the obligations under the
new rule. Another important step is to
inform and train company managers on
the new regulations and requirements.
Since a number of employees might
be impacted, communicating any
compensation or schedule changes to
affected workers should be a high priority.
In addition, reviewing the job
responsibilities and wages of employees
to determine whether they may be
entitled to overtime can make the
transition easier, and it’s wise to
document those decisions. Ensuring that
the company has a process in place to

document all hours worked by hourly
employees is also critical.
Some employers might decide that it
is easier to simply increase employees’
pay above the $35,568 annual threshold.
Doing so, obviously, has a cost impact on
the company.

What do you think will happen after the
new overtime rules go into effect on
Jan. 1, 2020?
I’m not going to speculate, but employers
will have some decisions to make. For
workers whose wages are implicated by
the new rules, an employer will have to
pay time-and-a-half for overtime work,
limit the workers’ hours to 40 hours per
week or raise the workers’ salaries to meet
or exceed the new thresholds.
It would be a smart practice for employers
to consult with legal counsel and a Human
Resources professional to consider how the
new earnings thresholds may impact their
workforce and what actions – if any – make
the most sense for their business.
Any time there is a change in the law,
it can create exposure, and the potential
for litigation. While changes in salary
thresholds might not seem overly
complicated, managing changes can be
challenging. For employers that don’t
follow the rules, they could be subjected
to wage and hour claims, either on a class
basis or individual basis.
Those actions come with a cost and can
be tremendously disruptive. A company
addressing a wage & hour claim may
be faced with paying defense expenses
and possible settlement or verdict costs,
not to mention the time and effort
involved in the litigation process. That
can include providing payroll records,
job descriptions and personnel files to
plaintiffs, as well as participating in
depositions and testimony. l
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GUY CARPENTER

Parametric risk transfer – when does
it make sense?
Guillermo Franco, Global Head of Cat Risk Research, Guy Carpenter

P

arametric insurance provides cover
for predetermined catastrophic
natural events such as an earthquake
exceeding a certain magnitude, a
hurricane producing a certain wind speed
at a location, or a flood reaching into
certain areas. The insured buys a predefined amount of protection that will pay
out based on pre-defined terms regardless
of the actual loss incurred. Parametric
solutions work as a hedge and, when
compared to traditional indemnity, there
is often contention about their utility.
However, there are a few circumstances
in which the buyer of parametric products
stands to obtain a great deal of value.
Parametric solutions were designed to
eliminate the traditional claims adjustment
process, which relies on an assessment of
actual damages by a surveyor or claims
specialist, and which typically takes
months or years to complete. In contrast,
recoveries provided by the parametric
mechanism can be accessed without
dispute and within weeks of the event.
This feature makes parametric solutions
appealing when transparency and speed of
payment are priorities.
Consider, for example, the events around
the magnitude 8.2 earthquake that struck
Mexico’s Pacific coast on September 8,
2017. As part of the placement of the
International Bank for Reconstruction
and Development /FONDEN 2017
catastrophe bond, Guy Carpenter designed
a parametric risk transfer solution for the
government’s natural disaster fund. Under
the agreement, USD 150 million was paid
to the government within just 72 days of
the event, enabling the government to
offset the costs of initial response
and recovery operations.
Also, Christchurch, New
Zealand experienced a series of
strong earthquakes in 2010/2011
characterized by strong shaking
and widespread liquefaction.
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Although liquefaction was induced by
the earthquakes, disputes and lengthy
claims controversies arose because of
the ambiguity of the coverage in the
existing indemnity policies. Christchurch
experienced a well-documented, painful
and lengthy insurance recovery process
that might have been somewhat mitigated
if a parametric solution had been in place
to complement the indemnity coverage.
When evaluating the benefits of
parametric insurance, the positive traits
of speed and transparency need to be
assessed against the cost of basis risk –
the difference between actual losses and
the recoveries received. When protecting
specific physical assets this difference
can have a dramatic impact. Picture the
extreme case of a small event causing
large damages without triggering any
payment, leaving the policyholder with a
shortfall. Covering this type of direct and
well-defined physical damage might not
be the best use case of parametric.
Instead, consider the possibility of
protecting more intangible losses, such as
contingent business interruption, utility or
transportation network failure, emergency
response or supply chain. As those losses
are much harder to evaluate than physical
damages to a building, an insured may be
satisfied with an approximate recovery that
arrives fast, rather than waiting years for
an adjustment outcome. Businesses and
governments should contemplate basis
risk as a manageable cost they might be
willing to accept in exchange for the speedy
availability of funds.
Basis risk does not appear equally in all
events either. For moderate events,
the damages approximated by the
parametric solution may contain
much uncertainty. This is different
for large events, however. If the
potential appearance of basis risk
in moderately-sized events causes
unease, one can focus on the

