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THE MARINE and energy
insurance industry is in danger
of becoming the biggest threat
to its future delegates at the
51st Houston Marine Insurance
Seminar have been told.
Speaking on the opening
morning John B Ludwig,
Executive Vice President, and
Managing Director, Alliant
Insurance Services Energy &
Marine Group warned that
while market conditions were
tough he saw the threat from
within.
He said that the market
needed to innovate and that
those in the industry aged
35-50 had to push and
challenge those over the age of
50 to change the way the
industry operated.
“Be courageous enough to
step outside what you know

MARINE & ENERGY RISK

‘‘

I have one major concern and that is us. when
I came into the industry it was a case of
what we could do for our clients but that has
changed. We now see it as a case of how can
we make you look bad to make us look good?’’
John B Ludwig, Alliant Insurance Services Energy & Marine Group

to find new opportunities,”
he said. “There are massive
opportunities.
“However I have one major
concern and that is us. When

I came into the industry it was
a case of what we could do
for our clients but that has
changed. We now see it as
a case of how can we make

you look bad to make us look
good?”
He continued: “My largest
concern is that we simply eat
ourselves. There are opportunities but we cannot take them
if we kill ourselves.”
Mr Ludwig said the
industry was aware of its
cyclical nature and could not
put the current state of the
market as some sort of shock or
surprise.
However, he did say that the
conditions at the current time
were the most challenging he had
seen at any period in his career.
He added that as a broker
he was not being asked to do
more for less and cautioned
risk managers that the insurance industry simply could not
do their jobs for free. m&er

‘‘

Long term players will remain says Olsson
AS OVERCAPACITY blights
the market the President and
CEO of the world’s largest
energy insurance mutual said
he believed the sector will ride
out the perfect storm.
Bertil Olsson, President and
CEO of OIL said there was
little doubt the impact of the
low oil price and with it the
reduction of upstream activity
would continue to be felt.
However, he added that he
felt as new capacity continued
to enter the market the point
would be reached when

capital sought a better return
elsewhere.
He described the current
conditions as a perfect storm
not only for the energy sector
but its insurers.
Mr Olsson said that the new
capacity entering the sector had
yet to be tested by a major loss
and that the insurance sector
was struggling despite a lack of
large claims and the benefit of
reserve releases.
He added that with an
investment return of 1%
insurers had to deliver a com-

bined ratio of around 87% or
below to deliver a 10% ROE,
There will
traditionally seen as the benchcome a time when
mark for the re/insurance sector. capacity is moved
Mr Olsson added that he was and we might see
sure that those longstanding
capacity withdrawn
players would remain.
from
“There will come a time
unprofitable
when capacity is moved and we and non-core
might see capacity withdrawn
classes.’’
from unprofitable and nonBertil Olsson,
core classes,” he told delegates. OIL
“However the long term energy
insurers have seen the movie
before and will remain
committed.” m&er
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OPENING DAY

TUESDAY 20 SEPTEMBER
TED DIMITRY

HMIS endures says Chairman
The Chairman of the
Houston Marine Insurance
Seminar has said the
seminar once again will
address the future as well
as the present as he opened
this year’s seminar.
TED DIMITRY said the event
endures as a key part of the
marine and energy insurance
calendar after 51 years.
“The HMIS is one of the
oldest and most respected
events of its kind, globally,”
he said. “We celebrated our
50th year in 2015 which un
itself is noteworthy. However,
the Seminar is always striving to be relevant, recognizing
the past and the present but
always looking forward. The
insurance business, in general,
tends to be retrospective.

