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$5bn-$6bn Typhoon Jebi to hit reinsurance treaties 

Scor’s Kessler backs Lloyd’s CEO pick and dismisses M&A talk

Typhoon Jebi, which pounded Japan last 
week, is the largest cat loss of 2018 to date 
with early unofficial estimates of an insured 
loss of $5bn-$6bn.

As a consequence, the typhoon – 
which made landfall last week as a cat 
3 measured by windscale – will hit the 
lower layers of the cat excess of loss 
treaties bought by the Japanese “big 
three” insurers MS&AD, Tokio Marine and 
Sompo Japan Nipponkoa.

The received wisdom is that cat losses 
tend to attach lower layers at around $1bn 
for the country’s big-three insurers, which 
dominate the Japanese market.

However, broking sources said that it 
was less clear whether the XoL programs 
of the Japanese Kyosai mutuals would be 

affected. So-called Super Typhoon Jebi – 
described as Japan’s most powerful storm 
in 25 years – was the fifth typhoon to 
impact the country so far in 2018.

Infrastructure was badly affected by the 
typhoon. At Kansai International Airport, 
which serves the greater Osaka region, 
runway aprons, planes and terminal 
buildings were flooded by storm surge.

Adding to the problems at the airport, 
a tanker that had been anchored in Osaka 
Bay drifted out and caused significant 
damage to a two-mile long bridge which 
acts as the sole connection from the 
airport to the city of Izumisano.

Around 800 domestic and international 
flights have so far been cancelled, affecting 
nearly 60,000 people.

According to RMS, some of the biggest 
losses could result from the damage to 
Kobe and Osaka ports and “marine cargo 
damage could be substantial”.

One senior reinsurance CEO told  
Re-Insurance that he expects typhoon 
Jebi to be a “significant reinsurance loss”.

“It is too early for loss estimates but we 
expect them in due course,” he said.

Japanese renewals typically take place 
in April each year.

The 2018 1.4 renewals for Japan’s six 
largest reinsurance contracts came in 
largely flat with international markets 
reluctant to countenance further cuts in 
the wake of a relatively stronger 1.1 this 
year. But reinsurers on the programmes 
look set to be stung 

The CEO of French reinsurance giant Denis 
Kessler has applauded Lloyd’s of London for 
its choice of John Neal as the next CEO as he 
fended of M&A speculation.

Speaking at the Monte Carlo Rendez-
Vous yesterday, Kessler said the former 
QBE boss was a solid choice for the top 
role at the Corporation.

“We think the choice of Mr Neal is a 
positive step for the market,” Kessler said.

“He has the experience, he is global and 
we’re extremely positive that he will be 
the one promoting the Lloyd’s market,” he 
added.

Victor Peignet, the carrier’s global P&C 
CEO echoed Kessler, saying the timing 
of Neal’s appointment was fortuitous 
because it coincides with Jon Hancock’s 
crackdown on underperforming business 
at Lloyd’s.

Peignet said Scor welcomed the hardline 
approach the corporation was taking 
against underperforming syndicates. “We 
look to London and to Lloyd’s for access to 
the specialty market,” he said.

“If Lloyd’s wants to go back to its origins 
of specialty insurance – we can only be in 
favour of that.”

Separately, Kessler shrugged off 
speculation the French reinsurance 
powerhouse would enter into any M&A 
talks in the wake of an unsolicited 
EUR8.3bn takeover offer from Covea.

Kessler dismissed reports that Scor had 
any ambitions to become the latest carrier 
to engage in M&A.

“Scor doesn’t need to merge,” Kessler 
said. “We’re profitable and we’re not in a 
crisis state – we don’t need support,” he 
added.

Kessler said a lot of the drivers of M&A 
activity – including Continued on page 4

Continued on page 4
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2017 will be remembered for the brutal roll-
call of major cat events including Hurricanes 
Harvey, Irma and Marie as well as the 
wildfires in California.

And it is now inevitable that 2018 will be 
an equally defining year for industry M&A.

Perhaps this was predictable from the 
outset as AIG’s $5.6bn swoop for Validus 
took place while the off-note choruses 
of Auld Lang Syne were still fresh in our 
memories.

And at this Monte Carlo Rendez-Vous, 
the spotlight is on Scor which recently 

rebuffed an EUR8.3bn offer from Covea, 
the French mutual insurance group that 
owns a near-9 percent stake in the Paris-
headquartered firm.

Scor’s irrepressible CEO Denis Kessler 
may disagree, but there are those that will 
now regard Scor as in play regardless of 
whether there is an increased bid from 
Covea.

Indeed, Kessler is already marshalling 
a fierce defence of his company’s 
independence; for example, last week the 
firm put out a staunch denial of rumours 
that it had had talks with Partner Re 
earlier this year and has said it will regard 
any public bid as “hostile”.

If Scor is determined to remain 
independent at all costs, then it will not be 
swept up. After all, Kessler’s track record 
is exemplary ever since – as a relatively 
unknown Alsacian economist – he rode 
to the company’s rescue in 2002. Scor’s 

shareholders have no reason to prefer 
Covea to Kessler.

He himself also knows the difficulty 
of acquiring intransigent European 
reinsurers – as demonstrated by the 
resistance put up by Swiss reinsurer 
Converium before it finally succumbed 
to Scor’s overtures in 2007.

And traditionally, European 
shareholders are not as easily swayed by 
cash on the table as US or UK ones are.

However, one cannot deny the strength 
of the consolidation tide. Reinsurers are 

continually under pressure to squeeze 
costs and remain competitive when they 
are facing competitors from other markets 
– namely ILS – with cheaper costs of 
capital.

Last month, saw Markel create a 
$19bn ILS gorilla with its acquisition of 
fund manager Nephila, The Hartford 
landed Navigators and Aspen 
Insurance finally succumbed to Apollo 
Global.

There was a time when August was for 
reporting results, going on holiday and 
keeping an eye on the weather channel. 
Not in the year that saw Axa acquire XL 
Group for $15.3bn.

Later this month, we expect China 
Re to gain a major foothold in the 
international specialty/reinsurance 
markets with its $1bn acquisition of 
Lloyd’s insurer Chaucer.

It’s unlikely to be the last in 2018...
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by losses from 
Typhoon Jebi.

Preliminary data from Japan’s Fire and 
Disaster Management Agency cited more 
than 1,100 homes damaged or destroyed, 
though this total was expected to increase 
significantly as assessments remained 
ongoing.

Early estimates by Aon on Friday 
pegged economic and insured losses in 
the hundreds of millions of US dollars, 
but the broker warned that figure had the 
potential to rise significantly.

Typhoon Jebi was the latest in a flurry 
of catastrophe events to hit Japan this 
year which may also impact aggregate 
protections and pro rata treaties.

So far in 2018, the country has been 
hit by five separate typhoons in addition 
to Jebi, as well as an earthquake which 
rocked a region in the north of the country 
on Wednesday.

Typhoons in June and July resulted in 
Japan’s deadliest flood since 1982 and the 
country’s deadliest natural catastrophe 
since the 2011 Tohoku earthquake.

AIR pegged losses stemming from 
flooding to at between $2.6bn and $4bn, 
with Japanese carriers on the hook for a 
large proportion of those losses.

The modelling agency said its estimates 
were based on damage to property – both 
residential and commercial – as well as 
automobiles and contents on individual 
properties.

However, the estimates do not include 
damage from landslides, losses to land 
or infrastructure, business interruption 

costs, loss adjustment expenses or 
demand surge for the cost of materials or 
labour in the wake of a catastrophic event.

In the months that followed, MS&AD 
warned that it expected gross losses of 
around 66bn yen ($594.8mn) from the 
flood. Rival carrier Tokio Marine Holdings 
said it expected to pay out 50bn yen 
($451.8mn) for losses stemming from 
heavy rain in its Japanese heartland.

According to Aon, flood cover in Japan 
tends to be bundled with homeowner or 
commercial property insurance policies.

Car manufacturers Toyota, Mazda 
and Mitsubishi all halted production in 
a number of plants around the country 

scale, 
diversification and technology – do not 
apply to Scor.

“People merge because they’re not 
profitable enough, because they are 
lacking resources or they need size or 
even solvency,” Kessler said. “We don’t 
need any of that,” the executive said.

The Scor boss reflected on a prediction 
he made at the Rendez-Vous five years 
ago when he said the market would see 
several waves of (re)insurance M&A. 

But, he said, at the time he stressed 
that M&A was not likely to involve tier-
one carriers, of which Scor is one.

“I said at the time it would focus on 

tier-two and tier-three companies,” 
Kessler said.

“We’ve observed consolidation between 
a lot of those, but not the tier ones,” he 
added. “As a tier-one reinsurer we can 
grow without merging.”

Kessler said it was natural the 
carrier would add “the odd portfolio 
here and there” but said Scor valued 
its independence and the “freedom to 
adapt”. 

The chief executive’s comments come 
on the back of the unsolicited EUR8.3bn 
takeover approach from French mutual 
Covea last month.

But Scor called the offer “incompatible” 

with its “strategy of independence” as 
it said any revised public bid would be 
deemed hostile.

In a press release following the bid, the 
reinsurer confirmed that Covea had sent 
a letter proposing to open talks about 
taking a majority stake in Scor.