large events that will with certainty cause
some kind of loss, direct or indirect.
Guy Carpenter recognizes the
significance of identifying the right
situations for using a parametric solution:
when loss compensation speed matters;
when there is a need for protection from
intangible losses; and when large events
are certain to cause damage.
At Guy Carpenter, we understand that our
clients’ needs are diverse and traditional
insurance solutions may not always address
them. Our proprietary parametric risk
transfer solutions for earthquake risks, GC
QuakeCubeSM, delivers:
• Reduction of basis risk. We offer a
global parametric earthquake product
that features payment conditions
according to a regular, high-resolution,
three-dimensional grid. Optimizing the
appropriate magnitude trigger in each
grid cell, we can capture the risk of our
client’s portfolio with greater fidelity.
• Mitigation of model risk. We incorporate
techniques to extend trigger conditions
in areas where models may lack enough
samples to appropriately represent local
seismicity. This provides robust solutions
less susceptible to shortcomings in the
risk models or to potential errors in the
reported parameters.
• Efficient design and placement. We
offer pre-packaged and off-the-shelf
solutions, tailored to respond to
industry-wide losses, so the triggers can
be effectively used as an industry loss
index on a parametric basis.
• Deployment versatility. We can deploy
our parametric solution as a cat bond or
as a re/insurance contract, depending on
our clients’ objectives and requirements.
• Customization. We work with clients to
determine the degree of customization
necessary, ranging from minor tuning
of an industry-wide solution to a fully
custom-built trigger that specifically
captures our clients’ assets. l
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Feeling mutual in the Aloha State
Q&A with Martin Welch, CEO, Hawaii Employers’ Mutual Insurance Company.
What do you consider the biggest
advantage of mutual insurance companies
over third-party owned insurance
companies?
Clearly, the biggest advantage for a
mutual company is its alignment with
its customers’ and its owners’ interests
– because those interests are one in the
same. This alignment not only enables
us to take a longer view on the financial
results necessary to keep our promises for
years and decades to come, but we also,
by definition, embody a more genuine
concern for the customer, first and
foremost. In today’s hyper-populist world
– one skeptical of businesses’ first duty
to shareholders – our mutual alignment
resonates.

You’ve described Hawaii Employers’
Mutual Insurance Company as “paperless
and data-driven.” Can you explain what
you mean by that?
Paperless merely refers to the fact that all
of our day-to-day business operations are
performed exclusively with a keyboard
and mouse or, increasingly, with touch
screen versions of both; perhaps soon
via voice. We have no filing cabinets
stuffed with underwriting, claim, or other
functions’ files.
Data-driven refers to our commitment
to utilizing predictive analytics at the
individual account level, as well as
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leveraging a growing warehouse of
granular data to identify key trends and
make real-time management decisions
accordingly.

What flexibility does it lend you not to be
wed to legacy systems? What freedom
does that grant you?
As only a 22-year-old company, it was a
huge advantage for us to be able to invent
ourselves in the technology age, compared
to most of our competitors who have had
to endure the cost, cultural resistance and
complexity to reinvent themselves from
much less technological beginnings. As a
result, we are a nimble and decentralized
organization, carrying laptops or tablets
around our multi-floor offices, continuously
and securely connected regardless of space
or conference room location. Further,
when you think about Hawaii as a series of
distinct – and geographically disconnected
– islands, the ability of our field people to
work seamlessly across that geography to
serve our customers is a big advantage.

Currently, what are some of the more
frequent requests by your members and
how is your company addressing those
requests?

it really isn’t. By freeing up more of our
staff ’s time otherwise spent on process,
they are provided the ability to focus on
those things that are more important
to our long-term results, like building
relationships and servicing customers.