‘‘

We celebrated our
50th year in 2015 which
un itself is noteworthy.
However, the Seminar is
always striving to be
relevant, recognizing the
past and the present but
always looking forward.
The insurance business, in
general, tends to be
retrospective’’

Ted Dimitry,
HMIS

“I suppose that is natural,
given that insurance itself is a
‘reactive’ profession. Policies
react to claims that have
occurred. Brokers and underwriters react to market conditions or big loss events like
hurricanes, earthquakes or a
big industrial loss (Macondo,
Costa Concordia, etc.).
“Even when considering risks
or evaluating the potential for

loss, many in the insurance
look at an insurance buyer’s
loss record as part of their
analyses. All of that is relevant
and of extreme importance.
However, it is also important
to look to the future… to assess
what exposures are uncovered
or underinsured in a rapidly
changing global economy.
“That is why the Houston
Marine Insurance Seminar

endures… why it is so special in
the eyes of the market. Year over
year, it has paid its respect to the
past and carefully
considered the present… yet
while always looking towards
the future.”
This year saw around 600 delegates attend the event including
the University of Texas – Dallas to
the added to the colleges and universities supported by the Seminar.
On the current state of the
market Mr Dimitry said: “Tough
times indeed… but interesting
times as well. Of course, we
always hope that those who attend
the Seminar come away with
greater knowledge than they had
upon their arrival.
“However, adversity breeds
opportunity. Given the
combination of a very soft
insurance market combined with
depressed oil and gas
pricing (which directly affects the
maritime industry), we hope that
our registrants will walk away
with a keener sense of identifying, mitigating and transferring
risk in the current market
conditions.’’ m&er

HMIS 2016
Opening day
in pictures
HMIS Chairman Ted
Dimitry with Committee
members Steve Weiss
(left) and Josh Kirklin
as the 2016 Seminar
begins.
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P&I CLUBS

Decommissioning opportunities exists
Delegates at the seminar
today will be told P&I clubs
need to turn the rise in
decommissioning to their
advantage.
TODAY’S SESSION will hear
from Fabien Lerede on “P&I
Cover and Decommissioning –
How they work together”.
It comes after warnings that
the trend towards decommissioning creates a challenge in
terms of safety in the shipping
industry.
Allianz Global Corporate
& Specialty (AGCS) raised the
issue in its Marine Safety study.
Several industry segments like
freight, container and offshore
are already vulnerable and any
further deterioration in safety
standards is cause for concern.
The AGCS experts warned
against a deferred safety
mentality, in which necessary
investments are postponed
until potentially better times.
The first tangible signs of this
practice are already evident.
Some shippers have stretched
their maintenance schedules to
the longest possible intervals,
while others are decommissioning ships.
“The recommissioning of
decommissioned ships in a
market that has evolved technologically can be exceptionally difficult,” said Captain
Jarek Klimczak, senior Marine

‘‘
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The recommissioning of decommissioned ships in a
market that has evolved technologically can be
exceptionally difficult, standardized decommissioning
methods need to be developed.”
Captain Jarek Klimczak, Allianz Global Corporate & Specialty (AGCS)

Risk Consultant at AGCS.
“Standardized decommissioning methods need to be
developed.”
Mr Lerede, Divisional Claims
Director, Offshore Charles
Taylor, managers for the
Standard Club Europe said
he believes the P&I clubs can
develop opportunities despite
the depressed shipping market
by helping clients in terms

of the risks that come with
decommissioning.
“The newbuilding sector is
suffering at the current time by
we are seeing a rise in decommissioning, but in many ways
the decommissioning risks are
almost the reverse of those in
construction risk.
“There are liabilities with
the decommissioning of vessels
and as liability insurers clubs
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do have the potential to work
with our clients to protect them
from those liabilities.
“I hope that I can explain
that there are opportunities for
the market and that P&I Clubs
can have an effective role when
it comes to the decision by our
members to decommission a
vessel, and all that entails.”
m&er
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We see risks that others miss.

Expertise goes deep at Great American. Our specialized knowledge of marine
and pollution liability enables us to see the risks that other carriers miss.
That’s why our policies keep our customers so well protected.
www.GreatAmericanOcean.com I Contact Captain Ed Wilmot at 212-510-0135
ewilmot@gaic.com I 301 E. Fourth Street, Cincinnati, OH 45202

Ocean Marine Division
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INSOLVENCIES