Covea confirmed it had made a 
“friendly” EUR43 per share offer for Scor 
on 24 August. The bid marked a 24.2 
percent uplift on Scor’s EUR34.62 closing 
share price in Paris that day. 

Just one day after, the reinsurer put 
out a staunch denial of rumours that it 
had had talks with PartnerRe earlier this 
year.

Continued from page 1

Continued from page 1

following the storms in June and July.
Meanwhile, electronics firm Panasonic 

had to shutter operations after one of its 
factories was flooded causing a power cut. 
Brewing company Asahi also closed one of 
its factories.

On Thursday, a major magnitude-6.6 
earthquake struck the Japanese island 
of Hokkaido in the early morning, with 
widespread structural and infrastructural 
damage across the island.

In the immediate wake of the 
earthquake, Impact Forecasting said 
it expects total economic losses to 
“minimally reach into the hundreds of 
millions of US dollars – if not higher”.

2018 Japanese cats 
Date Event Details

March 24 – April 1 Typhoon Jelawat (Caloy)  

June 28 – July 4 Typhoon Prapiroon 
(Florita)

Cat 1 Typhoon, hitting Japan and Korea. One person 
was killed

July 3 – July 12 Typhoon Maria (Gardo) Maria became a super typhoon and the first Cat 
5-equivalent storm in the region since Nock-ten in 
2016

July 23 – August 4 Typhoon Jongdari  

August 2 – August 10 Typhoon Shanshan  

August 15 –  
August 24

Typhoon Soulik Soulik reached its peak intensity with winds of 165 
kmph, and remained at that intensity for several days

August 16 –  
August 24

Typhoon Cimaron Cimaron made landfall over the southern part of 
Tokushima Prefecture, Japan

August 27 – 
September 4

Typhoon Jebi Typhoon Jebi was the most intense tropical cyclone 
to make landfall over Japan since Typhoon Yancy in 
1993. At least 11 deaths and more than 600 injuries 
were reported in the Kansai region

September 5 Japan earthquake The magnitude 6.6 earthquake hit approximately 7 
km from Hokkaido, Japan leaving 30 dead, 9 missing
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Aon’s UK reinsurance head has praised the 
actions of Lloyd’s performance director 
Jon Hancock in tackling the markets poor 
performers as an “essential” first step to 
forcing down the Lloyd’s expense ratio 
“burden”.

Speaking at the annual industry 
Rendez-Vous in Monte Carlo, Nick 
Frankland, UK reinsurance CEO at 
Aon, said: “The work Jon Hancock’s 
department has been doing has 
generated a lot of noise. It hasn’t 
always been recognised but the work is 
essential.”

Re-Insurance revealed in June that 
Hancock was cracking down on under-
performing syndicates, threatening 
them with closure if their results did not 
improve.

The performance director charged 
managing agents with reporting back 
plans on how they would improve 
their underwriting in a stark warning 
that Lloyd’s would be scrutinising all 
syndicates that have been unprofitable 
for the past three-years.

Frankland said: “Lloyd’s is the 
heartbeat of our industry, it’s the greatest 
talent pool in the market. But it has 
not been publishing very good financial 
results. In fact, they’ve been very poor 
results for a number of years now.”

“Quite rightly, Hancock’s department 
has been firstly focusing on profitability 
after which point Lloyd’s can look at 
new operating models and focus on 
addressing the Lloyd’s expense ratios, 
which we all know are something of a 
burden.”

The announcement to hone in on 
market underperformers came only 
months after Lloyd’s posted its worst 
results since 2001, with a £2bn loss for 
2017 driven by a combined ratio of 114 
percent.

The Aon executive praised the work 
of Hancock and his team for not simply 
closing down the underperforming 
syndicates, choosing instead to focus on 
returning them back to profitability.

“The most important thing is that Jon 

FRANKLAND HAILS HANCOCK REFORMS 
BUT CRITICISES EXPENSE BURDEN

[Hancock] has no interest in closing 
down businesses or closing individual 
line of business down. He is focusing on 
profitability – so long as the business 
plans outline a direction of travel 
towards profitability over the next 12, 24, 
or even 36 months then he will consider 
it.”

Frankland said that it is too early to 
say what the absolute outcome of the 
work going into the Lloyd’s business 
planning process will be, as plans are 
being “worked on and revisited, either 
approved or sent back”.

The presence of a new CEO in the 
market will also prove a boon, Frankland 
said. As this publication exclusively 
revealed on 6 September, John Neal 
was selected CEO of Lloyd’s following 
a meeting of the Council of Lloyd’s 

where his appointment was approved 
unanimously.

“There has been a lot of noise 
surrounding Lloyd’s in recent months. 
It’s good to see some of that noise has 
been resolved following the appointment 
of John Neal,” Frankland said.

“We welcome his appointment and we 
see it as great news in the next stage of 

the Lloyd’s evolution.”
Neal, a 54-year-old Brit and former 

QBE CEO, will take up his position on 
15 October 2018 replacing the current 
incumbent Inga Beale who led an 
admirable agenda of a more inclusive 
and diverse insurance market but who 
was also criticized for not recognisng 
the scale of reform that was required 
around costs, processes and underwriting 
standards.

“We’re highly supportive of everything 
that Lloyd’s is trying to do and believe 
the market is a longstanding part of our 
future,” added Frankland.

In June, Re-Insurance revealed that 
Lloyd’s had separately identified seven 
classes of business which are serially 
under-performing.

The seven classes – which are worth 
£6.4bn in annual GWP revenues to 
the market – are: marine hull; cargo; 
power; yacht; international professional 
indemnity; international D&F property; 
and overseas motor.

Commenting on the unprofitable lines, 
Frankland said: “We’ve seen a number 
of lines closed by a few syndicates and 
even bigger players like Hiscox pull out 
of lines because they weren’t making any 
money.”

“Every single major business line in 
Lloyd’s has not made money for over two, 
even three years. Clearly profitability is 
the key driver.”

Frankland warned that there is no 
silver bullet or quick fix to remedying the 
market challenges.

“The Planning process will take quite a 
while,” he said. “The difficulty will be to 
decide what capacity will be required to 
support the finally approved plans which 
may or may not be slightly reduced in 
terms of revenue line but may require 
more capital because the capital model is 
becoming more onerous.

“It will have an effect on certain marine 
lines, as we have already seen, and 
aviation capacity may be slightly smaller 
– whether that improves pricing in any 
way remains to be seen.”

We’re highly 
supportive of everything 

that Lloyd’s is trying to do 
and believe the market is 
a longstanding part of our 

future
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Despite Lloyd’s strong-arming top line 
reductions for the majority of trading 
syndicates next year, the Dale Syndicate 2525 
is aiming to increase its stamp capacity by 7.5 
percent.

The Syndicate – which is small by 
Lloyd’s standards and specialises in 
employers and third-party liability – will 
see its stamp capacity increase to £70mn if 
its application is supported by its third-
party capital backers and Lloyd’s.

Dale’s decision to grow the syndicate 
is set against a backdrop of other Lloyd’s 
players who have taken the decision to 
pull back capacity or completely withdraw 
from certain lines of business.

After last year’s £2bn market loss, 
syndicates have come under pressure 
from Performance Director Jon Hancock 
to either cut back or withdraw from 
seven serially-under performing classes 
(see chart) if they can’t be returned to 
profitability.

It is also widely expected that another 
1-2 unprofitable syndicates may be 
ordered to cease trading by year-end 
following the recent Advent decision to go 
into run-off.
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DALE SYNDICATE 2525 BUCKS LIME  
STREET TREND WITH EXPANSION PLAN

In a recent circular by members’ 
agent Hampden to Lloyd’s investors, the 
firm said the syndicate “expects more 
opportunities to arise as competitors 
reduce or withdraw”.

“The pressure brought by Lloyd’s and 
the PRA on the 2019 business planning 
process through the demand for restraint 
on growth has meant a number of 
Syndicate 2525’s competitors reducing 

revenue in, or pulling out of, certain 
classes of business,” the bulletin said.

“Syndicate 2525 underwriters feel this 
may have the effect of either presenting 
new opportunities or allow for rate 
improvement in the classes underwritten,” 
it continued.

Julian Tighe – CEO of the Asta 
Managing Agency that manages Dale 2525 
– told Re-Insurance

that the pre-emption is a “classic case 
of professional cycle management” and a 
response to “recent opportunities in the 
market caused by a number of factors 
including the Ogden rate change”.

“Over the past ten years or so the 
syndicate has carefully managed a 
significant reduction in premium volumes 
in response to market conditions,” 
Tighe said. “Aligned to its underwriting 
discipline the syndicate has diligently 
managed expenses over the cycle,” he 
added.

Hampden recommends that Names 
should back the proposal.

In the bulletin, Hampden said the larger 
stamp would ensure the syndicate has 
“sufficient capital headroom” which it said 
is vital to be able to harness opportunities 
in the market as they arise.

This is second consecutive year that 
Syndicate 2525 has upped its capacity, 
in 2017 it increased its stamp 30 percent 
from £50mn the year before. 

In 2017 Dale 2525 was one of the 
relatively few syndicates to make a profit 
with a combined ratio of 98.3 percent 
against a market average of 114 percent.

