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Waking up
from slumber

After the pandemic caused
a devastating impact on
the contingency insurance
segment, there are now
signs that the market is
beginning to wake up

from slumber.

Covid-19 has hit the
contingency market
particularly hard. A vast
number of events had to be
either cancelled, postponed
or rescheduled in 2020.
Without any assistance
from the UK government
regarding “live events”,
organisers were unable

to obtain cancellation
coverage. A survey by the
Association of Independent
Festivals (AIF) found that
92.5% of its members

felt that insurance was a
prerequisite for their events
going ahead. In spite of

a relaxation of Covid-19
rules in the UK, the AIF

has estimated that 51%

of all UK festivals with
5,000+ capacity had been
cancelled in 2021, as of
June-end.

Optimism is returning in
the events’ business. The
number of enquiries from
the US concerning ‘live
events’ and conferences is
rising. In Europe, enquiry
volumes are lower, mostly
due to travel restrictions
in place for European
destinations.

The vaccination rollout
does make society more
resilient but the pandemic
is not over yet. To support
the events sector, Lloyd’s
and the UK Government
have partnered on a
£750m “live event” sector
reinsurance backstop.

The scheme is designed to
cover costs incurred in the
event of cancellation, due
to the event being legally
unable to happen because
of government-enforced
Covid-19 restrictions.

Coverage cannot be
purchased as a standalone
placement, but only
obtained from underwriters
who have signed up to

the scheme, in addition to
a “cancellation” policy.
Coverage only protects
against costs/expenses
and there is no option to
consider gross revenues.
The scheme is due to

run for 12 months, from
September 2021 until
September 2022.

Covid-19 has reshaped the
underwriting process for
contingency risks:

 Underwriters require
more detailed
information of an event,
including but not limited
to: proposal forms;
complete budgets;
disaster/recovery plans
(emergency plans);
and site plans (for
outdoor events).

« Underwriters’ appetite/
participation on risks
has shifted and they
are more selective in
their approach.

e Premiums are increasing
and in some cases, rates
have doubled compared
to pre-pandemic levels.

e Underwriters are
looking to apply
deductibles on smaller
production tours.

e Themarket is
continuing to exclude
communicable disease
and coronavirus coverage
from their products.
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Falling hull
casualties helps
reduce upward
pressure on rates

Declining numbers of
marine hull casualties per
annum, on the back of
rising insurance rates, is
benefitting insurance
buyers at renewal.

The annual number of
total hull losses has
declined by as much as
50% over the last ten
years, according to the
AGCS Safety and Shipping
Review 2021. General continued capital available
Shipping claims are also to the insurance world,
down a further 4% year-on-  mean that the upward

year in 2020, suggesting pressure on premium in the
that there is a sustainable market is reducing.
improvement in the quality

of ships, ships crews and
ship management. The
substantial price rises that
insurers have been able

to impose in recent years,
in conjunction with the

Background

Hull & machinery (marine risks)

The global marine insurance market has struggled with
profitability for many years. It’s clear that consistent high-
profile losses, combined with growing risks from ever-larger
modern tonnage — particularly in container and cruise
ships — have weighed on insurers’ results. These factors,
combined with an already low premium base and following
years of cut-throat competition due to overcapacity, has
left insurers’ loss ratios at unsustainable levels.

A series of severe windstorm losses in 2017, followed

by a major shipyard fire in Germany in 2018, triggered a
severe market reaction — initially in the London Market. At
the same time, a drastic withdrawal of underperforming
syndicates writing marine business at Lloyd’s, triggered an
appreciable contraction in global capacity. In Lloyd’s alone,
this resulted in over $250m of lost marine capacity.

This contraction was followed more slowly in other global
markets. However, it has recently become increasingly
noticeable in Asia (especially Singapore), Europe, and

the US.

The most notable exception has been the Scandinavian
market, where the appetite for business and the
underwriting approach has remained consistent.

Consequently, insurers have been able to impose premium
increases year-on-year, throughout 2020 and into 2021.
While rate increases have been slowing down, in early 2021
rates on average climbed by 10% for loss-free business
after 15% in 2020. The full year 2021 could close out

at an average of plus 5% for loss-free business. Renewal
outcomes look very different for fleets with unsatisfactory
loss records, as insurers issue heavy penalties or in many
cases, even refuse to renew the business.