Do you think the term “enabler” might be
a better word to use than “disruptor” in
your experience with InsurTechs? What
kind of InsurTech partnerships might you
be considering?
Absolutely! I find it fascinating how
business leaders’ perceptions of digital
transformation has evolved in one short
decade. We have moved from fearing
business disruption, to seeking to be
the disruptor, to finally internalizing
that technological advancement, most
importantly, enables us to run our core
businesses more effectively.
As for InsurTech opportunities, I see a
lot of upside in telematics and wearables
for our insured businesses and their
workers. Preventing loss is still the most
impactful thing we can do to improve our
income statement result. l

Most of our continuous improvement
efforts are focused on process efficiency
and customer experience. While process
efficiency may seem internally focused,
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A matter of cyber
Marsh’s Matthew McCabe explains why he’s bullish on arming clients against digital perils.

R

really strong story to tell on that issue,
small and midsize companies can prove a
ecent studies would suggest
and it would be great to hear it more.”
treasure trove for extortion demands, and
that companies are now more
Cyber attacks can be perpetrated on
theft of intellectual property and personal
aware of data exposures and
organizations of all sizes, and come in
data. Second, penetrating small- and
privacy concerns, but nearly half of the
a broad scope of sophistication, tactics,
midsize companies can serve as the back
organizations responding to Marsh and
motives and objectives. Companies can
door to a large multinational company.
Microsoft’s “2019 Global Cyber Risk
be targeted for intellectual property,
“It’s essential for small and midsize
Perception Survey” say they still don’t
financial data, M&A data, or as part of a
organizations to accept that they are
have cyber insurance.
protest, McCabe notes.
the frequent targets for cyber threats, to
Still, to focus on the companies that
“Targeting victims takes time,
have not yet purchased cyber
research, and money,” he says.
insurance misses the forest for
Before long, cyber insurance will
“Most ransomware exploits are
the trees, says Matthew McCabe,
become a standard line of coverage
smash-and-grab attacks, where
Senior Vice President and
the hacker targets a specific but
Assistant General Counsel for
for every company, just like
widespread vulnerability and
Cyber Policy at Marsh.
property insurance.”
distributes the exploit to the
“The fact is, over the course of
Matthew McCabe, Marsh
maximum number of potential
only five years, we have seen the
victims. The victimized company
take-up rate for Marsh clients
might have an unpatched server or an
instill discipline for elevating basic cyber
buying cyber insurance double from 19%
unwitting employee who clicked the
hygiene, and to establish a framework for
to 38%, and we are still on the path to
wrong clink, and let in a world of trouble.
addressing vulnerabilities,” he adds.
double-digit growth,” he says.
Each success is another quick smash
Although some London brokers have
McCabe says the worldwide 2017
and grab.”
said they feel they’ve not received enough
NotPetya malware attack, which affected
Sometimes, when affected by a cyber
support from carriers in educating them
companies throughout the globe and
attack the client may opt to pay the
in how to sell cyber coverage offerings,
caused billions in losses, served as a
ransom to regain control over its systems.
McCabe believes that carriers should not
turning point for many companies to
“Whether you are the CEO of a Fortune
be teaching brokers how to sell.
realize that cybersecurity presented a real
500 or a company with 500 employees,
“Cyber insurance growth derives from
risk to their ongoing operations. With the
your responsibility is to protect the
understanding where your client has
continuum of ransomware attacks, that
organization,” McCabe says.
a technology-related risk and then
risk remains forefront, he adds – and that
“Victimized companies have lots of
explaining how cyber insurance responds
has fueled growth.
considerations,” he adds. “What happens
to the potential impacts from that risk,”
Moreover, says McCabe, the product
to customers who depend on the
he says.
continues to evolve. “Many more
services your company provides?
In fact, if McCabe had to make
companies have come to the table as the
How many initiatives will be
one appeal to the carriers, he
coverage has grown and now responds to
sidelined as an organization
says it would be to publish
more perils than ever before. Before long,
flounders with its networks
more data on claims. “Despite
cyber insurance will become a standard
down? What happens to
the fact that cyber insurance
line of coverage for every company, just
your reputation? Companies
carriers have paid hundreds
like property insurance.”
weigh the option of
of millions of dollars in
Small and midsize companies in
paying ransomware
claims, it seems like a new
particular, he says, are right on the front
demands against the risk
media article pops up at least
line of cyber risk. The 2018 Verizon Data
of operational disruptions
once a month questioning
Breach Investigations Report, he notes,
that could last weeks or
whether cyber insurance
found that 58% of all cyber attacks target
months and cost far
pays claims. The
small businesses.
more.” l
insurance
“First, these companies usually have
industry
fewer resources to dedicate to cyber
has a
protections,” he explains. “Vulnerable