After last year’s  
£2bn market loss, 

syndicates have come  
under pressure

Gross combined ratio and variance to planned profit for 2017    

2018/19 portfolio review  
Revised methodology focusing on material drivers of poor performance  
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Can you share with us Freddie Mac’s role in the US 
housing market?
Congress established Freddie Mac in 1970 to help support 
the US housing market by enabling America’s families to 
access mortgage loan funding with better terms. We are 
building a better housing finance system for the nation by 
improving the liquidity, stability, and affordability of the 
housing market in all economic conditions.

Freddie Mac’s core business model is to purchase 
residential mortgage loans originated by lenders under 
established, prudent underwriting guidelines and sell 
a portion of the underlying risks on these mortgages as 
opportunities for global investors. In doing so, we keep 
mortgage capital flowing via the secondary mortgage 
market by purchasing mortgage loans from lenders who 
in turn can fund more loans to qualified borrowers.

 
What is credit risk transfer and why did Freddie Mac 
establish the CRT market in the US?
Over the past five years, Freddie Mac has led the 
development of a robust Single-Family credit risk 
transfer (CRT) program, which enables us to move 
a portion of our credit risk off our balance sheet and 
into the private sector. Our CRT securitization and (re)
insurance offerings, Structured Agency Credit Risk 
(STACR) and Agency Credit Insurance Structure (ACIS) 
respectively, are innovative forms of risk transfer 
we pioneered when introducing the market to new 
structures. 

CRT allows Freddie Mac to better manage its portfolio 
risks, while offering unique ways for private investors 
to invest in the US mortgage market. Since 
the program’s inception, Freddie Mac has 
transferred a portion of the credit risk 
on over $1tn of single-family mortgages 
by issuing more than $38bn in securities 
and (re)insurance contracts. This has 
significantly reduced US taxpayers’ exposure 
to the risks associated with Freddie Mac 
purchasing and securitizing mortgages.
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What should (re)insurers know about Freddie Mac’s  
(re)insurance program, ACIS?
ACIS is Freddie Mac’s programmatic CRT offering for 
the global (re)insurance industry. It accesses institution-
based capital to support the mortgage credit market and 
helps develop CRT as a sustainable source of capital 
over the long term. ACIS provides Freddie Mac with the 
flexibility to execute CRT on a range of collateral types 
and structures, including front-end risk transfer, which 
simultaneously provides coverage on loans as they 
come into the portfolio and accesses committed capital 
with stable pricing. All mortgages in ACIS benefit from 
Freddie Mac’s credit risk management framework to 
maximize loan quality, data transparency, and promote 
loan-manufacturing quality.

 
What is the track record for ACIS?
To date, the ACIS programs have completed 38 
transactions covering over $10bn in limit. This year, 
Freddie Mac hit an important milestone in credit risk 
transfer when our total CRT covered loans surpassed the 
$1tn mark.

 
What is Freddie Mac’s new programme IMAGIN?
Freddie Mac is continuously developing new 
programmes to support low-down payment lending and 
creating innovative structures to help qualified first-time 
homebuyers with expanded access to credit.

Integrated Mortgage Insurance (IMAGIN) is open 
to (re)insurers that meet Freddie Mac’s stringent 
counterparty standards, which include capital and 
collateralization requirements. IMAGIN is not a 
replacement for traditional mortgage insurance; it is an 
alternative to the traditional system that may result in 
lower mortgage insurance premiums and thus lowered 
costs for borrowers.

What are the benefits of IMAGIN and how does it 
compare to traditional mortgage insurance?

IMAGIN levels the playing field for all 
lenders and expands access to credit for 
first-time homebuyers, which may help 
reduce mortgage costs. 

It also reduces risk to Freddie Mac, 
taxpayers and the broader housing finance 
system through adding diverse sources 
of private capital to low down payment 
lending.

Freddie Mac eyes reinsurance 
market for mortgage securities
Ahead of the Monte Carlo Rendez-Vous Freddie Mac’s 
vice president of single-family credit risk transfer 
Gina Healy spoke with Re-Insurance to discuss why 
the government-sponsored body is interested in 
talking to reinsurers
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In an interview with Re-Insurance, Andersen explained 
that the decision was driven by changes in the market 

that necessitated an overhaul of the way that Aon was 
structured.

“Even five years ago, alternative capital was an 
interesting topic but it was not that big of a deal,” he said 
of the changes that the sector had gone through in the 
past decade.

“There was no InsurTech; we didn’t even talk about it, 
yet today it dominates the landscape,” Andersen went 
on.

The executive said that in the wake of Aon’s 
restructure, announced in May this year, ease of access 
to resources internally was “materially different” to this 
time a year ago. He said that Aon – which has been a 
long-term partner of English Premier League football 
team Manchester United – had an internal project 
“Aon United”, which was intended to more closely align 
different parts of the company.

Andersen described it: “As a way to enable colleagues 
to think bigger than just their business unit.”

And that, he said, was driven by a shift in the wider 
market, which required Aon’s leadership team to look at 
how to make better use of the different arms within the 
firm to get them to pull in the same direction.

Part of it, Andersen explained, was about signposting 
to inform staff about the different parts of Aon and how 
to access the internal resources.

“We call it Aon IQ, in that you have to know the inside 
of the company – you have to know where the resources 
are,” he said.

Andersen went on: “When you’re interacting with a 
client, the worst answer is ‘I don’t know’ or ‘I can’t help 
you’.”

“We wanted to be able to make sure we were able to 
take advantage of the shift in the landscape to ultimately 
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give better answers to our clients than our competitors,” 
he said. But he explained that it wasn’t just external 
factors driving the change. “Our teams recognised the 
direction in which we wanted to take the firm, but were 
frustrated that there were barriers to the ease of access 
between business units and geographies,” he said.

Now, he said, the process is different partly because of 
changes in the macro environment and partly as a result 
of the need for change internally.

By way of example, he pointed to the healthcare 
industry, where the giants of the sector own more than 
just the hospitals, where they employ the doctors and 
other medical staff. “They’re taking risk by guaranteeing 
outcomes,” Andersen explained. But he said that in 
many cases, the healthcare firms were writing those 
risks through a captive, which meant they were only 
benefitting from the expertise in Aon’s captives business.

As a result, they would not have had access to the 
portfolio and volatility analysis tools at the disposal of 
the reinsurance teams within Aon Benfield, which as 
part of the branding changes has now become Aon’s 
Reinsurance Solutions business.

“So we essentially realised that we needed to retire 
the brands of Aon Benfield, Aon Hewitt and Aon Risk 
Solutions, and begin to move to go to market as Aon,” 
Andersen said. “As a result, we allow our client-facing 
team to reach into the company and actually access 
whatever resources they need within Aon no matter 
where those colleagues are physically based,” he said.

“In essence, we want to be nimbler in order to be able 
to deliver to clients all of the company.”

Aon’s Andersen: 
Retiring the  
Benfield brand a 
‘natural next step’
The newly-anointed co-president of Aon,  
Eric Andersen, has said the firm’s decision to  
retire the Aon Benfield and Aon Risk Solutions  
brands was the “natural next step” in its  
evolution as a global professional services firm





Self-learning machines, cloud computing, digital 
ecosystems: in the steadily expanding Internet of 

Things, all objects communicate with others. In 2017, 
27 billion devices around the world were online, but this 
number is set to increase five-fold to 125 billion by the 
year 2030. And many industries are profiting from the 
connectivity megatrend.

In virtually every sector, automated processes are 
delivering greater efficiency and therefore higher 
productivity. By analysing a wide range of data, 
businesses also hope to gain new insights into existing 
and prospective customers, their purchasing behaviour, 
or the risk that they might represent. This will facilitate 
a more targeted customer approach. At the same time, 
greater levels of interconnection are leading to new 
business models. Examples include successful sharing 
concepts and online platforms.

 
Growing risk of ransomware
But just as there are benefits to growing connectivity, 
there are also risks. Ensuring data security at all times is 
a serious challenge in this complex world. When setting 
up and developing digital infrastructure, companies 
must constantly invest in data-security expertise and in 
technical security systems, not least to protect themselves 
against cyber attacks. This became clear in 2017, when 
the WannaCry and NotPetya malware attacks caused 
business interruption and production stoppages around 
the world. The costs of WannaCry in the form of lost data 
and business interruption were many times greater than 
the losses from ransom demands. With other attacks, 
the objective was not even extortion – but rather to 
sabotage business operations or destroy data. Phishing, 
which is the attempted capture of sensitive personal 
and log-in data, and distributed 
denial of service (DDoS) attacks, 
which take down entire servers by 
systematically overloading them, 
also cause billions of dollars in 
damage each year. It is difficult 
to calculate the exact amounts 
involved, but business losses 
from cyber attacks are currently 
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estimated at between $400bn and $1tn each year. 
And the number of cyber attacks continues to rise 

– as do the resulting losses. According to estimates 
from market research institute Cybersecurity Ventures, 
companies around the world will fall victim to such 
attacks every 14 seconds on average in 2019. Europol also 
notes that there have been attacks on critical national 
infrastructure in the past, in which people could have 
died had the attacks succeeded.