The growing risk of large container vessels

Underwriters have long been concerned about the growing
size of vessels and container vessels in particular. The
blocking of the Suez Canal by the Ever Given in March 2021,
has also reinforced insurers’ concerns.

High-profile incidents involving large containerships are
highlighting the enhanced exposures these vessels face,
across multiple lines of marine business (hull, cargo and P&I/
liabilities). In recent years, major fires on container ships have
provided the most significant hazards for the global shipping
industry and their insurers. Among these high-profile fires:
MSC Flaminia (6,750 TEU), Maersk Honam (15,000 TEU),
MSC Daniela (13,800 TEU) and CCNI Arauco (9,000 TEU).

A catastrophic fire that lasted nearly two weeks on the
X-Press Pearl (2,700 TEU) that resulted in the sinking of
the ship, prompted an insurance loss expected to be in the
hundreds of millions.

Many other accidents have not proved as catastrophic — but
have still resulted in significant industry losses. Gard noted in
its November 2020 report that on average during the past 12
months, a fire erupted on a container ship every two weeks.

The Northern Hemisphere
winter saw many examples
of stacks of containers lost
overboard which added up
to 3,000 containers between
November 2020 and March
2021 alone. The worst
incident took place on the
ONE Apus which lost 1,800
containers following a stack
collapse in the Pacific Ocean.

The grounding of the

Ever Given in March

2021, in the Suez Canal,
illustrated the difficulties

of salvaging such large
ships. It also highlighted
the world’s reliance upon
them for maintaining global
supply chains.

These container ship events
serve to keep container ship
exposures in the forefront
of insurers’ minds. The
accumulated exposure from
hull, cargo and protection
& indemnity (P&I) creates
some of the largest
combined exposures that

a marine insurer is likely to
face. As a result, insurers
are in the process of pricing
in the cumulative effects of
these risks.
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Insurers are concerned
about:

e the size of vessels

 stowage plans and
their impact on vessel
stability

« hazard goods not being
properly declared and
that are beyond the
control of the vessel’s
operators.

Many insurers have
withdrawn from underwriting
container shipping
completely, due to these
concerns. And if they haven’t
withdrawn, they have
certainly tightened their
underwriting approach. This
is particularly prevalent in
London and Continental
Europe markets, less so with
some Scandinavian and
Asian insurers, who focus on
specific clients.

Covid-19

The coronavirus pandemic
has added new challenges
to the whole maritime,
slowing down processes and
increasing running costs at
a time when insurers were
seeking enhanced

premium levels.

However, many vessels are
now returning to normal
trade patterns and in some
cases, trade levels have risen
strongly following a rise in
demand, particularly for
container shipping. While the
cargo carrying markets have
recovered relatively quickly,
Covid-19 continues to affect
the cruise industry and car
carrier segments. It’s clear
that a specific insurance
solution is needed for vessel
owners and operators, so

as to protect them in the
event of another pandemic
disrupting the world in
future.

Environmental
pressures

The 0.5% sulphur cap to
reduce emissions came
into force on 1st January
2020 and the transition has
been much smoother than
anticipated, although this
has of course resulted in
some machinery damage
claims, particularly around
“scrubbers”. Arctic shipping
continues to gather pace
and cargo traffic along

the Northern Sea route is
increasing, bringing both

environmental concerns
and enhanced navigation
risks with it.

Market capacity
outlook

After insurers re-evaluated
their business portfolios
and enforced some
closures, there are signs

of new capacity appearing
for certain insurance
classes. Higher rates have
enabled insurers to return
to profitability, attracting
new investors, as well as
some that have previously
withdrawn. In most areas,
the severity and frequency
of shipping losses continue
to trend downwards (AGCS
Safety & Shipping Review,
2020) and there are

signs of expansion from
some existing established
carriers. Newer entrants

to the market such as
Lancashire, Convex and
Fidelis are seeking rapid
growth and have sizeable
capacity for certain risks.
Additionally, for 2021 new
marine and energy capacity
has emerged with Navium
Marine writing on behalf of
Fidelis. Inigo and Aqualine-

backed ERS are also initiating underwriting this year. While
marine insurance capacity is finally seeing some growth,
container vessels are unlikely to derive much benefit at
this stage.