“
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Bright future for parametrics
Parametric risk transfer is an attractive complement to traditional re/insurance, according to
SCOR Global P&C Partners’ Vincent Foucart, Deputy CEO, and Eric Le Mercier, Alternative
Solutions Chief Underwriting Officer.
What’s a good working definition of
parametric re/insurance?
ELM: Unlike a traditional indemnity
insurance product, a parametric
re/insurance contract is designed to pay
an agreed amount upon measurement
of specific exogenous parameters. The
big advantage claimed for parametric
re/insurance is that it provides a fast payout without having to argue the quantum
of a claim with a loss adjuster. It means
that such a weather or “nat cat” financial
instrument would fully disregard the
actual insured ultimate net loss.

What are parametric solutions currently
used for?
VF: Natural perils, as opposed to manmade perils are the main focus, the latter
being less popular among risk carriers
because of the potential influence of
human intervention. Among natural perils,
we differentiate between weather risks and
natural catastrophic risks. Weather risks
include continuous phenomenon such as
wind intensity, solar irradiation, winter/
summer temperature, or precipitation over
a defined period, for example.
Such parameters are commonly used
by industrial companies and farmers,
for example, for revenue protection.
Parameters capturing natural catastrophes
– hurricane category, ‘quake magnitude,
flood level – can be used to compensate
for damage costs or business interruption.
Both the public and private sectors are
exposed to such risks. In countries where
insurance penetration is low, the public
sector is significantly more exposed to
catastrophic events and parametric covers
have shown some value there.

How big is the parametric market; is it
growing; what are the drivers?
ELM: There’s growing interest from
insurance companies who want to market
their own parametric insurance products.
APCIA REPORTER: MONDAY OCTOBER 21 2019

Some insurance companies are offering
weather or nat cat product solutions to
their clients, encompassing industrial
companies, retailers and the farming
industry.
Another promising sector is the
renewable industry. We expect solar
energy firms and wind farms to take
more interest in these products.
The take-up of parametric covers
by insurance companies has slowed
recently, partly due to the efficiency of the
traditional reinsurance market. However,
the retrocession market isn’t so fluid
and parametric features, mainly through
cat bonds, remain popular. Despite the
wait-and-see attitude of some investors,
parametric covers still have some appeal
to the retrocession market.
VF: Beyond our support to insurance
companies, we see more interest in
programs promoted by development
banks like the World Bank and a few
other multi-lateral agencies. Deploying
capacity is in line with our public
commitment to reduce the protection gap
in developing countries. The fact there
is a protection gap means we don’t face
risk accumulation with our traditional
reinsurance business, allowing us to
deploy capacity more easily.

Does basis risk pose a problem with
parametric solutions?
ELM: Basis risk does not pose a problem
for professional and experienced buyers,
such as reinsurance companies buying
retrocession protections.
Wrongly designed parametric insurance
products for the primary insurance
market could be a potential issue. Beyond
the financial impact suffered by the client,
it can bring discredit upon the parametric
business. Working with experienced and
talented teams, such as we have at SCOR,
is crucial.

Unfortunately, even with a state-of-the-art
design and an acknowledgment of basis
risk, some parametric deals have suffered
criticism.

For primary insurers, in what situations
is a parametric solution preferable to
traditional reinsurance?
VF: While the insurance primary market
and the retrocession market are very
interested in parametric solutions, it is
quite different for reinsurance buyers.
As previously mentioned, the reinsurance
market is so efficient right now that
parametric solutions can’t really compete.
Reinsurance premium rates remain at a low
level, wordings, including event definitions,
are still quite favorable to insurance
companies. Even cat bonds for insurance
companies are mainly indemnity based and
parametric cat bonds are a rarity.

What role does SCOR play in the
parametric market?
ELM: We are a reinsurance company with
a strong focus on the science of risk.
Therefore, we have a strong interest in
the parametric market. Through our
Agriculture and Alternative Solutions
teams, we obviously offer parametric
protection to our clients. But we also have
consideration for insurance companies
building their own product offering and
we provide them with technical support
as well as financial protection. Last but
not least, we support public authorities
in their effort to promote parametric
disaster risk financing schemes. l
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Parametric risk transfer: the next wave
Evan Glassman, President & CEO of New Paradigm Underwriters, on how its proprietary
technology can streamline the claims process.
You’ve described
New Paradigm as an
“InsurTech MGU.” Can
you explain what you
mean by that?
New Paradigm
utilizes proprietary
technology to
reliably measure hurricane force winds
as a platform to trigger risk transfer.
In addition to risk transfer triggering
meteorological technology, we operate in
the insurance space largely as an MGU/
MGA. We have delegated authority to
underwrite and bind risks utilizing our
triggering technology.

What are the values of parametric triggers,
and how those are established? Can you
explain their value proposition?
Parametric triggers use independent
data around the location and intensity
of a catastrophe. For Hurricane it is
wind speed, or storm surge height, and
for earthquake it is magnitude and
intensity. Because we are underwriting
the characteristics of the event itself
much more so than the characteristics of

each risk, parametric triggers enable risk
transfer for exposures that are historically
difficult or impossible to cover. Further,
because of the trigger independence there
is a very rapid and streamlined claims
process that provides for near-immediate
liquidity following a triggering event.

Which types of clients do you serve?
What segment(s) of insureds are most
interested in your solutions?
Our client base is anyone in the world
that is exposed to economic losses
caused by natural disasters. We serve
protection buyers ranging from Global
Reinsurers and ILS Funds, to Insurers,
Fortune 1000, Public Entities, Middle
Market companies, and SMEs. We are
about to enter the homeowners space.
The segment of insureds that are “most
interested” in parametric solutions are
those buyers who want more complete
risk transfer than is typically available to
them from traditional policies.

New Paradigm uses proprietary
technology to measure hurricane-force
winds. How are your technology tools

helping to close the natural-disaster
protection gap?
The hurricane-hardened anemometer
technology creates an ideal platform for
precisely triggering parametric hurricane
contracts. The technology enables us to
efficiently offer risk transfer for exposures
that are historically contained within the
natural catastrophe protection gap.

How has the appetite for parametric
solutions changed in the last few years,
given the number of natural catastrophes
we’ve seen?
Beginning with Harvey/Irma/Maria,
interest in Parametric Risk Transfer has
been growing at an exponential rate.
New Paradigm is up significantly across
all metrics and expanding globally. The
interest in and demand for parametric
solutions has led New Paradigm to
create the first Annual Global Parametric
Insurance and Reinsurance Conference
in Miami Beach on April 2-3, 2020 as
a forum for learning how parametric
triggers, technology, and risk-bearing
capital are helping to shrink the natural
catastrophe protection gap. l

U.S. excess casualty carriers toughen up

T

he U.S. umbrella and excess
casualty market has put a brake
on market softening, according
to Lockton. In its October P&C market
update, Lockton says that while
commercial auto continues its run of 32
straight quarters of rate increases, the
umbrella and excess casualty market is
changing rapidly.
“The umbrella/excess markets have
abruptly shifted to a renewed focus on
profitability and pricing adequacy. As
a result, carriers are demanding higher
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attachment points, reducing capacity and
increasing premiums,” Lockton says in
its note. “This is creating pressure on the
entire tower of limits, not just the lead
layer. While these actions are affecting
the majority of clients, national accounts
and clients with substantial fleets are
experiencing the most significant impacts.
The marketplace generally agrees that
this is a phenomenon that will persist for
the next 12-24 months.”
Carriers are responding to the legal
dynamics hindering profitability, drafting

exclusions at a rapid pace for a wide cross
section of exposures that are subject to
mass tort litigation, Lockton says.
Exclusions include sexual misconduct,
opioids, cannabis, traumatic brain injury
(TBI)/chronic traumatic encephalopathy
(CTE), glyphosate, wildfires, assault and
battery, and on-premises violent acts.
These restrictive terms and conditions
can have a material impact on the value
of the coverage beyond the “hard dollar”
structure and pricing changes imposed
upon renewal, Lockton says. l
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From response to resilience
APCIA’s Tom Santos, Department VP of Research, on why America must shift its focus to fortifying
communities for disasters.