Increasing demand for cyber covers from SMEs as well
As the risks increase, so too does the number of 

companies that attach importance to effective prevention 
measures and that seek insurance cover. The pressure 
to improve data protection has also increased as a result 
of legal requirements such as the EU’s General Data 
Protection Regulation, which came into force in May 
2018 and provides for severe penalties in the event of 
violations. In a world of digital dependency, automated 
processes, and networked supply chains, small- and 
medium- sized companies in particular realise that it is 
no longer enough to focus on IT security within their own 
four walls.

For the insurance industry, cyber policies are gradually 
becoming an important field of business in their own 
right. According to estimates, further significant 
increases in premium volume are on their way. In 2017, 
premium volume was at between $3.5bn and $4bn. That 
figure is expected to increase to between $8bn and $9bn 
by 2020. So there will be good growth opportunities over 
the next few years, particularly in Europe.

 
Cyber risks difficult to assess
Cyber risks pose unique challenges for the insurance 
industry, above all in connection with accumulation risk: 

a single cyber event can impact 
many different companies at the 
same time, as well as leading to 
business interruption for other 
companies. 

How can the market 
opportunities be exploited, while at 
the same time managing the new 
risks? Are cyber risks ultimately 

Cyber policies: More 
than just risk transfer
Digital connectivity continues apace – but brings with it increased cyber risks.  
These relatively new and complex risk profiles require approaches that go far  
beyond traditional insurance, argues Munich Re’s reinsurance boss Torsten Jeworrek
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uninsurable, as many industry representatives have 
said? One thing is certain: there are a number of extreme 
risks that the insurance industry cannot bear alone. At 
present, these include network outages that interrupt 
the electricity supply, or internet and telecommunication 
connections. Scenarios like these, and the costs that come 
with them, should be borne jointly by governments and 
companies, for example in the form of pool solutions.

 
Cyber as a new type of risk
There are key differences between cyber risks 
and traditional risks. Historical data such as 
that applied to calculate future natural hazards, 
for example, cannot tell us much about future 
cyber events. Data from more than ten years 
ago, when there was no such thing as cloud 
computing and smartphones had not yet taken 
off, are of little use when assessing risks from 
today’s technologies. Insurers and reinsurers 
must be able to recognise and model the constantly 
evolving risks over the course of these rapid advances 
in technology. An approach that relies on insurance 
expertise alone will rapidly reach its limits. Instead, the 
objective of all participants should be to create as much 
transparency as possible with regard to cyber risks. IT 
specialists, authorities, and the scientific and research 

communities can all help to raise awareness of the risks 
and contribute their expertise for the development of 
appropriate cyber covers.

 
Working together to enhance security
Munich Re relies on collaboration with technology 
companies and IT security providers to develop solutions 
for cyber risks. This is because the requirements for 
comprehensive protection are complex, and safeguarding 

against financial losses is only one component 
of an overall concept. Accordingly, in 
consultation with our technology partners, 
we are developing highly effective, automated 
prevention services for our clients. These 
are designed to permanently monitor the 
client infrastructure, identify risks promptly, 
and prevent losses. And – importantly – a 
company needs to respond quickly to limit 
the loss from an event and allow it to resume 

normal operations without delay. In this context, we 
assist our clients with a network of experts.

But cyber risks remain a challenge, and one that the 
insurance industry needs to tackle. Insurers can only 
remain relevant for their clients if they constantly adapt 
their offerings to new or changed risks and requirements. 
Opportunities for new fields of business are arising. 

There are a number 
of extreme risks that 

the insurance industry 
cannot bear alone



What tools should a successful  
legacy acquirer have at its disposal?
PC: The bread and butter of our trade is the ability to 
acquire books of legacy business outright, whether they 
are from insurers, reinsurers or captive carriers. Firstly, 
that requires a strong balance sheet. But the secret is 
finding the right combination of mechanisms to suit 
the portfolio that’s being transferred. For example, for 
a book of Lloyd’s business, the run-off carrier needs a 
syndicate in order to undertake a reinsurance to close 
transaction – or RITC. Whereas in the company market 
they have more options including a loss portfolio transfer 
(LPT), novation and an amalgamation or merger. In 
Europe, a Part VII transfer is also an option – and one 
that we’re hoping will soon be replicated in the US.

What has driven the apparent uptick in legacy s 
ales that we have seen in the past two years?
PC: The increased deal activity has been driven by a 
combination of factors, not least a greater focus on the 
cost of capital in the face of of depressed investment 
returns. That dynamic twinned with the prolonged soft 
market has thrown the spotlight onto underperforming 
lines of business, which are no longer sustainable in 
a world of razor-thin underwriting margins. At the 
same time, the legacy sector’s focus on expert claims 
management has been highlighted by a number of recent 
mega deals, which has driven a lot of inbound calls.

What effect is Brexit expected  
to have on the legacy sector?
PC: The short answer is that it’s complicated and there 
are a lot of unknowns. We are expecting an uptick in 
the number of deals as EU carriers look to dispose of 
underperforming or non-core books of business in 
the UK. And that flow is likely to go the other way for 
UK insurers that do not do write enough business on 
the Continent to warrant setting up an EU-domiciled 
subsidiary. For insurers in that position, we see a place 
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Soft market and squeezed investment 
returns drive run-off growth: R&Q
R&Q has been a leader in the legacy space for over 25 
years. To mark more than a quarter of a century in the 
business, re-Insurance.com sat down with the group’s 
head of legacy M&A Paul Corver to understand what 
has changed in the market over that time
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for our Maltese platform, recently renamed as Accredited 
Insurance (Europe) Ltd, which can continue to write 
the EU business and the carrier can then reinsure that 
on its own balance sheet in the UK. That way, they can 
continue to maintain their business flow.

While it’s too early to say exactly what will happen 
to legacy books after the divorce, the EU regulators 
have offered some guidance suggesting that they expect 
to see UK business currently written in the EU to be 
repatriated. However, the existing transfer mechanisms 
do not provide for the movement of any associated 
reinsurance assets, which could have significant financial 
implications. Meanwhile, books of EU legacy business 
that are currently housed onshore in the UK may have 
to transfer to branches or subsidiaries on the Continent, 
where they fall under the supervision of European 
regulators. To do that, carriers would 
have to go through the rigmarole of 
securing a Part VII transfer, which 
needs UK court approval and hinges 
on getting a green light from the 
country’s regulator. However, there is 
still a question mark over whether the 
Financial Conduct Authority and the 
Prudential Regulation Authority have 
the resources to deal with the deluge 
of Part VII’s that are expected in the 
case of a hard Brexit. And we are still waiting to find out 
whether any transfers will be allowed at all under those 
circumstances.

Is Solvency II continuing to have  
an impact on the legacy sector?
PC: We continue to see companies becoming more 
conscious of the capital that is required to support legacy 
business. And within those firms, there is a growing 
awareness that the capital could be recycled to support 
active underwriting if they choose to dispose of the 
legacy books.

Meanwhile, the increased reporting burden included 
in the new legislation has highlighted the amount of 
time management spend distracted by books that are no 
longer core to the company. And that too has driven an 
uptick in the number of calls I’ve received over the last 12 
months.

How is the market evolving –  
particularly in Europe and the US?
PC: Continental Europe has generally been slower to 
address legacy when compared to the UK. However that 
is probably because the UK was forced to face a glut of 
run offs in the 1990s, which led to the development of a 
burgeoning legacy market with a wealth of legal tools at 
its disposal. European deal flow is, however, increasing 
and that is evidenced by the number of opportunities 
that we are seeing through R&Q Malta.

In the US too, we are starting to see more states 
developing legislation that would allow for transfers 
of business. It’s still early days but if the regulations 
prove a success they will allow companies to consolidate 
portfolios and achieve capital and governance efficiencies 
– similar to those that can be achieved through a Part 
VII.

Oklahoma is the latest to develop a facility of this kind 
but it follows a trend that was started – in earnest – by 
regulators in Rhode Island. It is inevitable that these 
developments will transform the landscape of US legacy.

Are captives still a focus for R&Q? If so,  
how is the market evolving in that space?
PC: Captives and other self insured vehicles are still very 
much a key focus area for us, as you can see from recent 

deals we’ve completed. Utilising our 
rated carriers in US and Malta, as well 
as our Bermuda cell structure, gives us 
a vast tool box to provide solutions for 
captive managers.

We are licenced for all classes across 
the EU and we are in a similar position 
across all 50 states. That allows us to 
transact on the major non-life classes 
that we see in the captive space by 
providing retrospective capacity and 

removing the liabilities from the original carrier.

What is the R&Q message to  
owners of discontinued business?
PC: All owners should be aware of their discontinued 
business and the impact it has on capital and governance 
efficiency as well as the amount of management time 
wasted focusing on run-off books. Whether they decide 
to proactively manage in-house, outsource or dispose 
should be regularly reviewed.

R&Q ups deal sizes
R&Q has demonstrated an appetite to significantly increase not just the 
number but also the size of deals it is completing.
Last  week, the legacy specialist revealed that it had agreed a $146mn 
loss portfolio transfer (LPT) with an unnamed US risk retention group.
It is believed to be the largest deal R&Q has done this year, providing 
ground-up limit for the RRG, which has liabilities that are estimated to 
be in the region of $100mn.
“This  transaction confirms our penetration into the larger value legacy 
space which we hope to build on going forward,” R&Q boss Ken Randall 
said at the time.
The  group’s firepower to do larger deals was also bolstered last year 
after it raised around £65mn through two equity placings. Its funds also 
received a boost from the sale of some of the legacy carrier’s non-core 
businesses, including its live Lloyd’s insurer,  which was sold to Coverys 
last year.