Hull & machinery (war risks)

The war risk insurance market is becoming increasingly
competitive, as insurers are keen to grow in this area.
While a spike in rates around hotspots in the Red Sea have
pushed up additional premiums to Jeddah in particular,
breach rates globally are generally lower now than in
previous years.

New MGAs such as Navium (run by the former Beazley
marine head), Vessel Protect and Optio, who offer a kidnap
& ransom (K&R) solution in addition to the war coverage
are challenging traditional Lloyd’s leaders.

Most recently, there has been noise around the formation
and launch of another specialist war risks MGA, referred to
as KEEL and backed by BRIT and the Fairfax Group. Keel will
offer up to $152.2mn of capacity per risk in marine war and
breach call coverage. Brit suggested that the consortium
will provide instant quotes that are fully sanction-screened.

Marine port & terminal/marine
liability market

After an exodus of capacity and a more rigorous underwriting
approach, leading to rate increases, competition for new
business is slowly coming back. This is in spite of the
prevalence of new losses and deteriorations. Following the
Lloyd’s profitability review and the consequent capacity
reductions, some syndicates are now lobbying the market, to
allow them to grow into what is now an increasingly profitable
line. However, despite these improving market conditions, an
early release of high-quality submissions is crucial to secure
optimal renewal outcomes.
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Recent Market losses
The severity of losses has recently increased in all areas. The loss events set out below have

Rate predictions

Marine liability (new business) +10% to +15% been absorbed by the market in the last 12 months and are in addition to sizeable losses in
Marine liability (renewal) +10% to +15% 2019, including ITC Deer Park USD175m and NuStar’s San Francisco fire (USD75m).
Excess liability +10% to +20%  US Port: Hurricane Laura circa USD150m damage. Hard markets raise
100% placed in London profitability for insurers
H — 0, 0, . .

ClURD VTR ety L A0 « UK Terminal: explosion in a grain silo. Estimated loss operating in the segment,
Clean Marine Property Cat ~+20% circa USD75m. 100% Lloyd’s enticing capital raises by

(very location specific) « Middle East Port: explosion estimated at USD22.5m. incumbents and attracting

Many insurers have recently posted overall positive results. While we expect further rating
correction in the P&T class following a spout of significant losses, a continuation of strong
results could see a plateauing of the rating momentum seen in the last 24 months.

Renewal recommendations

Extend the renewal
timeline cycle to three
to four months ahead

Engage incumbent
insurer early

Pandemic lessons for
ports and terminals
operators

Seek alternative storage
options for when

e Make sure effective

health care systems/
insurance are in place
for the workforce to
help maintain the

100% placed in London

UK Terminals : two separate incidents ~ USD15m &
USD8m. 100% Lloyd’s

Various vessel allision incidents, ranging from USD20m
to USD60m each

Q2’21 Indian storm ~ USD25m

Ever Given — Suez blockage

Golden Ray deteriorating to USD788mn

ONE Apus and Maersk Essen containership accidents

Lloyd’s has seen several syndicates cease underwriting

new entrants. Eventually,
this will benefit insurance
buyers as it boosts
competition. The following
players have recently
entered the segment and
are likely to take some of
the fizz out of the current
hard market.

e Fidelis & Convex’s
growth continues

with professional bottlenecks oceur at level of pool workers. of certain marine lines, reducing the available capacity at.p’ace _
oresentations their own locations Understand how in the market. The remaining syndicates are adapting *  Brit’s full-follow Ki
' insurance policies will their underwriting strategies. 1618 syndicate fully

Challenge reserves

Follow up on survey
recommendations
(improved return on
CapEx in a hard market)

Sound out alternative

Understand which
contracts impose
performance standards
on the contractual risk
management. Aim to
ensure that excessive

respond to critical issues
highlighted by a risk
map. Insurers’ policy
language should be
made as clear

“Light touch” syndicates are benefiting from their
increased stamp capacity for 2021 (e.g. Ascot, Beazley,
Munich Re Syndicate and Aegis)