The failure of South Korea’s
Hanjin shipping line while
having hit the headlines
is just one of a string of
insolvencies in the maritime
industry according to credit
insurer Euler Hermes.
IT HAS ISSUED a review of
the shipping sector that found
it remains in deep trouble with
little respite on the horizon.
From January through May
2016, insolvencies in the sector rose by more than 10%
compared to the previous year.
The industry continues to feel
the effects of overcapacity and
record low freight and charter
rates, especially as global trade
weakens – creating a domino
effect on the funds and banks
providing financing. With
container shipping firms counting on riding out the storm
through mergers or alliances,
there’s no end of the consolidation wave on the horizon.
“Maritime shipping is the
backbone of global trade,”
said Ludovic Subran, chief
economist of Euler Hermes.
“Some 80% of the global trade
volume and 70% of the value
of traded goods go by ship.
For many years, the industry
benefited from growth in the
container shipping segment
and ever-larger container ships,
despite the seven-year shipping
industry crisis. The positive
trend was supported by low
oil prices. But global trade
can no longer keep pace with
capacity. Supply and demand
trends are steadily diverging.
Shipping a container on the
Asian route today costs about
half as much as just four years
ago. As a result, the container
shipping industry now faces its
biggest crisis. The situation is

Shipping sector showing no
sign of renewed buoyancy
causing stress for some companies, especially if they have
exhausted their buffers during
the persistent crisis.”
Shipping companies are
simultaneously confronted with
persistent high risks, weakening
global trade, overcapacity and
recessions in many countries.
“Some of the industry’s problems are self-inflicted,” added
Mr Subran. “For several years,
shipping companies engaged
in a race for the biggest ships.
This boom in new construction
overtook the industry, with
mega container ships launching
one after another – and more
will be delivered this year.
Overcapacity has been building up over years, and freight
rates are now plummeting. All

‘‘

this at a time when the value of
global trade is contracting and
the Chinese economy -- whose
impact on shipping is enormous - has at least temporarily
run out of steam.”
Similar economic
situations exist in several other
Asian countries, along with
recessions in Brazil and other
South American countries, and
Russia.
“It is almost a perfect storm
that the large container shipping companies are trying to
navigate, using alliances and
mergers to improve capacity
utilization, strengthen market power, reduce costs and
thereby bolster profit margins,”
said Ron van het Hof, CEO
of Euler Hermes Germany,

Some 80% of the global trade volume
and 70% of the value of traded goods go by
ship. For many years, the industry benefited
from growth in the container shipping segment
and ever-larger container ships.’’
Ludovic Subran, Euler Hermes
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Austria and Switzerland.
“Despite these measures, some
shipping companies will incur
heavy losses.”
To combat overcapacity, many
ships are being decommissioned.
This saves fuel costs but creates
maintenance costs -- and subsequent, future recommissioning
will be particularly costly.
“The recommissioning of
mothballed ships is very expensive, so it doubles the pain for
shipping companies,” said van
het Hof. “The global consolidation and merger wave is not
yet over. Through alliances and
mergers, many chartered vessels
are reverting to their owners.
This unleashes a chain reaction
and hits the smaller shipping
companies particularly hard.
Charter companies with only
a few ships and lacking their
own services or access to freight
are suffering. Given the current
record low charter rates, these
firms can barely cover their
operational costs and financial
cover is often thin due to the
lingering shipping crisis. A
vicious circle ensues, and also
adversely affects shipping funds
and banks due to non-performing
loans.” m&er
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A question of growth
In our final roundtable for the 2016 Houston Marine Insurance Seminar we look at
the past and to the future and examine what the role of the insurance sector has
been during difficult times for its clients and how best it can remain relevant.

THE PANEL

Q:

Mike Nukk

Robert Plumb

Sean Dollahon

Jamie Lee

SVP & Global Marine
Manager Liberty
International
Underwriters
(MN)

Senior Vice president
Cobbs Allen
(RP)

Vice President Ocean
Marine Gulf Coast
Liberty International
Underwriters
(SD)

Managing Director Wortham, L.L.C
(JL)

Chris Frick

Ali Rizi

Richard Falcinelli

Richard Whelan

Vice President,
Marine Claims
Liberty International
Underrwriters::
(CF)

Senior Vice President
Global Marine Practice
Marsh USA
(AR)

Vice President, Sr.
Manager-Marine
Risk Engineering at
Liberty International
Underwriters
(RF)

Senior Underwriter,
Exploration Liberty
International
Underwriters
(RW)

What do you see as the biggest changes for the marine/energy
insurance sector during the past decade and what ‘if any’ lessons
have been learned?