Captives and other  
self insured vehicles  
are still very much a  
key focus area for us



Once again, the cycle of MGA  
popularity is growing, writes Robert 
Wildbore of Ed’s reinsurance division

We have seen it many times over the years; 
underwriters launch MGAs, providing a platform 

for their expertise and service without all the costs and 
oversight inherent in insurers and reinsurers. After 
gaining traction and growing successful portfolios, the 
options to capitalise their ventures to transform them 
into risk carriers in their own right, sell to an insurer 
or continue to grow profit are all attractive. That model 
remains robust, so the current trend of new MGA 
formations is likely to continue. However, it is beginning 
to look a little different.

MGAs are a success story for carriers. For example, 
in South Africa the model is tried, tested, and well 
established. ‘Underwriting managing agents’ write both 
mainstream and specialist risks, supported by local 
carriers, and are highly influential in the placement of 
their own reinsurance. Often carriers and MGAs establish 
longstanding relationships until the carrier looks to buy 
the agent, perhaps to secure the business or expand in to 
new territories or specialisms.

Lloyd’s, with its global licences and expertise in specific 
distribution platforms, has long been the darling of MGA 
underwriters seeking capacity. The route to coverholder 
status is well-trodden and relatively 
straightforward. However, two areas of strain 
are emerging. First is the current line-of-
business scrutiny that Lloyd’s centrally is 
placing over underwriters. Looking in ever 
greater detail at each new MGA’s proposition, 
its track record, and its ability to get off the 
ground, Lloyd’s underwriters are increasingly 
wary. Consequently, it has become more 

difficult for a start-up MGA to secure Lloyd’s backing 
of late. The second emerging strain is the cost to the 
carrier at a time of high scrutiny on costs in Lime Street. 
Paying an overriding commission to an MGA adds a 
demonstrable layer of cost.

Despite this, MGAs are increasingly attractive to 
carriers. Without doubt more – on a global level – are 
investigating the possibilities of increasing their support 
of MGAs, as part of their development of a more holistic 
distribution strategy. Major international carriers are 
developing their capability to expand their delegated 
business as part of a multi-faceted distribution play, and 
are securing the expertise they need to do so. Others are 
looking at the MGA space anew.

ILS and hedge fund capacity have also recognised the 
potential of MGA distribution. Carriers both established 
and new, backed by traditional or alternative capital, 
are looking afresh at how they can grow through what, 
for them, is a relatively new distribution channel. 
These trends must not be ignored. The future may look 
dramatically different from the present, where Lloyd’s 
dominates capacity provision for many international 
MGAs. We may see MGA underwriting platforms 
intermediated by brokers’ technology to link retail risk to 
risk capital – whether from funds or traditional carriers 
with sidecar-type vehicles. By efficiently and seamlessly 
linking the underwriters and carriers, and exploiting the 

direct technological transfer of funds and 
data, several links could be removed from 
the value chain, to save considerable costs. 
Progressive carriers are already embracing 
this possibility, alongside visionary 
brokers and MGAs. It is another step in the 
continuing cycle of MGA popularity, one 
which could benefit our industry at every 
level.
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Changing MGAs to 
change the chain: Ed
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We at RMS are asking the question of “how”. How 
do you bring together two key pillars: analytics 

and data, to ensure that our clients get the answers 
they need to make a smart decision; the right data 
to the right person at the right time? At RMS, we 
are taking a platform-centric approach to ensure we 
deliver a consistent view of risk across the enterprise 
that will empower our clients to drive better business 
outcomes more effectively and efficiently. We want our 
clients to operate with the highest degree of flexibility 
and customization, which is why our platform will be 
modularized, where clients will be able to find and 
utilize only the components that bring the greatest 
value to their businesses. This also allows us to provide 
more advanced analytics, including High Definition 
location-based analytics, that offer provide greater 
granularity and insight.

This approach to our offering will allow RMS to deeply 
embed our solutions across our client’s business at the 
point of impact delivering the highest quality insights so 
when important business decisions arise; at the account 
level, at the property level, at the portfolio level; they 
have analytics to make an informed decision. We 
are also optimizing our offering so that customers 
get the best value in conjunction with the 
most advanced data analytics. We have 
always been on the right path and we have 
a great tech stack that allows us to deliver 
modularity, to deliver scale, to deliver price 
performance and extensibility.

RMS is laser focused on bringing forth 
greater value across technology and 
analytics just as the (re)insurance industry 

finds itself at a pivotal transformational inflection 
point – one at which multiple critical factors converge 
to create an environment in which companies are both 
primed and compelled to change. 

I am fortunate that in my career I have been present at 
this critical point across several different industries. Part 
of why I am so thrilled to bring this experience to RMS 
is that it is clear we have always embraced the science 
around models and have been an innovator in this space 

since our inception. But we are also market leaders in 
our technology which can enable more proficient model 
execution, providing greater insights based on data 
analytics that will only continue to get better over time.

RMS is addressing challenges that our market is 
facing head on, and is committed to delivering analytics 

that can positively impact everything from our 
client’s day to day operations all the way to 

high-level strategic decisions impacting our 
entire industry. 

Our discipline for bringing the best 
possible solutions to our clients, combined 
with our passion for unlocking the greatest 
value for those that we serve, is what has 
propelled our success over our almost three 
decades and will continue to drive our 
momentum into the future.

Greater granularity,  
greater insight

The (re)insurance industry finds 
itself at a pivotal transformational 

inflection point

RMS’ CEO Karen White says the  
(re)insurance industry finds itself 
at a pivotal transformational 
inflection point

Karen White

Based in 
the heart of 
California’s 
silicon valley, 
RMS is the 
industry’s 
leading 
catastrophe 
modeller
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Most (re)insurance businesses confront the prospect 
of new owners with a sense of trepidation, but for 

top ten reinsurance intermediary Capsicum Re it is 
instead a celebration of success. 

Re-Insurance met with Capsicum Re CEO Rupert 
Swallow at the Monte Carlo Rendez-Vous with the 
firm poised to celebrate its fifth anniversary and 
contemplating the very real prospect of a change of 
owner.

It also comes as the firm makes this publication’s 
inaugural survey of top 12 reinsurance intermediaries 
in only its third full year of trading (see Sunday edition) 
with its revenues leaping by 50 percent from £25mn 
in 2016 to £37mn in 2017. It is a 
remarkable success considering the 
received wisdom following Aon’s 
£850mn acquisition of Benfield 
ten years ago that there was no 
future in independent reinsurance 
broking start-ups and because the 
firm did not actively begin trading 
until late 2014. 

Rupert Swallow – a member of 
the Benfield management team that negotiated the 2008 
sale – tells re-Insurance that his firm is excited about 
2019.

He explains that ever since Capsicum Re was 
conceived as a concept by him and former Benfield 
CEO Grahame “Chily” Chilton in the Autumn of 
2013 (Capsicum Re, of course, is a pun on Chilton’s 
nickname), 2019 was pre-ordained as a crucial 
milestone in the firm’s history. 

This is because Capsicum Re partner and 20 
percent owner Gallagher – the industry’s fourth 
largest insurance intermediary – has a 12 month 
call option beginning December 2018 to buy-out 
the remaining 80 percent of the business from the 
company’s founders, namely Chilton and Swallow 
on the one hand, and the equity owning producers 
including recognised market leaders such as motor 
reinsurance expert Raj Balasuriya, who joined 
the firm through the first of the nine limited 
liability partnerships that operate under 

the Capsicum Re flag (see table right). 
“From its earliest days, it was assumed that if 

Capsicum Re succeeded then there would likely be a 
sale event in 2019. From day one, the business has had a 
private equity-style capital structure designed to attract 
and incentivise the best talent and to enable them to 
prosper in their success”.

“It is entirely up to AJ Gallagher to decide whether to 
take up its call option but, if it does, then Capsicum Re 
is ready to begin phase II as a consolidated member of 
the Gallagher family,” Swallow added.

Swallow explains that Gallagher’s “window” opens in 
December and lasts for a year. 

Despite working to a pre-
conceived five-year plan, Swallow 
acknowledges that Capsicum Re’s 
evolution did not proceed entirely 
as envisaged with the unexpected – 
albeit temporary – departure of co-
founder Chilton in February 2015, 
some 14 months after the firm was 
established.

This is itself down to Gallagher 
who, in 2015, found its large UK operations suddenly 
rudderless following the controversial defection of CEO 
David Ross and members of his management team to 
rival UK broker Towergate (now the Ardonagh Group).

Chilton – whose close relationship with Gallagher 
CEO Pat Gallagher led to the group’s sponsorship 
of Capsicum Re, which includes sharing back 
office infrastructure – agreed to take up the reins 
of the large but disorganised UK division. 

But this also meant immediately stepping 
down from Capsicum Re and Swallow became 
the firm’s reinsurance group CEO – and very 
much its visible leader – just as the company was 

beginning to move out of start-up phase and in to 
execution stage. 