“Heavy-touch” syndicates are having to allocate their
reduced capacity more intelligently

operational
e Inigo -a uUSD400m
stamp capacity start-up
 ERS
¢ Navium - USD100m

markets to obtain penalties for failure to > Posable . « Axis is the latest Lloyd’s insurer to close its Miami office capacity Ma.rme- MGA
options — consideration perform are avoided ’ Rev!se and op't|m.|se following similar moves in 2020 by Brit and Argo baclted Ey 'l:'dehs Pine
should be made to when major events occur business continuity plars. « These developments are expected to result in a further Halkve e
breaking long-term tightening of pricing and perhaps an extension of the ’ Lgncashwg revitalised
relationships if pricing is gap between the top and bottom performers. with the hire of

Stella Tomlin.

the key renewal driver




Although the capacity in
the marine liability market
has fallen recently, it is
still generally deemed
adequate.

There is cautious
competition for new
business — markets
will trade coverage to
ameliorate their initial
rating requirements.

InH1 21, “as before”
renewals were
unachievable in the
commercial market,
even for those with
perfect loss records. It is
expected that this trend
will continue in H2 '22
and beyond, as the live
catastrophe event that is
Covid-19 concludes.

Markets are continuing to
review the capacity they
deploy, with reduced line
participation, especially
on excess layers.

Pricing challenges

While scrutiny by their senior management leads
underwriters to be more conservative in their underwriting
approach, we are starting to see more desire to win back
business insurers lost due to knee-jerk reactions in 2020.
We therefore expect more buyer-friendly trends during the
second half of 2021.

Marine liability Marine property

 Insurers have achieved « Accounts deemed to
renewal rate hikes of as have been written at
much as 15% on flat, unrealistic rates, or
clean exposures during located where there
H1’21. This compares is stiff competition

with minimum rate for limited aggregate
increases of at least capacity, are being
15%-20% in H2 "20. re-rated.

« Carriers continue to e Wet bulk and grain
distinguish between 1st terminals are being
excess liability policies penalised more
that are considered than others.

“working layers”, and e Over-demand and under-
high excess capacity risks. supply of lead capacity

e Focus continues on is creating a very diverse
what is regarded as set of renewal terms.

the minimum price for e Ageneral retrenchment
capacity (or indeed for a from domestic and
line). The lack of recent London property carriers
inflationary rises on has resulted in a greater
long, high-excess layer number of placements
stretches has created being verticalised, with
the perception that they insurers participating at
are under-priced. different price levels to
bring placements
to completion.

Insurance Market Update - H2 2021

Pressure points
 Five “massive storm clouds” hanging over the sector:
— Climate change: cat frequency and severity is rising

— Covid-19: the loss is not over — many property Bl
claims are not paid and have on-going litigation

— Casualty: reserving is deficient across policy years
2013-19

— Cost inflation: real inflation (e.g. lumber prices) is
causing loss creep

— Cyber: ransomware attacks have risen exponentially —
does the market understand its aggregations?

e General market consensus to include a malicious
cyber exclusion and a communicable disease
exclusion clause.

« The largest rate increases are seen where the
incumbent markets have withdrawn from the classand = _
capacity has had to be replaced. Such renewal under-
pricing by weaker performers was the fundamental
reason why there was such a disparity between the top
and bottom performing quartiles in the Lloyd’s market.

« ESG requirements are central to how markets are
now trading.

Lloyd’s has consistently warned under-performing
syndicates that they can expect even more muscular
supervision as the market looks to accelerate the shift
to a differentiated oversight. Light-touch syndicates
delivered an average “normalised” combined ratio

of 90% in 2020, compared to 104% for the “poor
performers” — underscoring the view that a number of
weak syndicates were holding back the market as a whole.

Lockton Companies LLP
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Increased capacity
stabilises the cargo
insurance market

Following several years

of sharp rate corrections,
additional market capacity
is helping to stabilise the
cargo insurance market.

Drivers of optimism

After insurers adjusted rates to better reflect the risk
exposure in the cargo market, an influx of new capacity has
emerged from both existing insurers and new entrants across
the London market, lifting total capacity to an estimated
USD1bn. Further insurers have confirmed that they plan to
start underwriting cargo risks later this year and into 2022.