A

cross the United States,
communities and individuals face
devastation caused by hurricanes,
floods, tornadoes, wildfires, earthquakes,
blizzards and hailstorms. No corner of
the country is immune from a natural
disaster. And with the forecast pointing
to increasing frequency and severity of
catastrophic events, we must collectively
shift our focus from response and
recovery to preparedness and mitigation.
For far too long, the nation has
focused on funding disaster recovery
and rebuilding and not placed sufficient
emphasis on reducing or limiting the
destruction before the catastrophe strikes.
Since 2005, the federal government has
provided an estimated $450 billion in
such assistance to those whose lives and
livelihoods had been upended by natural
disasters. In fact, 2017 and 2018 were the
costliest back-to-back years for weather
related disasters on record.
While disaster relief is critically
important, the federal government could
potentially save billions in future federal
disaster spending – and save lives – by
investing in mitigation and preparedness
on the front end.
A report this year by the National
Institute of Building Sciences found
that $6 was saved for every $1 spent on
natural hazard mitigation through federal
agency grants. Importantly, the report also
concluded that investment in mitigation
could save hundreds of lives and prevent
one million non-fatal injuries.
We know that mitigation and strong
building codes work to reduce losses
and, in turn, increase individual and
community resilience while reducing the
need for post-event disaster assistance.
Another way to improve resiliency – the
ability to recover quickly from a disaster
– is to have adequate insurance coverage.
Unfortunately, property owners are often
uninsured or underinsured against losses
from natural catastrophes, creating an
APCIA REPORTER: MONDAY OCTOBER 21 2019

“insurance coverage gap,” especially for
those impacted by hurricanes, floods, and
earthquakes.
According to CoreLogic, 80% of the
flood losses caused by Hurricane Harvey
in 2017 were uninsured. For Hurricane
Florence in 2018, a total of 85% were
uninsured. This “insurance coverage
gap” means that many individuals
and communities rely exclusively on
government disaster assistance after a
catastrophe strikes. Unfortunately, that
assistance is often insufficient to allow for
full and speedy recovery. More broadly, in
2018, the U.S. suffered about $92 billion
in total damages and costs from natural
disasters; only an estimated $57 billion of
those were insured.
APCIA’s member companies are on
the front lines of disaster response and
recovery. They are keenly interested in
public policy solutions to increasing
resiliency in order to prevent unnecessary
losses from natural catastrophes.
So, what can be done?
Congress made an important first step
toward resiliency last year in passing
the Disaster Recovery Reform Act. One
section authorizes the president to set
aside 6% of the disaster relief fund for
pre-disaster mitigation. This change will
hopefully provide an additional steady
funding source to plan and complete
pre-disaster mitigation projects and is an

important recognition of the need to fund
pre-disaster mitigation.
Also, the Federal Emergency Management
Agency recently launched its Building
Resilient Infrastructure and Communities
program, which allows FEMA to invest in
community preparedness.
But there is much more that can be
done by federal and local governments
and the private sector to reduce economic
losses, limit taxpayer expense and make
communities more resilient. A few of
those broad efforts could include:
• Requiring entities receiving aid to
rebuild stronger in order to limit the
need for future disaster recovery funds
for similar losses;
• Adopting and enforcing better building
codes for new and existing property and
construction;
• Incorporating climate risk models into
all public infrastructure projects;
• Encouraging states, U.S. territories,
communities, and tribes to adopt
hazard-specific land use measures
including optimizing the natural
infrastructure to limit damage;
• Committing additional government
funds for resilient infrastructure and
retrofitting existing infrastructure in
areas at risk;
• Supporting research and targeted
incentives (such as tax credits, loans,
or grants) to promote effective loss
mitigation;
• Sharing science-based information
to better inform public policy and
decision-making; and
• Increasing research funding for
weather forecasting, including severe
thunderstorms and hailstorms.
Making America more resilient to natural
catastrophe events will take the combined
efforts of local and federal government,
the private sector and individual property
owners. This collaboration will fortify
our communities and protect future
generations. l
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Year of the cat
Dr. Peter Dailey, Vice President at Risk Management Solutions,
discusses the continued evolution of catastrophe models.
What are your thoughts on the number
and severity of severe weather events
we’ve seen over the past several years?
Natural variability in severe weather
from one year to the next makes the
concept of “normal” difficult to define.
Just following the record breaking 2004
and 2005 hurricane seasons, the U.S. and
in particular hurricane-prone Florida
experienced an extended period of quiet.
While the last several years have seen
significant losses from severe weather
events, it is not uncommon for severe
weather to produce catastrophic loss
somewhere in the world.
In addition to natural climate variability
playing a dominant role in the year over
year changes in weather-driven losses,
climate change is also inducing trends
in the risk that cannot be ignored. RMS
scientists and statisticians work diligently
to distinguish trends such as sea level
rise and phase shifts driven by factors
like El Nino from the background noise.
The introduction of new technology
like AI/ML, more comprehensive and
higher-quality data, and advanced climate
science and modeling are helping to
identify these shifts in the risk. As these
signals begin to come into focus, we will
incorporate them into our models.