As a consequence, Swallow – together with 
COO Simon Behagg – has exclusively led the 

company’s evolution for the past three and 
a half years, which has included the 

formation of the majority of 

re Profile

Capsicum Re poised  
for a defining year…

From its earliest days, it 
was assumed that if Capsicum Re 
succeeded then there would likely  

be a sale event in 2019

London firm awaits Gallagher decision but says client 
focus and US expansion are also integral to 2019 agenda
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the LLP partnerships (see table) together with a number 
of separate hires, including former Mazars actuary 
Dale Lee to build an analytics team and the well-known 
London market figure Harry Parshall, who places a key 
nuclear account into the London market.

Chilton’s time away from Capsicum Re is coming to 
an end. Ahead of Gallagher’s decision over whether 
to exercise the Capsicum Re call option, Chilton 
announced he would step down from Gallagher 
(succeeded by Simon Matson, the founder of Gallagher’s 
London wholesaler Alesco) and return to the company 
inspired by his nickname.

He is expected to formally rejoin as “chairman” 
next month with a particular focus on managing the 

Gallagher relationship and business production with 
Swallow remaining as CEO. 

“We’re thrilled Chily is returning to the company 
that bears his name. His drive, passion and unrivalled 
connections will be a huge asset to the firm. He’s been 
away for a long time, and we’re all looking forward to 
having him back,” smiles Swallow.

One thing that won’t change, however, is Capsicum 
Re’s focus on the client, explains Swallow.

“All start-ups – whatever industry you’re in – have 
to work harder to get noticed and to prove their value 
proposition. For us, we put advocacy at the heart of our 
value system because it is our industry expertise and 
our understanding of our clients’ Continued on page 24

Capsicum Re’s LLPs 2014-17
LLP and year Classes of business Executives

CLASS 
OF ‘14 Motor & Casualty

Raj Balasuriya (managing partner – ex Aon Benfield), Jeremy King, David 
Lee, Martyn Glover, John Lawson, Ian Gibbard, Paul Gubb, Dale Lee, Harry 
Parshall

CLASS 
OF ‘14 Bermuda

Neville Ching (managing partner – ex Aon Benfield), Richard Borgonon

CLASS 
OF ‘14 London specialty

Matt FitzGerald (managing partner – ex AJG Re), Samantha Thompson, Ian 
Newman (cyber specialist), Kevin Gill, Jenan Nakeeb, Patrick Sheehy

CLASS 
OF ‘15 Marine & Energy

Alistair Lockhart-Smith (Managing Partner- ex JLT Re), Jerry Reeves, 
Joseph Lone

CLASS 
OF ‘15 Facultative

Malcom Payton (managing partner – ex Guy Carp), Paul Butcher, Ian 
Baker, James Elliott

CLASS 
OF ‘15 Programmes

Andrew Moss (managing partner – ex Guy Carp), Andrew Manhood, 
Johnny Johnson, Mike Green, James Goodhew

CLASS 
OF ’16 Latin America

Joe Smith (managing partner – ex Aon Benfield), Luiz Araripe

CLASS 
OF ‘17 Mortgage

Steve Rance (managing partner)
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requirements which sets Capsicum Re apart. It was part 
of the DNA that Chily and I imbued in the company 
from the day we began”. 

But isn’t it all about modelling these days, asks Re-
Insurance?

“Ten-twenty years ago it was modelling and analytics 
that set the leading reinsurance intermediaries 
apart and it is still an essential component of an 
intermediary’s armoury. But we a lso operate in a world 
where technology and analytics is embedded into every 
facet of the distribution chain. What clients want is a 
partner who understands their business, has unrivalled 
sector knowledge, comes up with innovative solutions 
and advocates these requirements to the markets,” 
Swallow replies. 

“All of the Capsicum Re businesses are led by people 
who understand the client comes first and we work hard 
– and think hard – to transact on their behalf.”

“When we commit to a sector, we commit to being a 
leading authority in it. 

Take, our motor & casualty team under Raj, for 
example. We are the leading producer of UK motor 
reinsurance business while our cyber team, under, 
Ian Newman, is widely regarded as one of the leading 
authorities on cyber reinsurance.”

“More recently, our mortgage reinsurance team led by 
Steve Rance advised on a number of major transactions, 
including the ground-breaking mortgage credit risk 
transfer program IMAGIN launched by Arch Group and 
Freddie Mac.”

IMAGIN was launched in 2018 as a pilot designed 
to provide stable capital to the US mortgage market 
through economic cycles by providing collateralised 
reinsurance support to Freddie Mac. 

“It is precisely this kind of ‘out of the box’ 
thinking and practical solutions that separates 
Capsicum Re from other intermediaries that 
focus more on either remote modelling or 
transacting reinsurance renewals”, Swallow 
explains. 

But what does phase II look like for the firm?
“We cannot pre-empt Gallagher’s decision 

but Capsicum Re has developed it’s plans to 
continue the organic growth story it has so far 
achieved.”

“In addition, approximately 
50 percent of the world’s 
reinsurance business 

emanates from North America and many of our 
clients are US-based. This market place  is one of the 
obvious phase II priorities for Capsicum Re,” Swallow 
confirmed. 

“But whatever happens we will retain our culture. In 
only five years, we are very proud of our identity and 
values. For example, we have now raised over £300,000 
for charity via our Capsicum Re Foundation through 
the endeavours of our staff and partners. There is a 
tangible esprit-de-corps that has emerged as part of 
the Capsicum Re DNA and we are determined that this 
remains next year on behalf of our clients and also, one 
hopes, on behalf of Gallagher”. 

If Gallagher does consolidate ownership 
of Capsicum Re it will be second-time 

lucky for Gallagher. Thirteen years 
ago a team of ex-Benfield brokers 
defected to launch Gallagher Re as a 
London-headquartered reinsurance 
intermediary but the initiative failed 
to gain traction. 

Under the stewardship of Swallow 
and Behagg, the second attempt 
has been far more successful but 
it remains to be seen whether 
Capsicum remains independent 

or formally becomes part of the 
Gallagher family, in the same way 

as, say, Guy Carpenter with Marsh and 
Willis Re with Willis. 

2019 will be the most eventful year 
yet in the firm’s short-history…
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Speaking to Re-Insurance ahead of this year’s Monte 
Carlo Rendez-Vous, Deardon said that C-suite 

executives at both carriers and brokers frequently 
besmirched the industry for not taking claims seriously, 
but rarely did companies act to allay the criticism.

“In the boardroom it is often said that claims is the 
most important part of what we do as an industry, but 
too often that gets forgotten the moment the meeting 
has finished,” Deardon said.

“The executives need to practise what they preach,” he 
added.

Deardon said that the claims function should be 
“frontline” at any carrier regardless of size or lines of 
business written – and this is something that IGI is 
striving to achieve.

He said that at the Dubai-headquartered carrier there 
is a culture of celebrating claims and taking pride in 
paying out as quickly as possible when a loss occurs.

“When I started at IGI our CEO Wasef Jabsheh told 
me he loves paying claims,” Deardon said. “That was 
music to my ears.”

Deardon acknowledged that the overall claims 
landscape for the market had improved from years gone 
by, however the speed of change was not quick enough.

“There is more emphasis on paying claims than in the 
past, but it’s like a tanker turning around – the change 
process is very slow,” he said.

“Claims is going up the agenda for insurers and how 
important they think it is,” Deardon added.

Deardon said that InsurTech is playing a role in 
modernising the claims function, but stressed that 
technology cannot fully replace the human element 
required in complex claims management.

“An insurer’s relationship with the buyer is very 
important,” Deardon said. “And not just with the 
underwriter – the relationship needs to be with the 
claims team too,” he went on.

Deardon pointed to the London Market Group’s Single 
Claims Agreement Party (SCAP) as an example of where 
the balance is being struck between making claims more 
efficient and maintaining customer service.

He explained that SCAP allows for a “smarter claims 
process” with the slip leaders decision binding following 
insurers on non-complex claims.

But Deardon said that such initiatives – which are 
being adopted by carriers market-wide – also require 
the participation of brokers in order to be successful.

“It will take the broking house fraternity to make this 
work,” he said.

“All market players need to be involved if the claims 
function is to improve,” Deardon added.

Insurers must practice  
what they preach when  
it comes to claims: IGI
Carriers from across the market must elevate the claims process in the  
(re)insurance value chain, Tim Deardon, group head of claims at IGI has said



A s the risk environment becomes more testing, so 
reinsurance options in terms of carriers, products 

and capital markets solutions, are proliferating. So 
what should cedents look for to ensure they have 
the right kind of partner behind them, whatever the 
weather? Miguel Martinez-Alvarez, Head of Business 
Development, Liberty Mutual Re has the answer.

Assessing the suitability of a potential reinsurance 
partner is a significant strategic decision. The appeal 
of relying on a credit rating is that it’s an independent 
assessment of financial stability. 

But while ratings play a key part in assessing financial 
strength, tests have shown they cannot always reflect 
the full picture, particularly when external events 
such as the collapse of a major business like Enron, or 
simply a major nat cat cluster, cause widespread market 
disruption.