New capacity

e Navium —Henry
Maughan and Emma
Roadnight will shortly
join Clive Washbourn

« |QUW have appointed
Scott Heeley

 Rokstone have appointed
Robert Birchard

« Starr have appointed
John O’Brien

e Alasdair Butler and Lee
Aspinall have started
Ocean Underwriting

« Antares have appointed
Alex Harris

e Arch continue to grow
under Steve O’Gorman.

Outlook

The cargo insurance

market is displaying a

sense of creativity to offer
solutions for challenging
risks, demonstrating strong
capabilities and renewed
optimism for the future.
Despite the difficulties
caused by Covid-19, the
market is offering significant
vertical limits and

Lockton has successfully
worked across its global
network to maximise such
opportunities, including
those with primary domestic
placements.

While the market continues
to push for largely

single rate rises where

risk exposure or historic
performance dictate it,
competition will ensure
that solutions remain
appropriately priced.
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been achieved over recent
years and the interest
remains within insurers’
appetites, rates may remain
unchanged in conjunction
with the implementation of
increased retention and/or
risk management.

We do encourage and
support existing insurer
loyalty, but we also expect
clients to be interested

in exploring alternative
market options, even

if only out of curiosity.
Where remediation has

Rise in global freight prices

While shipping lines are booming with the price of global
freight at an all-time high, many cargo clients and shippers
are facing significantly increased costs. These are often as
high as five times what they may have paid in the past. In
many cases, an average container price from Asia to North
America is costing upwards of USD10,000. We understand
from various sources that while demand itself is actually
only up by less than 10%, the knock-on effect and spikes this
is causing due to limited capacity, mean that the impact is
actually considerably worse.

Consumer buying switched heavily during the last 18 months,
from recreation and food/drink spending to purchasing
household goods and items along with electronic goods,
autos and spare parts. This in turn has caused a spike in
volumes, which ultimately led to congestion in many ports,

at a time when they were still heavily impacted by Covid-19
outbreaks. The Suez canal blockage by the M/V Evergiven has
further disrupted the industry and exasperated the situation —
with many vessels experiencing delays and congestion.

A shortage of containers meets significant demand as the
peak shipping season fast approaches. Many new containers
are on order, along with an unprecedented demand by
shipping lines for new vessels, which often take two years to
build. We should see over-supply return as we head into next
year, and this will hopefully create more sustainable shipping
prices for our cargo clients.
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Insurers

remain very
selective despite
unexpectedly low
Covid-19 impact

Although the impact

of the pandemic on losses
in the trade credit and
political risks market
(TCPR) has been less severe
than initially feared,

the majority of insurers
continue to take a
conservative underwriting
approach.

TCPR insurers are
increasingly selective

with who they choose

to partner/insure. This is
due in part, to how some
parties have mis-managed
default scenario situations
historically. Furthermore,
smaller or less well-
capitalised institutions have
showed limited ability to
withstand payment delays.
This has resulted in them
claiming on their credit
policies as a secondary
route of repayment, rather
than being able to work
out a situation with their
counterparty and only
claiming on a policy as a
last resort.

Insurers are particularly
selective in the credit

space — slightly less so

for political risk insurance
(PRI). Credit and contract
frustration (government
contractual default) insurers
have a strong preference for
multilateral institutions.

B
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This is due to their ability to
apply pressure directly to a
government and also due
to their preferred lender/
creditor status.

Outside of multilaterals,
insurers focus on banks and
traders who:

 they have worked
with previously

 they have had positive
experience with in terms
of handling difficult
situations (e.g. working
with their counterparties
to resolve payment
delays and only claiming
as a matter of last
resort); and

 who have a dedicated
and experienced credit
analysis team in place,
whose due diligence
and risk management
approach can to a certain
extent be relied upon.

Further, insurers look

to cover risks where the
insurance is seen as a risk
partnership between the
insured and insurers, and
where the interests of both
parties are as aligned as
possible (such as higher net
hold/uninsured retention).

Insurers are therefore increasingly taking a more
conservative approach to certain financial institutions
where the insurance is viewed more as a secondary route
of repayment, or where the insured is not exposing its own
balance sheet to finance a risk.