MK: With the current challenging market condi-

tions in order to deliver the best ‘product’, I
believe leading Marine Insurers must have a
sustainable business strategy that not only focuses
on preservation of capital and the core portfolio,
but also includes a ‘value added’ proposition for
our clients. We must remain buoyant to ‘weather
the storm’ and utilize scale with operational
efficiencies that allows for product innovation,

8 Marine & Energy Risk | HOUSTON MARINE INSURANCE SEMINAR 2016

‘‘

research and development in new emerging industry coverage segments, enhanced analytics (for
technical underwriting decisions, pricing elasticity
and claims trending) as well as proactive risk engineering solutions specific to our clients’ complex
industry segments. Partnering with our clients and
brokers is key to driving these facets and I believe
will continue to allow for mutual opportunities for
growth in our respective businesses.

I believe leading Marine
Insurers must have a
sustainable business
strategy that not only
focuses on preservation of capital and the
core portfolio, but also
includes a ‘value added’
proposition for our
clients. ’’

TUESDAY 20 SEPTEMBER

RP:

Carriers and syndicates for the most part are reliant solely on rate considering investment income is
meager at best. Ironically though ultimate loss ratios
suggest the insurance industry has not been disciplined from a rate adequacy standpoint. The trend
has been to buy market share in an ever softening
environment. In a way Saudi Arabia has done to
oil supply what the insurance industry has done to
capacity. In this environment what we’re shockingly
observing is a replication of like product offerings
with a client and exposure base that is continually
shrinking. Some call it a perfect storm while oth-

SD: We would not have enjoyed the success that

we’ve had over the past ten years in Houston if
we didn’t make it a priority to help our clients
achieve their goals. The past 18-24 months have
certainly been challenging for our clients and
brokers. It’s my belief that helping our clients
begins with understanding their needs and ends
with delivering a tailored solution that provides
flexibility. We’ve heard stories about a client
losing a contract because their insurer couldn’t or
wouldn’t provide some terms or conditions that
the contract required. This often comes down to
a failure of the underwriter to understand their
client’s needs.
An effective and successful underwriter will
study the market, understand the environment

JL: We have had a very supportive insurance

industry during this commodity downturn. Some
of that is driven by the competitive environment
with surplus capacity but we are a relationship
business and we have seen that hold true in this
difficult time for insureds. In many cases, underwriters have allowed retroactive rate and credit
adjustments, cash flow friendly payment schemes,
the return of minimum but unearned premium
and other miscellaneous policy benefits. As with

in association with

HMIS ROUNDTABLE
NEWS3

‘‘
‘‘
‘‘

ers call it a blood bath. Thankfully for insurance
buyers, until a shock loss is absorbed throughout
the system marine and energy clients will experience premium costs savings. This is particularly
useful to financially stressed companies who are
attempting to maintain solvency as commodity
pricing fluctuates in a downward fashion. Premium
savings can drive growth as it frees up capital for
clients to invest in the future.
While growth is important sustainability should
be the main focus for clients and the insurance
industry alike.

and apply some creativity to their product.
Post-casualty investigations of major incidents
always yield lessons, frequently leading to
remedial action by the operator, regulatory
changes and improved best practices for the
industry sector. Safety management systems
continually evolve and improve, lessening the
chance of future similar disasters. The lesson for
insurers is the importance of risk selection and
mitigation, technical underwriting and claims
management.
LIU’s integrated business approach brings
together our collective expertise in underwriting, risk engineering and claims management,
resulting in improved outcomes for LIU and our
clients.

all cycles, this downturn will wring out inefficiencies and drive innovation and we will look to our
insurance partners to help adapt and innovate coverage in the same manner. As far as driving new
growth, insurance by nature is a reactive product,
so when the need for new or enhanced coverage
presents itself, the insurance companies with the
most flexibility and best understanding of the risk
will be able to capture that market share early and
be in best position to ride the wave.

The trend has been to
buy market share in an
ever softening
environment. In a way
Saudi Arabia has done to
oil supply what the
insurance industry has
done to capacity.’’
The past 18-24 months
have certainly been
challenging for our
clients and brokers. It’s
my belief that helping
our clients begins with
understanding their
needs and ends with
delivering a tailored
solution that provides
flexibility.’’

As with all cycles, this
downturn will wring out
inefficiencies and drive
innovation and we will
look to our insurance
partners to help adapt
and innovate coverage in
the same manner. ’’
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CF: From the claims perspective, LIU supports its

marine and energy clients by ensuring that losses
are mitigated properly, and that throughout every
step of the claims process, our clients are kept
fully informed and participate in claims outcomes,
developing the best results possible. For first-party
losses, we work with our clients to fully investigate
and timely fund covered losses so that the business is not strapped with insurance receivables. In
the case of third-party claims, LIU recognizes that
not only are financial considerations significant,

‘‘
‘‘

TUESDAY 20 SEPTEMBER

the reputation of our client’s business can be
tarnished if the client is not vigorously defended
and placed in the best light possible. We ensure
proper representation, and work with our clients
to develop the best plan for resolving matters in
the most efficient, and least costly manner, from
the viewpoint of both finances and standing.
LIU can help drive new growth by maximizing
the effectiveness of the claims process, freeing up
our clients’ financial and personnel resources to
focus on moving forward rather than fighting the
mistakes of the past. We can share our experience in the market, helping our customers learn
from the mistakes of others. Our risk engineering
department will also help identify opportunities
for more efficient, safer operations.

For first-party losses,
we work with our clients
to fully investigate and
timely fund covered
losses so that the
business is not strapped
with insurance
receivables.’’

is a slow moving ‘elephant’. However, the very same
folks would also vouch that this industry has the
ability to weather various kinds of ‘storms’ and still
be there for their clients’ business. The ability of insurance companies to standby after catastrophes like Sept.
11, Hurricane Katrina, or recent uptake on solutions
provided related to Cyber Risk are all testament of this

industry ‘standing beside when needed most’.
Most Marine & Energy clients have been impacted
negatively with the sudden price of crude. However,
this also created opportunity for several downstream
customers in the developing world to build infrastructure for LNG, as well as power related projects.
Such projects require insurance as a necessary tool
for financing. Additionally, insurance for such projects require innovative products as well as carefully
crafted insurance solutions. Insurance companies
have stepped up for such projects, and have been key
strategic partners in getting some of those projects
off the ground.

The ability of insurance
companies to standby after
catastrophes like Sept. 11,
Hurricane Katrina, or recent
uptake on solutions provided
related to Cyber Risk are all
testament of this industry
‘standing beside when needed
most.’’

RF: The insurance industry has stepped up to
provide coverage and pay claims in spite of market
challenges and adverse risk trends. In order to help
a client drive growth, an insurer needs to be committed to learning their business. Account retention
benefits both parties to an insurance contract since

it gives an insurer the opportunity to develop a
relationship with their insured and fully understand
their business and risk profile. Over the course
of the relationship, policy terms are reviewed and
amended when necessary, risk engineering reviews
and site inspections are conducted to identify and
mitigate risks, and claims are handled expeditiously and professionally. LIU has many success
stories where assistance we have provided to clients
has made a positive impact on their bottom line,
enabling them to remain profitable and grow the
business.

LIU has many success stories
where assistance we have
provided to clients has made a
positive impact on their bottom
line, enabling them to remain
profitable and grow the
business.’’

AR: Some often complain that the insurance industry

been in Houston for ten years and along with
other domestic insurers there has been a necessary
malleable approach to insuring clients through the
cycles. A keen focus on individual products that
are most beneficial for the client without jeopardRW: Clients have hit some of the toughest times in the izing the insurer’s position is necessary. Clients are
relying on stable and improving oil and gas prices
history of the industry. Insurers have assisted them
for growth, and while insurers can offer competithroughout leaner times and it is essential that they
tive products, it is unlikely that these savings will
continue to do so. Not only in order to maintain
be the sole driver of growth. However it is importheir relationships with the individual client, but to
tant to assist clients during the more challenging
maintain the relationship between the Oil and Gas
market and the Insurance sector as a whole. LIU has markets. m&er
10 Marine & Energy Risk | HOUSTON MARINE INSURANCE SEMINAR 2016

‘‘
‘‘

Clients have hit some of the
toughest times in the history of
the industry. Insurers have
assisted them throughout
leaner times and it is essential
that they continue to do so.’’

GENERAL LIABILITY
EXCESS CASUALTY & UMBRELLA
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ENVIRONMENTAL
RAILROAD
CONSTRUCTION

ENERGY PROPERTY
PRODUCT CONTAMINATION
PRODUCT RECALL
PROFESSIONAL LIABILITY
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PROGRAMS

THERE ARE SOME RISKS ONLY A SPECIALIST CAN HANDLE.
We’re LIU, the global specialty lines division of Liberty Mutual Insurance. To meet our underwriters and
learn more about how they can help you and your clients handle unique risks, visit www.LIU-USA.com.
Boston | New York | Chicago | Atlanta | Dallas | Houston | Denver | Los Angeles | San Francisco | Miami | Baltimore | London | Europe | Asia | Australia | Canada | Latin America | Middle East
Certain coverage may be provided by a surplus lines insurer. Surplus lines insurers do not generally participate in state guaranty funds and insureds are therefore not protected by such funds.
© 2015 Liberty Mutual Insurance

MARINE NEWS
IUMI

Delegates at the International
Union of Marine Insurance’s
(IUMI) annual conference
have been told they need to
adapt or die after they heard
global marine underwriting
premiums for 2015 fell by
10.5%. Jon Guy reports
TOTAL PREMIUMS fell to
US$29.9 billion prompting
the Chairman of the organisation’s Facts and Figures committee to warn marine underwriters faced a new reality.
Patrizia Kern-Ferretti said:
“Commodity prices are weak
and freight rates are low and
these persistent soft market
conditions are challenging for
marine insurers. Uncertainty
has also been driven by the
increasing and unknown risk of
accumulations and a growth in
M&A activity across the globe.
Although we are hopeful that
the continuing global economic
recovery will strengthen world
trade and therefore lend greater
support to our sector, marine
insurers must adapt to this
changing environment if they are
to survive and remain effective
in the future.”
Technical insurance results
for the 2014 underwriting year
deteriorated strongly for cargo,
hull and energy sectors compared with last year’s reported
data for the same period. While
results always deteriorate over
time due to the lag in registering and paying claims, the deterioration in 2014 was above
average. This was due to substantial, but not unexpected,
increases in reported outstanding loss reserves for the 2014
underwriting year.
Offshore energy led the fall

TUESDAY 20 SEPTEMBER

Energy leads
the way as
global marine
premiums fall
with a 20% reduction on 2014.
Premium income dropped
to US$4.5 billion in 2015. The
report said the majority of
business was transacted in US
dollars and so the strong dollar
could not be culpable for this
decrease. Income is likely to
drop further as planned projects are postponed or cancelled.
Hurricane/weather issues
have not made any real impact
in recent years but a series of
high profile losses in 2015 have
had a significant effect.
The strong drop in premiums
is expected to continue into

‘‘

2016 and current conditions
dictate that a market upturn
is not expected for some time.
The low oil price has forced
the cancellation/postponement
of a number of offshore projects, particularly in deep-water
and in the Arctic region. Low
interest rates and stock market instability is also likely to
impact negatively in the future.
Premium income in the cargo
sector reached US$15.8 billion for 2014 which is a 9.1%
reduction on the 2014 figure.
However, the strong dollar
masked the real income

Commodity prices are
weak and freight rates are
low and these persistent
soft market conditions are challenging for marine
insurers. Uncertainty has also been driven by the
increasing and unknown risk of accumulations and
a growth in M&A activity across the globe.’’
Patrizia Kern-Ferretti, IUMI
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number which made it difficult
to identify any real market
development.
The hull sector saw an 8.4%
fall in premium income to $7.5
billion for 2015. The IUMI
report said exchange rates are
likely to have impacted this
number but to a lesser degree
than for cargo, due to the global
nature of the portfolio. Although
the world fleet continues to
grow, the average insured vessel
value has been reducing which
has had a correspondingly negative effect on premium income.
Claims frequency continues a
downward trend as does total loss
frequency despite a minor uptick
in 2015. Repair costs are stable or
slightly reducing which is likely to
be a result of a strong US
dollar – premiums are collected in
US dollars whereas repair costs are
paid-out in local currencies.
2014 saw an exceptionally low
number of major losses but that
number returned to normal
levels last year. So far the losses
this year have been low but past
performance is not a
reliable indicator of future
results, therefore the remainder
of this year and into 2017 is not
easy to predict. m&er
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REGULATION

The UK insurance regulator
has expressed its concern
over what it described as
“counter intuitive’’ pricing in
the London market marine
and energy classes. Jon Guy
reports.
IT COMES AS consultants
PwC predicted that such was
the paucity of premium levels in the energy sector that
a normal catastrophe year
would in effect wipe out the
market’s energy premiums.
The firm said it performed
its review of the ‘poorly performing’ classes identified by
Lloyd’s to create a PwC market
view of 2016.
In terms of energy the review
said a particular area of focus
for the energy class is the offshore property risks exposed
to natural catastrophes in the
Gulf of Mexico where market average risk adjusted rate
reductions exceeded 25% last
year. For this class of business,
the market includes on average
a 30% catastrophe loss ratio
within business plans.
“Over recent years, catastrophes have been relatively
benign, contributing to favourable experience,” said PwC.
“Indeed, we understand one
catastrophe model vendors’
internal view of ‘near-term’
catastrophe risk has reduced in
response to recent experience.
In light of ongoing and double
digit rate reductions over recent
years (in addition to the effect
from falling oil prices), rather
like cargo, there are increasing
concerns over rate adequacy,
with the market average initial
2016 planned combined ratio
being 100% after allowing for
reinsurance.”
When it came to cargo PwC
said it believed that the under-

UK Regulator has cargo and energy
underwriters in its sights
writers had no option but simply count on their luck to avoid
losses given the rating levels.
It added it found in May this
year “often counter-intuitive
material reductions” in the
booked, planned and priced
loss ratios in the casualty class
of business for this year. These
reductions are particularly
acute when recent rate
reductions are considered.
“The cargo class faces the
same issue, despite market
average planned combined
ratios being around 100%
after allowing for reinsurance,
which would make the business
wholly reliant on good fortune
in claims experience and invest-

‘‘

ment returns to make a profit.”
If the issues have not passed
PwC by they have also been
flagged by the regulator
The report explained: “With
ongoing rate reductions in an
already challenging London
insurance market, the PRA
has observed some counterintuitive pricing trends in the
London Market in their recent
‘Dear CEO’ letter. Lloyd’s also
announced a ‘portfolio review’
earlier this year to increase
scrutiny in the approval of
2017 syndicate business plans
this year and there are clear
signs from both London
Market regulators of increased
focus on market conditions.

The cargo class faces the same issue,
despite market average planned combined ratios
being around 100% after allowing for reinsurance,
which would make the business wholly reliant on
good fortune in claims experience and investment
returns to make a profit.”
PwC
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“Following Lloyd’s managing
agency submissions of high-level 2017 business plans in July,
engagement with Lloyd’s over
the coming months will be key
to ensuring approval for 2017
plans. Historically, Lloyd’s
has paid most attention to
plans that include an increase
in volumes or significant new
classes. This year, scrutiny
will further focus on Aviation,
Cargo, Casualty, Energy and
Terrorism lines, where premiums are expected to be flat.
The review will focus on what
Lloyd’s considers the poorest
performing or most challenging
classes based on an assessment
of recent experience and premium rate reductions.”
Jerome Kirk, London Market
actuarial leader at PwC, said:
“It’s not surprising that Lloyd’s
and the PRA have taken these
actions given everything we
are seeing in the Market. Our
review points to a number of
potential problem hot spots
and numerous examples of the
Market assuming a greater level
of profitability than what may
be supported by recent experience and rate changes.’’ m&er
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