Making an informed choice about reinsurance 
requires assessing not just the financials, but also 
determining how well a reinsurer matches up to 
cedents’ many and varied needs.

What are the key risks  
driving reinsurance purchasing?
There is much talk about how the (re)insurance 
industry should respond to new risks. But even as 
the scale of losses (notably cyber) increases , the 
biggest risk for insurers worldwide remains natural 
catastrophes – and by a significant margin. In 2017, 
96 million people were affected by natural disasters 
which now costs the global economy an estimated 
$520bn annually. The combination 
of rising valuations, more man-
made catastrophes and more 
frequent and severe climate-related 
catastrophes is without doubt one 
of the biggest challenges facing the 
global economy and the  
(re)insurance industry.
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Does size matter?
Historically, for larger insurers, the motivation for 
buying reinsurance has been earnings protection and 
volatility reduction. Softer pricing and more competition 
have yet to shift that picture. But is change coming as 
many of the insurers that initially categorised losses from 
HIM as an earnings event find they need to increase 
reserves? Many mid-sized cedents require a higher level 
of support in order to satisfy solvency requirements 
and to maintain ratings in the face of significant events. 
For these businesses, reinsurance is a more flexible 
and easier solution than going to the capital markets 
for an ILS (which is often specific in scope) or the more 
traditional alternatives of issuing stock or bonds that 
increase the capital base but also the cost of capital.

Smaller clients by contrast are not just looking for 
capital support, but also for know-how and product 
development insights, particularly where they are 
seeking to drive growth through a new portfolio of 
products or expansion in developing markets. 

How should cedents choose a reinsurance partner?
We know there is a range of factors that drives reinsurer 
choice, from underwriting policy and risk mitigation, 
through to direct insurance expertise, global footprint, 
people, flexibility and of course specialist cover. But, in 
our view, another key consideration should be structure. 
As the name suggests, Liberty Mutual Re began life as a 
mutual, with all the reassurance that offers in terms of 
stability and security. There can be little doubt that in a 
market where catastrophes are on the rise and insured 

values are increasing, it pays to 
assess the strength of reinsurance 
partners in the round. No one 
measure in isolation – ratings, 
structure, specialism or footprint – 
is enough. A reinsurer has to score 
highly across every area if they are 
to be a partner that is truly fit for the 
future.

Making a reinsurance choice 
that’s fit for the future
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Why is the topic of Delegated Authorities 
receiving such attention in the London market?
(Re)insurers are increasingly using delegated 
underwriting authorities to access markets. Indeed, EY 
estimated that more than £70bn ($100bn) of global 
premiums in 2017 were accessed through coverholders. 

As Lloyd’s and the London subscription market has 
long depended upon coverholders as a distribution route, 
it is no surprise that this growth has also been witnessed 
on Lime Street. EY analysis estimates that around £15bn 
($20bn) of delegated premiums written in the London 
market has flow through delegated authorities. 

We also believe that over £10bn is written directly 
into Lloyd’s – effectively one-third of the market – and 
that this growth will continue because (re)insurers 
are under pressure to diversify and grow their books. 
Delegated authorities, used well, are an efficient way of 
diversifying portfolios, expanding geographic reach and 
targeting niche specialty classes. As a consequence, we 
anticipate that London market premiums written through 
coverholders will increase from £15bn to over £20bn 
within the next five years.

Why are Delegated arrangements  
coming under such scrutiny?
The sizeable growth of the market has inevitably attracted 
scrutiny from regulators. In the UK, the FCA and PRA 
have focused on insurers’ oversight of distribution 
networks, with a number of thematic reviews and 
regulatory interventions.

A key challenge for all insurers in the London market 
that use binding authorities is to ensure they have robust 
control frameworks in place to manage the additional risk 
of delegating your underwriting to a third-party. 

Are there other challenges that  
insurers are facing in the space?
Yes, a number. In addition to navigating 
regulatory hurdles, strategic and 
operational misalignment can also create 
significant challenges for carriers.

For example, many insurers are failing 
to treat delegated business as a unified 
distribution concept and consequently 
do not have clear strategies for these 
arrangements. This is resulting in 

undifferentiated value propositions and the inability to 
effectively control portfolios.

By not distinguishing delegated arrangements from 
open market books, insurers typically struggle to 
effectively monitor portfolios and understand drivers of 
profitability. 

Manual, onerous and often duplicative processes are 
also evident in the delegated space. These operational 
inefficiencies are resulting in higher administration costs 
and expense ratios that are not commensurate to the 
benefits of ‘giving-away-the-pen’.

What should carriers look to  
do to address these challenges?
Carriers can seek to differentiate competitive positions 
through a number of initiatives.

They need to ensure they have defined and achievable 
strategies for delegated business so that their value 
propositions can be easily articulated to third parties. 
This is important given how competitive the space has 
become.

London market carriers need to ensure they respond 
to regulatory scrutiny as best as they can. They can 
do this by implementing and evidencing an effective 
framework for oversight and reporting, and defining clear 
accountabilities as to who is managing risk across the 
portfolio.

Investing in technologies across the value chain offers 
various benefits to insurers in the space. 

What does this all mean for carriers in the space?
The implications for carriers who transform delegated 
operations versus those who maintain status quo will be 
significant. Those who deliver transformational change 
have the opportunity to consolidate and build market 
leading positions through defined strategies, efficient 
operating models and robust control frameworks. 
Whereas, those who maintain the status quo face losing 
competitive positioning, will continue to have poor 
visibility into book performance and risk the inability to 
effectively react to ever-enhancing regulatory scrutiny.

As the market continues to grow in the coming years, 
those who are proactive in addressing challenges have the 

opportunity to target significant profitable 
growth. Ultimately, we estimate that up to 
£200m of incremental underwriting profit 
could be on the table for market leaders 
who deliver year on year combined ratio 
improvements over the next five years. In 
other words, the reward will be handsome 
for those carriers who invest properly in 
managing their delegated authorities.
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Managing delegated risk
EY partner Simon Burtwell is a leading authority 
on delegated authorities. He predicts growth will 
continue but warns (re)insurers that regulators are 
scrutinising all forms of delegated underwriting
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L loyd’s regulators – and regulators like the UK’s FCA, 
in a wider sense – are cracking down on under-

performing syndicates and carriers. Global capital is 
increasingly frictionless, connected and transportable 
across territories and the traditional hard and soft market 
cycle appears to be broken. In this difficult underwriting 
environment, many syndicates are closing books in 
marine, energy and aviation business, while Lloyd’s 
2017 combined ratio of 114 percent equates to a £3.4bn 
underwriting loss. 

At the same time the (re)insurance value chain 
is making the London market, for example, 

uncompetitive compared to other markets in 
Asia, the US and Bermuda. In the Lloyd’s 

market, for every $1 paid by clients 
in premium, the market pays 

40 cents in expenses. 

Meanwhile, there is a growing sense 
that one-in-100 or one-in-500 year events are no longer 
a valid concept when they seem to crop up with alarming 
regularity.

In this challenging environment, underwriters need 
to have a better understanding of their underlying 
risks to get those combined ratios down, manage peak 
exposures better, and smooth out peaks and troughs 
in the underwriting cycle. Connectivity caused by the 
onset of the new digital age is adding new layers of 
hitherto unknown exposures. Connected risk is fracturing 
balance sheets in the corporate world, which – in turn 
– threatens to create a knock-on effect in the global 
(re)insurance market. In this connected environment, 
I have been having multiple conversations with 
underwriters, corporate risk managers and regulators to 
find out how they define the concept of connected risk 
and the way it impacts their business models. What is 
becoming increasingly clear is that there is a real thirst 
to understand how to quantify known and unknown 
exposures, so that opportunities can be pursued knowing 
the inherent risks. The upshot of those conversations is 

that my risk modelling business, Russell Group, which 
has worked hard to define connected risk, is finding 
increasing traction within the marketplace for this 
definition. In fact, our definition has been so well received 
that this year I was invited to give talks to the Bank of 
England and Chatham House. We define connected risk 
as the systemic exposure of commercial organisations, 
their partners, suppliers and clients to cumulative 
and cascading financial, operational and reputational 
vulnerabilities. 

It has been caused by a succession of initiatives 
from just-in-time processing, outsourcing, on-demand 
processing and more recently digitisation - which have 
left companies more interconnected and reliant on 
each other. Moreover, this has led to the blurring of 
boundaries between companies, meaning that trade now 
operates over an extended business network in which 
a company’s partners and suppliers work with that 
company to serve the needs of the end-client. This 
increasing business connectivity creates fault 
lines over which connected risk events can 
propagate between companies and 
result in a single negative 
event causing 

severe economic damage both within and between 
companies. As a result, local events can affect global 
operations and global events can affect local operations.

The key drivers for connected risk are the ways in 
which political, environmental, supply chain, cyber and 
credit risks combine to cause financial, operational and 
reputational loss.

If we accept that the business landscape is 
interconnected, and business activity and associated 
risks are connected, then it must follow that the upside 
opportunities are also connected, and business strategy 
can only benefit from a clearer understanding of the 
connection between opportunity and risk. 

It is the increasing need to connect opportunity 
and risk which will separate the winners and losers in 
business, since companies and their (re)insurers will 
need to quantify known and unknown exposure and 
manage increasingly complex risk to deliver value to the 
end-client and superior return on equity. 

