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C

anada’s Intact Financial has
completed its deal to acquire US
insurer OneBeacon from White
Mountains and immediately
targeted growth through new product
opportunities in US and Canadian specialty lines.
The $1.7bn deal, announced in May,
will create a specialty lines group writing more than $2bn in premiums from
small and medium-sized businesses in
North America.
Mike Miller, former chief executive
of OneBeacon, will lead the combined

business. He will report to Charles Brindamour, chief executive of Intact, who
said the combination of the two firms
would allow the company to better
compete with other large international
insurers operating in the US and Canadian markets.
One of the first steps taken by the
combined company has been to launch
a
cross-border facility, which will
aim to better serve Canadian-based
customers with US exposure and USbased OneBeacon customers with Canadian exposures.
In the fourth quarter, Intact said it
will start offering OneBeacon’s specialty
products and services in Canada, with
an initial focus on technology and entertainment risks.
Intact said its objective was to grow the

new combined specialty business while
operating at a combined ratio in the low
90s over the next 24 to 36 months.
The Canadian insurer said the
acquisition is expected to be accretive to net operating income within
24 months.
In its most recent full-year results,
OneBeacon delivered a pre-tax profit
of $96.1m on the back of a combined
ratio of 97%.
Intact announced in May it had arranged a deal with an unidentified reinsurer to cover 80% of unfavourable
development (more than $74m) of OneBeacon’s claims liabilities as of December 31, 2016.
OneBeacon’s shares have now ceased
trading and have been delisted from the
New York Stock Exchange.

Maria to cost insurers $15bn to
$30bn, RMS says
Hurricane Maria will cost the re/
insurance industry between $15bn
and $30bn, according to catastrophe
modelling company RMS, writes Lorenzo Spoerry.
The estimate represents losses associated with wind, storm surge and inland
flood damage across the Caribbean, in
particular Puerto Rico and Dominica.
It includes property damage and

business interruption to residential,
commercial and industrial lines of business. RMS said most of the losses were
caused by wind damage.
RMS’s loss range is far below the
$40bn to $85bn estimated by rival AIR
Worldwide earlier in the week.
“Although there is more than $500bn
of exposure on Puerto Rico, significant
amounts of property damage will not

be insured and this will limit industry
losses,” Michael Young, RMS’s head of
product management for US climate
models, said.
The most catastrophic impacts, RMS
added, “may have been in areas with
very low insurance coverage”. The
firm estimates overall economic damages from Maria at between $30bn and
$60bn across the Caribbean.
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Lloyd’s halts syndicate
profit distribution as it
assesses hurricane losses
Chief financial officer says market must recapitalise quickly
Michael Faulkner
Editor

L

loyd’s has suspended the
distribution of profits by
syndicates as it assesses
the impact of this year’s
devastating hurricanes.
The corporation disclosed on
Thursday early preliminary loss
estimates of $4.5bn for Hurricanes Harvey and Irma.
Lloyd’s is still assessing the impact of Hurricane Maria, but analysts suggested the scale of this
year’s catastrophe losses could hit
the market’s capital levels.
Speaking following the interim results, Lloyd’s chief financial
officer, John Parry, said the corporation had suspended profit
distribution so earnings can be
used to restore syndicates’ capital levels where necessary.
“We will be talking to syndi-

cates. We want to recapitalise
quickly rather than wait,” he said.
Normally, syndicates can distribute excess profits to members,
but Parry said the scale of the losses meant some would see capital
levels depleted. “I don’t anticipate
any going bust,” Parry added.
Experts said the decision to suspend profit distribution was out of
the ordinary. Mazars partner Michael Tripp said: “It is highly unusual, but not without precedent”.
Parry said the $4.5bn estimate
for Harvey and Irma was an “early figure” and “should be treated
with extreme caution”.
Modelling firms have estimated
industry insured losses in the region of $50bn for these storms.
Parry said it was “too early”
to provide an estimate of the
market’s losses for Maria, but he
expressed surprise at estimates
from AIR Worldwide that Maria could cost insurers between
$40bn and $85bn.
“It is not in accordance with our

estimates,” he said, adding that
Lloyd’s was seeking an explanation
of this estimate.
In an interview yesterday with
Insurance Day, AIR Worldwide defended its loss estimate for Hurricane Maria because of the storm’s
huge radius at landfall. The modelling agency said the size of the
deadly hurricane meant Puerto
Rico was subjected to the storm’s
maximum winds, driving this
week’s enormous loss estimate.
The scale of this year’s catastrophe suggests the Lloyd’s market
could report a full-year combined
ratio of more than 112.5%, according to analysts at Jefferies.
That would be in excess of the
106.8% reported in the 2011, the
last major catastrophe year.
Jefferies estimates a further $1bn
for Hurricane Maria and the recent
Mexican earthquakes combined.
This meant the catastrophes
would potentially be a capital rather than earnings event for Lloyd’s.
Member’s funds at Lloyd’s stand

at more than £22.2bn ($29.81bn),
Jefferies said the market has the
capital to absorb the losses without drawing on Central Reserves.
Lloyd’s announced a profit of
£1.22bn for the first half of 2017,
on the back of an increase in gross
written premiums to £18.9bn.
This compared with a profit of
£1.46bn in the first six months of
last year, with gross premiums up
from £16.3bn.
The market’s underwriting performance has improved during
the period, with a combined ratio
of 96.9% compared with 98% in
the same period the year before.
Lloyd’s underwriting result improved to £370m, compared with
£210m in the first half of last year.
Much of the improvement was
attributed to the benign loss environment of the first half, with the
figures covering a period before
the recent hurricane activity.
Lloyd’s investment return dipped
to 1.5% for the six months, down
from 1.8% in last year’s first half.

Reinsurance performance pushes
Lloyd’s to sub-100 accident-year ratio
Accident-year ratios improved
for most classes of business at
Lloyd’s, but remained above 100%
for all except two classes, as fierce
competition continued to depress
rates, writes Michael Faulkner.
The improvements took Lloyd’s
to an accident-year ratio of 98.5%
for the first half of the year, the
first sub-100% accident-year ratio since 2015. In the first half
of 2016, the accident-year ratio
was 103.7%.
A lower incidence of major losses was a significant factor in the
lower accident-year ratio, with
major claims adding 1.9% compared to 5.7% a year earlier.
Lloyd’s also benefited from
lower administrative expenses
on the back of expense reduction,
which declined to 12.9% from

14.1% in the first half of 2016.
But risk-adjusted rates continued to fall, albeit at a slower rate
than at the half year 2016.
Reinsurance
and
aviation
were the only two classes to report accident-year ratios below
100%, with reinsurance seeing
the greatest improvement, booking a ratio of 96.3% compared to
106% in 2016.
Aviation was only marginally
under 100% at 99.5%, down from
103% in 2016.
But other lines of business
failed to break the 100% barrier.
Energy business saw the greatest
improvement shaving nearly 10
points off the accident-year ratio
to reach 100.2%, despite a major
loss at a refinery in Abu Dhabi in
January.

This was followed by property,
which booked an accident-year
ratio of 100.9% compared to 105%
in 2016.
Motor and casualty lines both
improved.
However, the accident-year ratio in marine business increased
2.4 points to 107.4%.
The impact of prior-year reserve releases failed to stem
underwriting losses, with underwriting results deteriorating in
nearly all the Lloyd’s market’s
business segments, with only reinsurance and energy lines reporting an improved performance in
the first half of the year.
Losses widened in property,
casualty, marine and motor segments, while underwriting profit
declined in the aviation segment,

which saw underwriting profit
fall compared to last year.
Underwriting losses in property
and motor doubled compared to
the same period last year,
The Lloyd’s market’s small life
segment moved into a loss.
But reinsurance was the standout performer, with the class reporting underwriting profit of
£258m for the first half of the year,
compared to £91m a year earlier.
Underwriting profits more than
tripled in energy business, rising
to £80m from £26m, with reserve
release pushing the combined ratio down to 81.5%.
Increased profits in reinsurance and energy propelled the
market to an underwriting profit
of £366m for the first half of the
year, up from £206m.