Insurers are also keeping the parameters for credit appetite
that were put in place (or imposed) when the pandemic
hit. The majority of credit insurers are only willing or

able to cover BB- (S&P or equivalent) risks or above, and
some insurers are now only considering investment grade
business (i.e. minimum BBB+ S&P or equivalent). Only a
small number of insurers is willing to cover slightly weaker
credits (i.e. approx. single B) and only for longstanding and
trusted insured (or fully secured) facilities.

As not all counterparties are rated externally by S&P,
Moody’s or Fitch, one of the developments we’ve seen
recently is that of insurers increasing their analytical
capabilities by hiring dedicated credit and modelling
experts, to create a ‘shadow’ rating system. This has
allowed some markets to rely on their own modelling
capability vs external rating agencies.

Diverging premium trends

In terms of premium rates, the increased focus on risks
higher up the credit quality curve has resulted in some
downward pressure on premiums for well-rated risks. At
the bottom of the credit quality curve, where there is a
very limited number of insurers willing to lead a policy, the
upward pressure on premiums has been considerable. As
a result, in some cases we’re seeing rates of more than
double pre-pandemic levels. Subject to the jurisdiction,
the premiums for PRI (asset risk) and CF have stayed
reasonably steady throughout 2021. Nevertheless, very
strong CF risks or basic PRI cover have experienced some
downward pricing pressure, as insurers looked to bolster
their premium income following a reduced credit book.
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Energy and metals

The upstream oil market has recovered significantly over
the last 12 months. There’s an expectation that demand
will bounce back to pre-crisis levels by the end of 2022,
supporting the current (or maybe slightly lower than
current) Brent price. This price trend is encouraging insurers
to cover upstream producers.

The outlook for the refining market is not as positive;
margins have recovered from the depths of the last year
but they are still very low — and the recovery has not been
even across all products. This applies particularly to jet fuel,
where demand is still well below pre-pandemic levels. New
refineries are also expected to come online over the course
of the next year, which is expected to inhibit the recovery of
the refining margins over the next year, As a result, insurers
are taking a selective approach to covering medium-term
oil refining risk.

The electrification of the transportation sector poses a
major long-term threat to upstream oil business and the
refining market. At the same time, it is benefitting the
metals sector — especially for battery metals (nickel, copper
and cobalt). The copper price in particular has enjoyed near
record 10-year prices, a big change compared to last year
and 2016, when prices were as low as half today’s value.

It is worth noting that higher commaodity prices don’t
always translate into high profits for metal refineries, unless
they have their own integrated production of raw material.
Limits to the supply of metal concentrates, combined with
an oversupply of refining capacity in some sectors, has put
considerable downward pressure on treatment and refining
margins and, in turn, in refining operations’ profitability.

Over the last few years, there has been some market
consolidation, as well as a number of insurers exiting the
TCPR market, following several years of poor results.

While losses have increased I |‘ h

over recent years, they
have not been extensive
and the poor loss ratios are
generally considered to be
caused by the under-pricing
of risks, particularly credit
business. A rate correction
was therefore due even
before the pandemic hit.
There have been some
new entrants to the TCPR
market but these are
largely focusing on PRI,

CF and very conservative
credit business. As a result,
we do not expect this new
capacity to relieve the
upward pressure on the
more difficult credits.

Market confidence has
improved, to a certain
extent, but rates for
more challenging risks
are unlikely to fall in the
near future. Response
times have also increased
with a number of insurers
now underwriting on a
committee basis, rather
than making a decision
on the trading floor or in
Lloyd’s.

Recommendations

Despite several of the
comments above, insurers
are still very much open for
business from new clients
across PRI, CF and credit.
In order to help ensure

the best possible results
for any new enquiries, we
would recommend that
new clients approach us to
arrange a presentation on
their business and their risk
management strategy. If
this is the case, the insured
should also stress that they
intend to be long-term
partners of the market with
a diversified book of risk,

as opposed to occasionally
‘cherry-picking’ their
poorest risks for insurance.

The upstream oil market
has recovered significantly
over the last 12 months.
There’s an expectation that
demand will bounce back
to pre-crisis levels by the
end of 2022, supporting
the current Brent price.

Not only will this help

new submissions to be
viewed more favourably,
but it will also help with
rate negotiations. Any new
submissions should also
include the full details of
the transaction, details of
the insured’s experience in
the county/sector and with
the counterparty for credit
and CF risks. