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Market news, data and insight all day, every day
Insurance Day is the world’s only daily newspaper for the
international insurance and reinsurance and risk industries.
Its primary focus is on the London market and what affects it,
concentrating on the key areas of catastrophe, property and
marine, aviation and transportation. It is available in print, PDF,
mobile and online versions and is read by more than 10,000
people in more than 70 countries worldwide.
First published in 1995, Insurance Day has become the favourite
publication for the London market, which relies on its mix of
news, analysis and data to keep in touch with this fast-moving
and vitally important sector. Its experienced and highly skilled
insurance writers are well known and respected in the market
and their insight is both compelling and valuable.
Insurance Day also produces a number of must-attend annual
events to complement its daily output, including the Insurance
Day London Market Awards, which recognise and celebrate the
very best in the industry.

Insurance opportunity
from VR highlighted
by Lloyd’s study
Virtual, augmented and mixed realities technologies can develop
innovative ways of working and create a new product base for
the insurance sector, new Lloyd’s report finds
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irtual reality and other “new
realities” technologies represent a substantial new market for insurers, as well as a
means of improving products and services, according to a study by Lloyd’s.
The report, authored by Londonbased futurist Amelia Kallman, suggests
new realities technology could help insurance companies to reach a new generation of customers.
Until now, these tools, which comprise virtual, augmented and mixed reality technologies, have largely focused
on the video gaming sector. But the
study suggests the use of new realities
technologies is increasing within commercial business operations, paving the
way for insurance markets to enhance
operational processes and provide new
products to an emerging customer base.
The Lloyd’s report suggests the technology will, increasingly, be used to create virtual office branches by enabling
face-to-face meetings even when participants are located in different parts
of the world. As well as sharing expertise remotely, the report suggests these
technologies could be used to improve
training, create advertising campaigns,
increase customer interaction and increase brand awareness.
From an insurance operational perspective, the technology could aid risk
identification and assessment, with
headsets, potentially, enabling property assessments to overlay new damage
information over pre-damage images to
verify claims.
Underwriters could use technology
to examine assets without needing to
be on site, while brokers could analyse
a client’s risk profile through a virtual
representation of their premises.
From a training perspective, the report suggests this technology could
enhance the skill base within the loss
adjusting community, helping retain
knowledge of historical events and using this to train new adjusters.

What are ‘new realities’ technologies?
The “new realities” referred to in the Lloyd’s report cover three types of techno
logies – augmented reality (AR), virtual reality (VR) and mixed reality (MR) –
which allow users to experience life in different ways, writes Scott Vincent.
The three types of reality differentiate based on their level of immersion, according to Amelia Kallman, author of the Lloyd’s report.
VR requires a headset that fully immerses the user into a virtual world, allowing the user to view the world from new perspectives.
AR relies on a device to overlay digital 2D content on to physical objects, people
and environments. Popular examples include Pokémon Go, as well as Snapchat
or Instagram filters.
MR is characterised by virtual 3D holograms overlaid on to real environments. You can still see
your natural environment and the people
around you, only with additional layers of holographic digital content that is shareable and
interactive.
All three exist in the “metaverse” – the name
given to the environment in which new
digital creation can take place.
The metaverse exists beyond
geographic borders, raising
uncertainty as to how it is regulated and associated liability.

Presenting the findings of the study
at a Lloyd’s briefing, Kallman said the
major tipping point for the emergence
of new realities technologies would be
social adoption. “These technologies
offer a level of opportunity to connect
with people that we have not had access to before,” she said. “New realities
technologies allow people to engage in a
personal way while geographic boundaries start to disappear.”
But alongside these opportunities,
Kallman warned such technologies remained in their infancy and the risks
associated with their emergence need
to be addressed. These include potential
long-term physical impacts, the risk of
hacking, which could potentially lead to
the creation of false memories in users,
as well as theft of intellectual and virtual property.
Another risk is the potential dislocation a user can feel having been in
a virtual world, with users having reported instinctive behaviour such as
walking into traffic which, while harmless in a virtual world, is very dangerous in reality.

Lucy Stanborough, innovation associate at Lloyd’s, said: “People using
new realities technologies may become disorientated in the real-world
environment.”
But in addition to these risks, Stanborough said the industry also had
opportunity to harness these technologies. “Imagine a world where in the risk
placement process, the client may bring
a digital representation of their assets,”
she said. “In the future, it may be possible for a client’s assets to be tracked in
live detail in the metaverse.
“Information from loss adjusters
could also be recorded, capturing their
knowledge so it is available for future
generations,” Stanborough added.
Keith Smith, manager for emerging
risks and research at Lloyd’s, said: “As
society adopts these technologies, we as
an insurance industry have got to react.
“The emergence of virtual events
will have insurance implications, while
these technologies could also have significant implications for claims assessments. These are technologies we as an
industry really need to take on board.”

www.insuranceday.com | Wednesday 31 October 2018

3

NEWS

Everest Re sees ‘upward pressure’
on rates as January 1 looms…
Firm planning expansion into non-catastrophe lines
made more profitable by recent cat losses
Lorenzo Spoerry
Deputy editor

T

he reinsurance market
is seeing “upward pressure” on rates going into
the January 1, 2019 renewal season on the back of a
challenging second half of 2018,
Everest Re’s reinsurance chief
executive said.
Citing an active third quarter
of 2018, along with 2017’s record
catastrophe losses and, more recently, Hurricane Michael, John
Doucette told analysts it was
“hard to see how there cannot be
some upward pressure on rates
coming into this renewal season”.
Doucette also cited “retraction
and dislocation” across various
lines in Lloyd’s, large losses in the
energy market, negative prioryear catastrophe developments
and shrinking casualty reserve redundancies as reasons supporting
his call.
Everest Re’s strategy is to take
advantage of an improving rating
environment particularly in lines
that exclude cat exposure.
Doucette said the “cumulative
compression” of property margins over the past several years
has had the corresponding impact
of stabilising the casualty rein-

Hurricane Michael and other cat events have put ‘upward
pressure’ on rates at 1/1, according to John Doucette
© 2018Gerald Herbert/AP

surance market and some other
non-property lines of business.
Many carriers, he said, had supported these lines by relying on
profits from property catastrophe
lines of business.
As a result, Everest Re has deployed more capital across longtail and short-tail lines that exclude cat exposure, including
several large casualty treaties with
“attractive” returns on equity.
“We note several more new casualty treaties are coming to market soon, both from large global
clients and smaller regional companies,” he added.

Everest Re reported pre-tax
losses of $240m arising from the
catastrophes of the third quarter.
Hurricane Florence generated $90m of these; with a further
$80m from Hurricane Jebi. Typhoon Tram is expected to cost
the firm $25m; the 2018 California wildfires are also expected to
cost $25m.
Meanwhile, flooding in Japan
is expected to generate a loss
of $20m. These figures are net of
reinsurance.
The combined ratio was 100.0%
for the quarter, down from 163.6%
in the third quarter of 2017.

…but underlying performance
deteriorates in third quarter
Everest Re’s underlying performance deteriorated in the third quarter
of the year, writes Michael Faulkner.
The group reported an attritional combined ratio, excluding catastrophes and the impact of reinstatement premiums, of 86.8% for
the three months to the end of September, which was some 1.3 points
worse than in the third quarter of 2017.
A small deterioration was also seen in the year-to-date figures, with
Everest Re reporting an attritional combined ratio of 85.8% for the
nine months to the end of September 2018. This compared to 85.6%
in the same period last year.
The group’s reinsurance segment, which booked gross written premiums of $1.7bn in the quarter, was the cause of this deterioration.
The segment reported a third-quarter attritional combined ratio of
83.5%, which was 2.3 points worse than the corresponding quarter
the year before.
The US reinsurance sub-segment, which represents more than half
of the reinsurance segment’s premium, saw the sharpest deterioration in underlying performance, with its attritional combined ratio
increasing 5.1 points to 82% in the quarter.
In contrast, the Bermuda reinsurance segment’s attritional combined ratio improved 2.3 points to 89.1%.
The underlying performance of Everest Re’s insurance segment improved, however. Its attritional combined ratio improved 1.1 points to
96.9% in the third quarter. The segment accounted for around $517m
in gross written premiums in the quarter.
Despite the underlying performance of the portfolio, Everest Re reported a third-quarter operating profit of $167m, which at $4.09 per
share was ahead of analysts’ forecast of $3.07 per share income.
While the quarter’s operating performance was ahead of Wall
Street forecasts and, not surprisingly, better than the result a year earlier when hurricanes Harvey, Irma and Maria hit, it is behind the performance of other quarters. With the exception of the second quarter
of 2018 and the third quarter of 2017, the past seven quarters have all
produced better results.
The third quarter of this year has seen some significant catastrophe
losses. Hurricane Florence, Typhoon Jebi, Typhoon Trami, California
wildfires and Japan floods cost Everest Re $240m.
But catastrophes aside, managing attritional losses is also crucial.