Declared
market
loss tally
tops
$7.6bn
Private market insured losses declared to date from Hurricanes
Harvey, Irma and Maria have
surpassed $7.6bn following the
announcements by Lloyd’s and
Chubb. writes Scott Vincent.
The $4.5bn figure for the
Lloyd’s market, which does not
include the impact of Maria, represents more than half of the total
declared to date.
Chubb’s loss range of $1.45bn
to $1.6bn also only reflects
losses from Hurricanes Harvey
and Irma.
Mapfre’s declaration of losses of €150m ($176.7m) to €200m
also includes the impact of recent
Mexican earthquakes.
In the US domestic market,
Travelers has said it will see a pretax loss of $375m to $750m from
Hurricane Harvey.

$4.5bn
Declared losses

for Lloyd’s alone,
which does not
include Maria
losses yet
The extent to which reinsurers are expected to foot a large
portion of the bill from the three
storms has been demonstrated by
the relatively small retentions of
two US insurers.
HCI Group expects a $100m to
$300m loss from Hurricane Harvey, but will retain only $16m.
And United Insurance faces a $300m to $600m bill from
the storms, but will retain only
$81m thanks to the excess of loss
and quotashare programmes it
has in place.
In addition to the private market impact, Citizens, Florida’s
insurer of last resort, has said it
expects to pay out around $1.2bn
from Irma, of which $193m will
be recovered from the Florida
Hurricane Catastrophe Fund,
while the National Flood Insurance Program has estimated its
Harvey impact at $11bn.
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US hurricane losses weigh heavily on markets of last resort
With the glaring exception of the NFIP, residual schemes
in the US have enhanced their ability to absorb
catastrophe losses, but further reform is needed
Rasaad Jamie
Global markets editor

T

he 2017 Atlantic hurricane season could be the
costliest on record, forcing
federal- or state-supported
catastrophe insurance schemes of
last resort to reconsider their options in a shifting US property catastrophe market environment.
Plans to reform the National Flood Insurance Program
(NFIP), the Texas Windstorm Insurance Association (TWIA),
Florida Hur-

ricane Catastrophe Fund (FHCF)
and Florida Citizens Property Insurance have long been the subject of
debate. But the triple whammy of
Hurricanes Harvey, Irma and Maria could provide fresh impetus to
initiatives to change the way these
schemes are funded, structured and
operated, experts say, and increase
the participation of private re/insurers in these residual markets.
Over recent years, some of the
schemes have reduced their policy
count (and therefore their exposure) by passing policies to the private market through depopulation
programmes, while other schemes
have adopted more actuarially
based underwriting practices and
gained access to capital market
and other alternative risk-transfer
capacity over the same period.

Prepared
At the July renewals, residuals made
fuller use of a combination of traditional, collateralised and securitised protection in the run-up to this
year’s hurricane season, but this
prepared them only to a degree.
Stephen
Korducki,
president
of BMS Re US, says the residual
schemes in Florida and Texas have
taken advantage of the soft market
and the availability of traditional,
collateralised and securitised cover
when structuring their programmes.
“By their nature, these schemes
lend themselves to collateralised
programmes because they don’t
need reinstatable coverage,” Korducki says. “For Florida Citizens and
the FHCF, the coverage was used
high up in their programmes and is
therefore unlikely to have a loss to
the reinsurance programmes. The
TWIA’s programme covers wind
only and with Harvey being less
of a wind event, it is unlikely its
programme will need to respond. The NFIP reinsurance
programme is the only pro-

gramme that is likely to respond to
the flood losses from both Harvey
and Irma.”
Edward Hochberg, chief executive of JLT Re North America, says in
aggregate the residuals were making use of alternative risk-transfer
strategies, although it varied by entity. “The NFIP purchased reinsurance for the first time, with about
$1bn of protection. That amount
won’t even touch the sides of Harvey, let alone Harvey and Irma
combined, so those losses will ultimately become the taxpayers’ problem. For the FHCF and TWIA, it is
likely the reinsurance significantly
enhanced their ability to withstand
these types of losses and minimise
the impact of assessments.”
Hardening market
Julie Serakos, BMS Re US executive
vice-president, believes this year’s
events will not change the view of
the residual schemes on their purchase of reinsurance. “They tend to
be opportunistic buyers and if the
market substantially hardens, they
are likely not to buy. However, these
events are not expected to harden
the market overall… so from that
standpoint, we don’t anticipate the
residuals will make a major change
to their view of and use of reinsurance coverage options,” she says.
Thomas Dawson, a partner in
the New York and London

offices of law firm Drinker Biddle &
Reath, believes a hardening market
will make little difference to efforts
to restructure the residual market
in the US. “Assuming there is generalised market hardening between
now and January 1, 2018 and before
June 1, 2018 renewals, and assuming low to no additional significant
cat losses in the interim, the likelihood seems low that there will
be some ‘shock and awe’ market
impact that might actually prompt
radical reform efforts,” he says.
Hochberg says the pressure to reform varies markedly from scheme
to scheme. “For the FHCF, early
indications are the underlying machinery has worked reasonably
well and there probably isn’t going
to be an impetus to change things
too dramatically. For the TWIA,
there was already an initiative to
depopulate and reduce exposure,
and I do think Harvey will help to
spur that effort.”
The damage wreaked by Harvey
shines a light on the shortcomings
of the NFIP in particular, Hochberg
says. “The NFIP basically works for
no one – not the consumers and certainly not the tax-payers,” he says.
“The NFIP was on schedule to have
a significant loss before Harvey and
it was already tens of billions of dol-

lars in debt to the US Treasury. We
can now tack on another $20bn to
$25bn of losses, which will almost
certainly become the taxpayers’
problem in one form or another.”
For Dawson, none of the attempts
to reform the NFIP to date address
the fundamental problem facing
the scheme: the low take-up of flood
insurance. “Too many residential
and commercial properties that
should be insured against flood are
not covered. Arguably, that is also
true for structures owned by state
and local governments,” he says.
Dawson calls under-insurance
the root cause of the national resiliency shortfall in the US, which is
not confined to flood risks. “When
nat cats strike, flood and quake insurance is in place to protect only
between 10% and 20% of residential property owners. Wind deductibles equal to 1% to 10% of insured
values contribute to the resiliency
shortfall. How can societies recover
and rebuild without full insurance
protection?” he says
Dawson says the solution lies in increasing the
involvement of private
market insurers and reduce the NFIP’s overall exposure.
However, the federal flood
insurance legislation that
would have

incorporated the flood insurance
privatisation bill (HR 1422) was
defeated earlier this week. “It may
be revived later. If it isn’t, we’ll be
debating this again in December
2018 when the NFIP comes back
up for extension/renewal/reform,”
Dawson says.
The future
Hochberg says in Florida and Texas, the move had been to
making the residuals more like insurers of last
resort versus
insurers
of (de facto) first resort. “Barring
major changes in their respective
state capitals, I would see this trend
continuing,” he says. “How flood insurance is reformed over the next
three to five years is far less clear.
One would have thought that the
NFIP losses and uninsured exposures in Katrina would have provided impetus back then. However,
we are broadly in the same place as
we were in 2005.

“That said, I am more optimistic
there will be at least incremental
changes that encourage the private market to participate in the
residential flood insurance market; it is increasingly clear the current system works for no-one. I
don’t believe Washington politics
will allow for the level of reform
that is probably needed, but
it is abundantly clear that
something has to give.”

There are elements of the Florida and Texas markets the private
market will not or cannot insure
and this situation will not change,
according to Korducki.
“There will always be a certain
number of properties that will
find their way into the residual
markets. The private markets look
for risk that meets their under
writing criteria, so there
will always be an element of cherry-picking. The residual markets need to get pricing to
as adequate as a level as possible
to avoid any disruption within its
scheme,” he says.
Jeffrey Kingsley, a partner and
leader of the reinsurance practice at law
firm Goldberg Segalla, says the cost
and scope of cover

remain the biggest challenges to
allow greater participation of the
private sector.
“That is why these programmes
will remain. That said, given the
significant losses from Hurricanes
Irma and Harvey and the current
indebtedness of some programmes,
a combination of public/private section participation is needed – perhaps even a subsidy to entice greater
private sector participation.” n

The aftermath of Hurricane
Irma in Florida: the damage
wrought by Harvey, Irma and
Maria could force a rethink
of US state- or federal-backed
insurance schemes
© 2017 Alan Diaz/AP
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SHARES ANALYSIS
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strongly for much of the year, and
now sits as the top performer of
our selected insurers for 2017, up
32.9% for the year to date. Hiscox
is the next best insurer, gaining
2.2% to go to +23.5% for the year.
Despite announcing it would
probably suffer a third-quarter
loss a fortnight ago, Munich Re
gained 2.30% this week amid rumours it is on the verge of offloading some of its primary life units
in runoff, while Arch Capital was
another gainer, advancing 2.35%
to go to +14.42% for 2017.n

Lloyd’s companies
European groups
Bermudians
Other
Brokers

Bermudians

LSE

Sterling (p)

454.50

(0.48)

17.29

15.38

527.50

351.68

£2.40bn

12.10

Hiscox

LSE

Sterling (p)

1,256.00

2.20

23.50

18.94

1,378.00

978.00

£3.50bn

15.37

Lancashire

LSE

Sterling (p)

632.00

(0.47)

(8.93)

(6.78)

775.00

608.00

£1.24bn

10.02

Novae

LSE

Sterling (p)

713.50

0.63

3.78

(7.22)

850.00

40.32

£0.46bn

–

0.47

8.91

5.08

Other
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Sep 20

Sep 13

Sep 6

Aug 30

Aug 23

Aug 16

Aug 9

Aug 2

jul 26

Jul 19

Jul 12

Jul 5

Jun 28

Jun 21

Jun 14

Jun 7

May 31

52-week Market cap
low

Price-earnings
ratio

186.65

1.36

18.89

41.83

187.70

126.60

€82.84bn

11.49

LSE

Sterling (p)

500.50

(0.20)

2.90

13.31

570.50

411.30

£20.22bn

18.27

Axa

EN Paris

Euro

24.80

0.69

3.33

32.02

25.81

18.00

€60.06bn

10.64

Generali

Milan SE

Euro

15.50

(0.32)

9.77

42.07

16.08

10.50

€24.04bn

11.57

Hannover Re

Xetra

Euro

99.81

(3.43)

(2.91)

(4.99)

116.50

92.00

€12.13bn

9.86

Munich Re

Xetra

Euro

178.25

2.30

(0.78)

7.64

189.40

159.20

€27.53bn

11.49

RSA

LSE

Sterling (p)

621.50

(0.40)

6.06

13.93

672.50

511.00

£6.33bn

55.99

Scor

EN Paris

Euro

34.13

1.07

3.94

23.08

37.75

26.75

€6.56bn

10.21

Swiss Re

SIX Swiss Ex

Swiss franc

85.80

1.48

(11.09)

(2.00)

98.50

81.65

SFr29.90bn

8.88

Zurich

SIX Swiss Ex

Swiss franc

286.40

(0.62)

2.14

13.65

299.70

243.60

SFr43.33bn

13.59

0.19

3.23

18.05

Arch Capital

Nasdaq

US dollar

98.73

2.35

14.42

23.75

99.47

76.47

$12.82bn

18.05

Argo Group

Nasdaq

US dollar

61.35

1.40

(6.90)

9.36

69.03

54.40

$1.84bn

11.07

Aspen

NYSE

US dollar

39.15

(4.81)

(28.82)

(15.63)

57.80

35.05

$2.45bn

16.18

Axis Capital

NYSE

US dollar

57.05

(0.51)

(12.59)

5.12

71.06

52.15

$4.73bn

12.65

Everest Re

NYSE

US dollar

221.08

(1.66)

2.16

16.11

277.17

183.04

$9.20bn

7.59

RenaissanceRe

Nasdaq

US dollar

133.12

2.10

(2.28)

10.77

152.00

117.36

$5.31bn

11.34

Third Point Re

Nasdaq

US dollar

15.35

6.60

32.90

28.34

16.10

11.05

$1.65bn

7.99

Validus

NYSE

US dollar

47.31

0.81

(14.00)

(5.30)

58.76

41.15

$3.77bn

13.03

XL Group

NYSE

US dollar

37.99

(2.66)

1.96

12.93

47.27

32.81

$9.89bn

13.21

0.40

(1.46)

9.49

AIG

NYSE

US dollar

61.25

1.88

(6.22)

4.88

67.47

57.35

$55.12bn

37.05

Chubb

NYSE

US dollar

141.91

(1.37)

7.41

14.08

150.28

121.48

$66.65bn

12.48

Fairfax

Toronto

Can dollar

631.65

(1.75)

(2.60)

(16.47)

777.45

547.95

C$18.45bn

–

Greenlight Re

Nasdaq

US dollar

21.50

3.37

(5.70)

8.37

24.10

19.25

$0.80bn

15.58

Markel Corp

NYSE

US dollar

1,064.04

1.07

17.64

16.19

1,086.68

811.05

$13.99bn

36.79

Travelers

NYSE

US dollar

122.59

1.03

0.14

7.66

130.37

103.45

$33.85bn

12.24

0.70

1.78

5.79

NYSE

US dollar

146.43
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declines this week, Hannover
slipping back into negative territory for 2017.
However, several stocks rose
in value, led by Bermuda’s Third
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Cyclone Debbie losses
continue to rise

Zurich Insurance Group will
provide capacity for up to £150m
($201.6m) in premiums for Pen
Underwriting’s hazardous and
tanker transportation business,
writes Lorenzo Spoerry.
The five-year deal will ensure
Pen “can continue offering brokers superior cover as standard,
to meet the unique risks and
challenges presented by the
transportation
of
hazardous
goods,” Adam Shefras, the managing director of hazardous
goods and environmental industries for the managing general
agent, said.
Pen’s hazardous goods and environmental motor fleet solution
was formerly known as OAMPS.

Storm struck Queensland in March this year
Scott Vincent
Editor, news services

L

osses from Cyclone Debbie have continued to
rise, with two separate
tallies suggesting an increase in recent months.
The latest estimate from loss
aggregator Perils said the storm
has caused more than A$1.6bn
($1.25bn) of claims, up from the
estimate of A$1.4bn it published
three months ago.
The Insurance Council of Australia (ICA) has also increased its
estimate, which now stands at
A$1.47bn. Last month, the ICA had
issued a loss estimate of A$1.4bn.
The ICA said more than 75% of
claims related to the storm had
been settled just six months after
it struck close to Airlie Beach on
the Queensland coast.
Rob Whelan, chief executive
of the ICA, said claims stretched
from the Whitsunday Islands
through to southern New South

Water overflows the Hinze
Dam at Advancetown Lake,
Queensland after Cyclone
Debbie: Perils’ latest loss
estimate for the storm now
stands at A$1.6bn
Lienka/Shutterstock.com

Wales, an area three times larger
than the UK.
“More than 31,000 homes and
businesses have been repaired or
received settlements, 20,000 families have had their possessions
replaced, and more than 4,500

motor vehicles have been fixed or
new vehicles provided,” he said.
Whelan said most remaining
claims are large-scale building repairs, with often complex scopes
of work.
The cyclone, which struck in

Zurich to
provide £150m
capacity
for Pen’s
transportation
business

late March, significantly impacted
Swiss Re, which recorded a $360m
impact in its first-half results.
Berkshire Hathaway Reinsurance Group reported a $115m
impact from the storm in its firsthalf figures.

‘[Zurich deal means
Pen] can continue
offering brokers
superior cover as
standard, to meet
the unique risks and
challenges presented
by the transportation
of hazardous goods’
Adam Shefras
Pen Underwriting

Brexit top concern for
London re/insurers
The implications of Brexit for
the London re/insurance market
are the top concern for the industry, according to a survey of
International Underwriting Association (IUA) members, writes
Rebecca Hancock.
Mutual market access, enabling
businesses in the UK and the remaining 27 EU states to trade
freely, was the most important objective highlighted by respondents.
This was followed closely by the
early agreement of a Brexit implementation period and the signing

of new trade agreements between
the UK and other countries.
Alongside Brexit, the IUA also
highlighted prolonged soft market
conditions and regulatory compliance as key challenges facing
London market companies.Other
issues highlighted by the association include cyber, the challenge
of innovating new products and
the recent change in the UK personal injury discount rate.
Dave Matcham, chief executive
of the IUA, said the results from its
member survey clearly illustrate

the business priorities of the London company market.
“The results have given us new
areas of potential focus as members outlined the most important
emerging risks for coverage. Cyber
and artificial intelligence, as expected, were prominent, but many
other issues were also listed, for
example climate change, e-cigarettes and 3D printing,” he said.
“Perhaps the most pertinent
answer to this question was from
the respondent who simply stated ‘so many’.”

London: Brexit ranks top of London market companies’
concerns, according to the IUA’s survey