In my next article, which will be published in 
tomorrow’s Monte Carlo issue from Re-Insurance, I will 
outline a solution to this.
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The connected risk challenge
In the first of a two-part series on connected risk, 
Russell Group founder Suki Basi – who has spoken on 
the topic at the Bank of England and Chatham House 
– reveals a fault line in our interconnected world
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W ith the industry under stress, (re)insurers are 
looking to move away from traditional operating 

models to ensure sustainability and growth. Against 
this backdrop, re-Insurance asked Xceedance CEO 
Arun Balakrishnan about his perspective on technology-
driven change in the (re)insurance ecosystem.

 
How should (re)insurers be approaching emerging 
technologies in order to reduce operational costs? 
AB: In a perfect world, reinsurers would embrace all 
new and emerging technologies. The focus should be 
less on reducing cost via headcount reduction — since 
reinsurer employees are typically highly skilled, whose 
experience and knowledge are integral part of the 
reinsurer’s intellectual property —  and more on systems 
modernisation and integration, with an emphasis on 
throughput to improve operational processes wherever 
possible. Many reinsurers are operating a variety of 
“home grown” bespoke systems which were cutting edge 
at the time of deployment but are now many years past 
their prime. The advent of modular platforms allows 
companies to integrate components seamlessly, rather 
than rip out and replace entire frameworks. In addition, 
the fast-emerging nature of artificial intelligence and 
robotic process automation requires not only a fresh 
view regarding integration with existing platforms 
and databases, but also the commitment to build, 
and partner with, the expertise required to leverage 
advanced, intelligent technologies.

 
To which business segment of a (re)insurance 
company – such as claims or underwriting –  
does investment in technology have the  
potential to make the biggest difference?
AB: It is tempting to respond: “wherever (re)insurers 
feel the most pain.” For insurers, it could be the claims 
system(s), for others, the policy issuance process may 
be a major bottleneck. Key indicators are high volume 

and repetitive manual tasks that can be relatively easily 
automated. Insurers may look to their claims area, and 
while reinsurers do not see the same volumes in that 
function, they may instead look at their catastrophe 
modelling practice. It’s worth repeating an axiom that 
rather than considering new technology for its own 
sake, (re)insurers should look to deploy it to solve a 
specific problem or inefficiency. If a company has a 
sense its processes are bogging them down but doesn’t 
quite know how to cost effectively tackle the problem, 
an expert insurance consulting firm can be a big help in 
identifying and formulating a plan of action to address 
the best areas of investment for modern technology.

On the underwriting side, we are seeing technology 
increasingly play a role in real time aggregation and 
concentration management, providing better risk 
selection. Several providers have built platforms that 
can be bolted on to existing underwriting platforms, 
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Survival of  
the quickest
The (re)insurance market is at a crossroads. 
The soft market, regulatory challenges, 
increased competition, abundant capacity, 
and external disruptors are just a handful 
of the threats (re)insurers face across 
international markets
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as well as entire new underwriting and catastrophe 
modeling applications that can give the underwriter real 
time projection of aggregate accumulations and what-
if scenarios as they consider adding exposures to their 
portfolio.

What is the best way for incumbent  
reinsurers to leverage new technologies?
AB: Most reinsurers either have entirely bespoke 
systems, created in-house, or they have licensed 
systems such as underwriting management automation, 
often developed by vendors or even other reinsurers. 
As with much of the rest of the insurance landscape, 
M&A activity is bringing more and more disparate 
systems under one roof. In the case of the reinsurers, 
some are mainly property underwriters working with 
systems designed for casualty operations, and vice 
versa. In many cases, systems are more than a decade 

old, and not engineered to take advantage of the latest 
capabilities and features. Reinsurers typically need to 
integrate risk or cat models with pricing and capital 
modelling tools.

Regardless, the fundamental building block for all 
(re)insurance operations is their strategic data assets. 
If they can build a data warehouse or lake in which data 
is available and standardised to serve all applications 
and functional areas of the business, that is likely an 
advantageous place to start. Reinsurers can also take 
the practical approach of identifying a specific problem 
area and deploy new technologies, combined with 
solid expertise around it to address that target area 
of operational deficiency. Projects should be able to 
“fail fast” and be restarted using a different approach 
if required, without spending large amounts of time 
or money on a technology-driven approach that is not 
paying dividends.

There is a 
survivalist need for 
change, and brokers 

must embrace
change too – both 

technological and in 
their markets

Continued on page 34
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Reinsurers are also in a well-placed position to advise 
their clients about macro and micro trends they see in the 
marketplace.

Is the increase in M&A in the sector having  
an impact on (re)insurer operational plans?
AB: Certainly, the increase in M&A is having effects 
on (re)insurers operations, and they need to respond. 
Managing a larger book of business with numerous, 
disparate systems, is a natural barrier to operational 
responsiveness. Addressing the growth of exposure 
aggregation and concentration becomes increasingly 
difficult as well. 

To manage their capital effectively, (re)insurers need 
clear internal vision to their processes. Post M&A,  
(re)insurers must also quickly identify ways to reduce 
their “IT estate” by rationalising and merging the number 
of platforms that are deployed. The expedient alternative 
is to create a “veneer” platform to sit over multiple legacy 
systems for a single, more user-friendly, and effective 
view into their data, and to enhance seamless policyholder 
services.

What has the (re)insurance market’s response  
to emerging technologies been so far?
AB: Reinsurers were among the first in the industry 
to embrace advanced analytics and high-powered 
technology platforms as integral to their operating 
model. But the (re)insurance market has not seen a rise 
of successive new companies as it did during the period 
of 1994 to 2009, when newly-formed companies came 
equipped with the latest in analytics and technology. 
That condition is now more prevalent among insurtech-
powered MGAs and new market entrants. 

Reinsurers are certainly more comfortable in using 
cloud- and service- based platforms, for example, but in 
general have not yet shown the wholesale commitment to 
“new technology” at least not at the same rate or with the 
enthusiastic commitment as the new era of start-ups. 

Nevertheless, many traditional and incumbent  
(re)insurance companies have set up “new technology” 
divisions. Some are doing so to truly explore how 
the emerging generation of automation can increase 
efficiencies and improve combined ratios. Others have 
done so primarily to begin the process of building and 
expanding knowledge, or to keep shareholders happy.

Is a collaborative approach from the industry  
required for individual companies to be successful? 
AB: This is a broad and difficult question. If individual 
companies are to succeed, they need to be presenting 
distinctive solutions, provided in a compelling and 
efficient manner. Perhaps the most obvious sector —
where collective agreement would allow individual 
company’s IP and their unique value propositions to 

shine — is in data standardisation. It’s a tall order, but if 
everyone can agree on one set of characteristics for any 
given risk, the underwriting and analytics required to 
deliver the best product to policyholders would be more 
distinctive, and better. And perhaps blockchain has an 
emergent role to play here. But blockchain can only be 
effectively deployed among multiple parties and often 
across several areas of the insurance lifecycle, which 
requires a highly collaborative mindset and approach.

 
What is the role of the broker  
in driving modernisation?
AB: Brokers have always been at the forefront of market 
innovation. Indeed, the nature of their role requires 
them to leave no stone unturned in delivering the 
best, most cost-effective solution for their clients. 
Thus, brokers were among the pioneers in the use of 
catastrophe and capital modeling. 

They took the lead in forming offshore (e.g. Bermuda) 
well-capitalised, sophisticated underwriting operations 
in response to capacity scarcity. And brokers continue to 
invest heavily in technology and analytics to service their 
markets.

Nevertheless, the broking industry stands at a 
crossroads. The (re)insurance players are all trying to 
get closer to their customers – and some are succeeding. 
The soft market demands the frictional costs of doing 
business have to be reduced. Those, and other factors, 
are threatening the brokers’ business model. 

There is a survivalist need for change, and brokers 
must embrace change too – both technological and 
in their markets. Therefore, the pioneering trend of 
technology-driven modernisation among brokers looks 
like it will continue.

Productivity leads to competitive advantage, for 
example, in business environments where excessive 
time and effort is required to verify data between 
parties. Brokers can gain advantage by leveraging 
technologies that cut down on the frictional effort of 
data exchange and verification, both in the primary 
insurance and in reinsurance channels. 

By promoting a platform with distributed ledger 
technology (DLT) or blockchain, brokers can speed 
up turn-around times, enhance verification with an 
absolute audit trail, and link accounting for a consistent 
contract view between operations and finance. The 
same efficiencies will apply for MGAs, program 
administrators and program writers.

The broking industry stands at a
crossroads. The (re)insurance players are all 

trying toget closer to their customers
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IF YOU WANT TO KNOW 
WHAT IS REALLY GOING 
ON IN OUR INDUSTRY…
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MUMMY, WHAT’S A 
STEERING WHEEL? 
Who’d have thought that driverless  
cars would become commonplace  
within the next decade? Thanks to our  
partnership with autonomy software  
specialist Oxbotica, we’re not just  
investigating the future of risk.  
We’re also asking the right questions 
and investing in the future of mobility. 

For more Forward Thinking,  
visit xlcatlin.com/wheel  
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