How do climate change considerations
factor in now, when modeling flood perils?
Based on precipitation data from the
recent historical record, RMS models
implicitly capture changes in climate
to the extent they are revealed by
the frequency and severity of actual
events. However, given the levels of
uncertainty in climate trends, some of
which are nearly imperceptible on
a year-over-year basis, the modeled
event sets remain neutral with regard
to explicit changes in the risk
for which climate change is
explicitly responsible.
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While there is evidence that
precipitation patterns are shifting to
produce more intense rainfall events
more frequently, there is less confidence
in the exact distribution and magnitude
of these changes both regionally and
seasonally. Further, the link between
increasing precipitation events and the
complex process by which heavy rain
leads to local flooding is difficult to
quantify and is further complicated by
changes in land use, drainage patterns
and infrastructure.
As the evidence increases and
confidence mounts, we at RMS will
continue to monitor these developments
and consider implementing such
climate change effects explicitly when
the uncertainty around their impacts is
reduced to an acceptable level and the
resulting model solutions provide added
value for our clients.

How do you balance the need for speed,
versus the need to be as accurate as
possible for damage/loss estimates?
There is always a trade-off between
accuracy and speed when providing
damage and loss estimates following a
major natural catastrophe. Best guesses
have been provided in the immediate
aftermath of an event from some risk
modelers in the market, any many times
these estimates turn out to be highly
inaccurate, leaving insurers wondering
what information can be trusted.
RMS’ event response team understands
the value of speed; however, given the
influence that industry loss estimates
have on re/insurance decisions in
the face of a rapidly evolving event,
we’re committed to providing as
comprehensive a view as possible
on the impact of an event from
all angles, hazard, damage and
financial. We balance this
commitment to accuracy

by delivering our analysis and impact
estimates within a reasonable time frame,
so that they are useful for our clients and
the broader market, but most importantly
can be trusted.

What new technological advancements
will enable RMS to continue to develop
more accurate catastrophe models?
Whenever developing or updating a
model, RMS considers the needs of
the market as well as the latest tools
generally available to manage catastrophe
risk. Over the years this has led to
the use of new techniques to develop
catastrophe models such as the shift
to hydrodynamical modeling for storm
surge or the use of numerical weather
prediction models in the development
of the Europe Windstorm model. At
RMS, we’re enhancing the accuracy
and user experience tied to our models
by combining advanced modeling
techniques, with granular data set
and newer science, all housed on new
applications and interfaces, to emphasize
the deepest understanding of catastrophe
risk available in the market.
Further developments in climate
modeling and numerical weather
prediction (NWP) technology will be a
key driver in enabling RMS to continue
providing accurate catastrophe models,
not only to estimate the current risk but
to predict how the hazards may change
in the future under climate change. At
the moment these are somewhat limited
in their application for catastrophe
modeling, since most climate models do
not resolve individual weather events
like hurricanes. As computing power
continues to increase and the models
become more robust and higher fidelity,
the modeling will improve and RMS will
be poised to apply that technology to
improved decision-making.
The explosion of data and the increasing
opportunity to employ artificial
intelligence and machine learning
techniques will be another important
factor resulting in improvements to
model development that allow for
more accurate model results and new
perspectives on the risk. l
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