Liberty Mutual Insurance Europe fined £5.2m by FCA
Liberty Mutual Insurance Europe has been fined more than
£5.2m ($6.6m) by the Financial
Conduct Authority (FCA) for failures relating to the oversight
of claims handled by a thirdparty administrator (TPA), writes
Michael Faulkner.
The FCA found Liberty Mutual failed in its responsibilities to
oversee the claims and complaints
handling processes administered
through the TPA in relation to mobile phone insurance.
As a result, customers were
“exposed to the possibility their
claims and complaints would not

be handled fairly”, the FCA said.
Some claims were unfairly
declined or not investigated adequately. Some customers who
complained about this had the
original decision overturned
– which created a de facto twostage claims process – and others
had complaints dismissed without a proper investigation having
been undertaken.
“Liberty retained regulatory
responsibility for ensuring claims
and complaints made by customers were handled fairly and ought
to have ensured it had in place
adequate systems and controls to

oversee the activities of the third
party throughout. It did not,” the
FCA said.
The failures took place between
July 5, 2010 and June 7, 2015.
Before the commencement of
the enforcement investigation,
Liberty Mutual and the third party undertook a voluntary redress
and remediation exercise in relation to claims that may have been
unfairly rejected.
The total amount of redress offered to customers who may have
suffered detriment was nearly
£4m. This was taken into account
in calculating the financial penalty.

Liberty Mutual was fined a total of £5,280,800. As it settled at
an early stage of the investigation,
it qualified for a 30% discount.
Without the discount, the penalty
would have been £7,544,000.
In 2013, the FCA published a
thematic review setting out its expectations for the mobile phone
insurance market and followed
this up with a further publication
in December 2015.
Mark Steward, executive director of enforcement and market
oversight at the FCA, said: “Fair,
effective and prompt settlement
of claims is a fundamental re-

quirement of mobile phone insurance and customers should expect
any claim they make or any subsequent complaint they lodge will
be dealt with fairly.
“Insurers must put in place adequate measures to make sure
claims and complaints and handled fairly, especially where those
functions are outsourced.”
In a statement, Liberty Mutual
said the “unfair outcomes” affected less than 1% of customers.
It said the issues “have been addressed”, adding Liberty Mutual
Insurance Europe no longer sells
mobile phone insurance.
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helped by the demise of the unrated insurers in the market that
were driving competition up and,
therefore, premiums down.
But the main underlying factor
driving this change is the withdrawal of capacity by those insurers rated A- or above, according to
Paul Crilly, head of solicitors’ PI at
Pen Underwriting.
He says this kind of pressure,
combined with the increased
claims costs, either drives premiums up or forces insurers to
withdraw from their poorestperforming classes.

Rising cost of claims
forces solicitors’ PI
underwriters to
harden stance

Despite the significant pressures
on risk carriers, there is still
a great deal of variation in the
imposition of rate increases
Rasaad Jamie
Global markets editor

A

rise in the cost of solicitors’
professional
indemnity (PI) claims
is now starting to turn
the tide of falling premium rates.
While the frequency of claims
remains relatively modest com-

pared with previous years, the
main factor driving premium rises is an increase in the severity of
the claims being made.
“One can no longer describe the
current claims environment as
benign,” Brian Boehmer, a partner in the UK professional indemnity practice at Lockton, says.
A number of insurers – both
those writing solicitors’ PI cover at the primary (compulsory)
level and those writing layers

BCFC/Shutterstock.com

in excess of this primary level –
have been notified of a further
number of large complex claims.
These claims could have a serious
impact on the balance sheets of
many insurers writing solicitors’
PI today when they crystallise in
the future, according to Boehmer.
The primary or minimum level
of solicitors’ PI insurance cover,
as set by the Solicitors’ Regulatory Authority (SRA), is between
£2m and £3m at present, depend-

ing on the size of the law firm.
Experts report a definite hardening in some areas of the market
at the recent October renewal,
which is when the vast majority
of law firms buy their insurance.
“Underwriters were very keen
to see a rate increase as they try to
recover the losses they have suffered in the past several years,”
Ben Parks, professional indemnity partner at BLM, says. The
situation, Parks adds, was also

‘An insurer needs to be underwriting
at least £10m in premium at
sustainable rates to survive in this
market, where risk carriers are liable
for £2m to £3m for each and every
claim on an unlimited basis’
Zarina Lawley
Miller Insurance Services

Lloyd’s review
A number of developments in the
market over the past year have,
generally, made it more difficult
for law firms to have the same
access to competitively priced
PI insurance cover on the same
terms as before.
For example, in July there came
the intervention by Lloyd’s, which
has highlighted the poor financial
performance of the professional
indemnity class in general. “The
market authorities are taking
a very hard line on syndicates
that are not writing PI business
profitably. In fact, they named
and shamed the bottom 10 lossmaking syndicates, with a warning to shape up or ship out. This
has put pressure on managing
general agents that are backed by
Lloyd’s syndicates, which most of
them are,” Zarina Lawley, head of
the solicitors practice at Miller Insurance Services, says.
The non-US PI insurance
class at Lloyd’s was the secondworst performing class in the
market, with syndicates running
at significant losses, according to
the market’s most recent results.
Syndicates are now under significant pressure to re-evaluate
their business plans with a view
of returning the PI class to profit.
Indeed, no syndicate made a profit on its PI insurance book in 2017.
The financial pressure on insurers writing solicitors’ PI business,
not only those at Lloyd’s, are all
too evident. Last year QIC Europe
(a subsidiary of Qatar Insurance
Company) withdrew from the
market and another carrier, CBL
Insurance Europe, went into liquidation. In addition, Brit, Aspen,
Libra and Channel have withdrawn from the market and several other insurers have reduced
their appetite for this business.
Emerging risk exposures
The number and magnitude of the
risk exposures faced by solicitors
also appear to be on the increase.
Sheona Wood, a partner at law
firm DWF, says solicitors involved

in property conveyancing work
and their insurers are especially
concerned about the growing volume of claims involving identity
theft during the sale of property.
Law firms’ exposure to identity
fraud has also increased considerably as a result of the Court of
Appeal’s decision in May in the
Dreamvar property fraud case,
which ruled that solicitors should
bear the brunt of the liabilities.
The decision, in the view of many,
risks making solicitors the effective guarantors that a transaction
is genuine.
Other emerging exposures for
solicitors include the potential
of claims arising from buyerfunded property developments
that have become popular in recent years, Neil Pointon, associate
director for PI at Howden Insurance Brokers, says.
“Insurers are also concerned
by claims around onerous
ground rents which are beginning to materialise and the general uncertainty about what will
happen to property values in the
wake of Brexit, which could generate even further claims activity,” Pointon adds.
But while there was a general
increase in premiums at the solicitors’ PI renewals on October
1, 2018, there was also a lot variation. Crilly describes the market
as hardening only in certain areas, rather than across the whole
profession. “Insurers are now using actuarial data to pick through
the profession in search of value,”
he says.
The rate of increase for each
law firm at the recent renewals
was dependent on several factors, with the most significant
being claims trends. “Having an
adverse history will incur significant premium increases, whereas an exemplary one makes it
less likely,” Stephen Webb, professions development director at
Gallagher, says.
As a general trend, Webb says,
there has been an increase in
the amount of litigation and the
cost of claims that have been
successfully brought against solicitors’ firms. Practices that participated in a lot of conveyancing
activity were most exposed to
claims being brought against
them and, therefore, experienced
a rate hike.
“Similarly, for larger law firms
with 10 partners or more, some
very significant claims have been
brought against them. Litigation
has increased rates for them, as
their lower premium levels became unsustainable,” Webb says.
While the competition between
insurers at the recent renewals

for the better-performing law
firms was clear to see, the extent
to which the insurance market for
solicitors’ PI is hardening was a
lot less clear, according to Martin
Ellis, head of the legal practices
group at JLT Specialty.
In fact, Ellis says rates have
generally remained flat for the
solicitor profession in 2018. Premiums, he says, may have increased for some firms, but this
does not necessarily reflect an
increase in rates. “This may simply reflect the fact the firm has
grown. In fact, many firms will
have secured a reduction in rates,
albeit they may now be paying
more in premium due to their
own fee growth,” he says.
A number of insurers have
been looking to grow their share
of the market in 2018, Ellis continues. “We have equally seen a
number of insurers focusing on
renewal business only and trying,
where possible, to increase rates.”
Ellis is also not convinced
that rate increases were always
achievable, due to the ongoing
competitive environment for the
majority of business. “We also
experienced underwriting inconsistencies from some insurers. It
appeared – although, of course, it
is difficult to prove – that some insurers applied different rates for
new business from renewal business,” Ellis adds.
Primary and excess layers
Indeed, many brokers say there
was little or no direct evidence at
the recent renewals of hardening
of rates for the compulsory primary layer of cover for the majority
of domestic UK law firms.
“There is, generally, plenty of
primary layer capacity available. Except many firms doing
conveyancing find that there are
some insurers that will not cover
them if they are doing more than
20% or 25% of this type of work,”
John Kunzler, senior risk adviser in the law firms practice at
Marsh, says.
However, according to Kunzler,
the layer of cover immediately
above the compulsory £3m has
hardened somewhat, driven by
insurer exits, reduced risk appetite and revised pricing. Many
firms purchase PI cover in excess
of the SRA compulsory levels,
for which the market saw the
first rate increases at this year’s
April renewal.
Boehmer says it is not surprising that a number of insurers
have stopped writing the first excess layer of up to £10m, the socalled working layer, above the
compulsory limit. Considering
the increase in the severity of the

losses associated with this layer,
all the premiums collected over
the past few years could be wiped
out by one loss.
Boehmer points out the average rate increase for the working layer was almost 22% at the
beginning of October, regardless
of whether there had been any
claims activity.
“Given the limits of coverage, a
22% increase is still quite a modest increase in terms. Some firms
were paying £1,000 per million
of coverage so, based upon the
average, this could mean approximately £220 additional spend
(plus tax) per million of coverage,” Boehmer says.
“We expect this to only be the
beginning and would expect this
layer to continue to experience
further rate increases in the seasons ahead,” he adds.
Large limits
For the larger firms buying limits above £10m, there has been a
slight increase in rates, but this
is modest in comparison to the
increase above £2m or £3m, Kevin Hood, head of legal services at
Willis Towers Watson, says.
“For the very large firms purchasing cover in excess of £250m,
the total available capacity is reducing as insurers look to limit
their total exposure on risks of
this size and, as such, we would
expect to see a hardening of rates
for firms even at the very highest level of the excess layer programme,” Hood says.
Lawley says that the big issue
for insurers not writing solicitors’
PI business at the right rates is
that they do not bring in enough
premium to cover the claims,
which have a long tail and can
take two to three years to develop.
“We believe an insurer needs to
be underwriting at least £10m in
premium at sustainable rates to
survive in this market, where risk
carriers are liable for £2m to £3m
for each and every claim on an
unlimited basis,” she says.
Despite these significant pressures on risk carriers, it is difficult
to predict how the market will
develop in the next 12 months, let
alone the next three to five years,
according to Wood.
“The situation regarding rates
and available capacity is changing constantly. The outcome of
the Lloyd’s review of syndicates
and the market’s international
PI book, in particular, will have
a potentially significant impact on the market if capacity is
markedly reduced or a unified
position on rates is adopted by
syndicates in the Lloyd’s market,”
Wood says. n
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Taking a common stand in
the face of rapid change
Reinsurers must step up their
adoptionof common data standards
andbusiness process best practice

T

Simon Squires

Chris Newman

Ruschlikon Group

Acord

he reinsurance industry has come a long way
in the past 10 years in
terms of modernising
and adapting to a rapidly changing market, but we still have a
long way to go.
Today it is estimated 40p of
every £1 of premium income
is spent on administration and
processing. The prevalence of
manual systems is expensive and
significantly increases the scope
for error, given the vast quantities
of data to be moved around and
frequently updated.
The industry remains hampered by legacy technologies
and resource-intensive inefficiencies. Moreover, loss cost, premium and interest rates, emerging
substitutes and mixed economic
growth are increasing pressure
on the bottom line for re/insurers. We are rapidly approaching
a tipping point, where a material
change is required.
Ten years ago, in a small town
outside Zürich, Switzerland, a
group of pioneering insurers, reinsurers and brokers agreed to
a common vision for reducing
back-office frictional costs and
streamlining processes. Today,
Ruschlikon best practices and
Acord standards are already being used by a sizeable portion
of the industry to deliver benefits including cost optimisation,
increased effectiveness and enhanced strategic positioning.
These organisations also achieve
superior financial performance,
outperforming their competitors
over a five-year period on metrics
including total shareholder return
and earnings before interest, tax,
depreciation and amortisation.
The Ruschlikon global community now represents more than 60% of
the global reinsurance market, 75%
of the reinsurance broker market

and around 50% of the property/casualty business written in the London market. But that is not enough
– the gains for everyone will only
come when the whole industry is
focusing on the right things.
Up to this point, some smaller
organisations have been reluctant
to sign up, possibly asking what
is in it for them. But the key challenge across the industry is it is
so interconnected – re/insurance
businesses transact with lots of
different companies in multiple
locations around the world, all
operating different systems. The
scale and potential of change to
get everyone working in the same
way can appear daunting.
This co-operation is key, though.
Reinsurance businesses all compete with each other, but if there
is not a level of collaboration – especially in responding to emerging, disruptive technologies – they
will not achieve critical scale.
Simply put, they will die off.
The answer is to enlarge the
community – the more market
participants that get on board,
the greater the positive impact for
the industry as a whole. What we
need is a new way of working and
collaborating across the industry;
an organised system that enhances co-operation and benefits all
participants in the market.
Multichannel technology
The emergence of new standardsenabled technologies can play a
central role in addressing these
issues, as well as emerging industry challenges. Multichannel technology has facilitated peer-to-peer
connections. Over the past decade
the development of portals has
enabled multiple users to share
their data with each other in an
automated and standardised way.
Now, distributed ledger technologies such as blockchain are pro-

If reinsurance businesses
do not collaborate in
responding to emerging,
disruptive technologies, they
run the risk of dying off
chombosan/Shutterstock.com

viding a secure, transparent way
to share data and messages in real
time, eliminating human error.
Although operational efficiency
is blockchain’s most popular feature, another great aspect is that
it requires a level of co-operation
across a range of stakeholders
in the insurance industry. These
talented individuals can work together to unlock blockchain’s potential to enable the development
of superior value propositions;
to focus on meaningful differentiation, rather than just thinking
how to compete on price based on

a specific set of data.
Similarly, following a proprietary approach to data standards
would be a mistake. It would create barriers in the industry by
limiting a technology’s uptake and
the availability of vendors to develop innovative solutions.
Having common data standards
is, therefore, critical. It reduces
risk and makes it easier for existing legacy platforms to adapt to
blockchain and other new technologies. Investing in innovation
runs the risk of becoming a oneoff investment if you cannot effec-

What we need is a new way
of working and collaborating
across the industry; an
organised system that enhances
co-operation and benefits all
participants in the market

tively leverage the technology. By
setting a common data standard
across the industry, we help lower
the cost, risk and time associated
with investing in innovation.
As we address today’s challenges and look towards those of the
future, it is clear we need a unified approach. In the face of rapid
change, sitting back and waiting
is not a viable option. Once blockchain and other new technologies
take off, many companies will be
unable to catch up. Some initiatives will be unsuccessful, but they
will still constitute a learning experience. Late adopters, on the other
hand, will be at a disadvantage. At
the end of the day, we are stronger
together. A new collaborative way
of working is the way forward for
those who embrace it. n
Simon Squires is chairman of
the Ruschlikon Group and Chris
Newman is managing director
of Acord
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Building a better picture of
property exposure
There is great potential for further data enrichment in commercial property insurance
underwriting and exposure calculation
Jonathan Guard
LexisNexis Risk Solutions

F

ire losses are the single
largest claim cost facing
UK commercial proper
ty insurers. Devastating
fires such as the Grenfell Tower
disaster and, more recently, the
Glasgow School of Art make head
line news on too frequent a basis.
Perhaps not surprisingly, demand
for perils data including fire risk
is extremely high in the commer
cial insurance sector at present.
Research conducted by Lexis
Nexis Risk Solutions has revealed
an increasing appetite for risk
data in the commercial proper
ty insurance market and almost
market-wide adoption of locationbased perils data.
A key aspect of fire risk assess
ment is the firebreak distance
between buildings. Traditional
accumulation techniques such as
radial distance can overestimate
the exposure to fire, potentially
limiting an insurance provid
er’s opportunities to underwrite
property business. This is because
these techniques fail to take into
account whether a fire can jump
between buildings.
However, with building foot
print data becoming more costeffective and therefore more acces
sible as a tool to support the insur
ance sector in assessing property
risk, solutions such as “map view
blocks” have emerged. These solu
tions can calculate the distance be
tween neighbouring buildings and
create “blocks” of buildings that
share a common fire risk.
These groups of buildings en
able insurance providers and
underwriters to predict
with a high level of accu
racy the risk of fire spread
between
buildings,

factoring for the building height
in the process, as well as its poten
tial impact on the risk location.
But this is just the start. The next
generation of blocks will include
access to data on businesses with
in the block, scoring the risk of fire
based on what type of business
operates within it – for example,
a takeaway restaurant versus a
property that is in use as an office.
Out of all of the perils, fire has
the highest potential for a total
loss. With blocks, insurers can
manage their capacity to under
write in city centres where es
timated maximum loss (EML)
calculations using radial accumu
lation analysis may have previous
ly prevented new underwriting
based on an overestimate of the
EML calculation. In essence, us
ing enriched blocks data enables
commercial property underwrit
ers to write more business.
A more granular level of fire
risk data is also vital to enable
insurance providers to calculate
accumulations, so corrective ac
tion can be taken before limits are
breached, as well as providing an
immediate understanding of the
carrier’s potential exposures if a
fire does occur.
Fire risk data is, of course, also
central to pricing calculations. In
our study, commercial property
insurance providers told us they
are particularly keen to have ac
cess to location-based data such
as this to enrich the quotation
and underwriting process.
Single building outline
In personal lines cover, it is com
mon for insurers to use data en
richment at point of quote and
risk scores that summarise a va
riety of rating factors. This same
principle is becoming common
practice in commercial proper
ty insurance. But instead of a
person, the risk score
and

data enrichment relates to a sin
gle building outline.
Commercial property under
writing has evolved so insurance
providers are now able to aggre
gate and view all risk data relat
ed to a single building outline,
not just an address and not just a
postcode. The risk factors include
information they hold on exist
ing policies, past quotations and
claims. It also factors for global
third-party perils risk models.
This means insurance providers
can gain an in-depth picture of
risk in relation to known peril
zones that have shown a suscep
tibility to natural catastrophe
events in the past.
Ultimately, insurers want ac
cess to high-quality property data,
including the physical property
attributes, but also information
on the owner of the building, the
businesses within the building, the
history of claims for the property
and information on vacancy rates,
planning applications and so on.
To deliver this level of insight,
we need to create databases
bringing together multiple prop
erty data sources and linking the
data to the correct individual
properties. Insurers can then use
this data in real-time for pre-fill
activities, verification of quote
data, rating and risk
assessment.

While fire and flood data are
the location-based specifics insur
ance providers use most often, ac
cording to our study, almost nine
out of 10 commercial property
insurance providers responding
to our research said they believe
past policy data would also be
valuable to their organisation.
This raises the question of
whether shared contributory da
tabases of past policies and/or
past claims would gain the sup
port of the market. In our study,
almost 70% of respondents are
enthusiastic about the idea of mar
ket-wide centralised contributory
databases, but this enthusiasm
is not matched by a willingness
to contribute. When asked how
likely they would be to supply
their own data to such a database
within the next two years, slightly
more than half (51%) of the insur
ance providers said they would
be very (22%) or somewhat (29%)
willing to do so.
Sharing data
We saw this same hurdle among
personal lines insurers, which
now benefit from industry-wide
data sharing. Contributory da
tabases are already common
in the personal lines market –
close to 90% of the mo
tor insurance market
contributes to the
LexisNexis
Risk
Solutions no-claims
discount
module.
However, data sharing
is a relatively new
concept in com
mercial in
surance.

There is little doubt about the
value a contributory database
would bring in terms of data accu
racy, broker and insurer efficien
cy and identifying blind spots in
commercial risk. For example, a
contributory database may reveal
a property had a past fire claim
or the business had made a claim
previously for a fire.
All the same, our research es
tablished there still seems to be
some caution among insurers
when it comes to sharing business
data. Perhaps this is understand
able, given the value of data to in
surance providers.
There is much potential for
further data enrichment in com
mercial
property
insurance
underwriting and exposure cal
culation. Commercial property
insurers are already using their
own customer policy history and
claims data; a contributory da
tabase would be the logical next
step. We know from our research
the majority (72%) see data en
richment as “extremely” or “very”
valuable to their business.
We have pushed the bound
aries of fire risk understanding;
now the sector needs to take that
next step to create an even deeper
understanding of property risk. n
Jonathan Guard is director of
commercial insurance
at LexisNexis Risk
Solutions
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Insurance M&A ‘highest
since financial crisis’
Little sign that Brexit negotiations have affected the appetite for UK assets, but rising
tensions between China and the US could make cross-border deals much harder
Lorenzo Spoerry
Deputy editor

M

erger and acquisition (M&A) activity
in the re/insurance
sector is its highest
level since the financial crisis,
with deal volume reaching €37bn
($42bn) in the first six months of
the year.
This represents an 18% increase on the first half of 2017
and is almost on par with
full-year figures for 2014 and
2016, according to a report
by Willis Towers Watson and
Mergermarket.
Despite the high total deal value, there were only 84 deals in total, the lowest number since 2009,
reflecting the large size of the acquisitions that have taken place.
The biggest deal seen this year
was Axa’s $15.3bn takeover of XL,
announced in March. This followed AIG’s $5.56bn takeover of
Validus, two months earlier.
Fergal O’Shea, a senior director at Willis Towers Watson, said
re/insurers had become more

willing to divest unwanted parts
of their business since the implementation of Solvency II, the
pan-European risk-based capital
regime that came into force on
January 1, 2016.
“As the processes, reporting
and monitoring have become
increasingly
business-as-usual,
executives have taken back their
‘bandwidth’ and got on with the
job of strategically guiding their
companies,” he said.
Meanwhile, private equity investors have taken advantage of
willing sellers and cheap capital
to make their entry into the sector
in force – for example, Apollo’s
decision to buy the Bermudian
re/insurer Aspen for $2.6bn, announced in August.
In the first half of 2018, there
were seven deals in reinsurance
and 11 deals involving composite players. The property/casualty
sector saw 44 deals and the life
sector saw 22 tie-ups.
Corporate tax cuts by the
Trump administration played
a part in driving demand
for US assets in 2018, the report said, as the boost to
company earnings made US
insurers instantly more attractive

Private equity investors have
taken advantage of willing
sellers and cheap capital to
enter the re/insurance sector
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to foreign buyers.
A slowdown on the way?
However, since the second quarter of the year, several factors
have combined to put pressure
on deal activity. These include
increased competition, a difficult
hurricane season and a trend
towards complex acquisitions
that split companies into many
parts.
Indeed, the scale and complexity of the deals being done today

mean there is now a much longer
stretch of time from announcement to closing, according to Jack
Gibson, a managing director at
Willis Towers Watson.
Although there is little sign the
difficult Brexit negotiations have
affected the appetite for UK assets, rising geopolitical tensions
between China and the US could
make cross-border deals between
the two countries much harder, Willis Towers Watson and
Mergermarket pointed out.

‘Executives have
taken back their
“bandwidth”
and got on
with the job of
strategically
guiding their
companies’
Fergal O’Shea
Willis Towers Watson

R&Q inks new workers’ comp re deal
Randall & Quilter (R&Q) has
continued its expansion with
the reinsurance of workers’ compensation liabilities for an unnamed large US insurer, writes
Scott Vincent.
The fronting and legacy specialist said it had issued a collateralised reinsurance policy
written through a cell within its
R&Q Quest Insurance subsidiary.
The reinsurance contract cov-
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ers deductibles written between
2013 and 2016 for a US corporate
entity, R&Q said, with the policy
providing the corporate entity
with full finality while remaining
fully collateralised.
Ken Randall, chairman and
chief executive of R&Q, said:
“This transaction is yet another example of R&Q’s innovative
structures, which allowed the
carrier to provide full finality to

its client through a partnership
with R&Q.”
Earlier this month, R&Q announced the acquisition of Western Captive Insurance Company
(WCIC), the Irish-domiciled captive insurance company of the
Coffey Group.
WCIC underwrote general and
employers’ liability insurance
from 2007 to 2011, covering various members of the Coffey Group.

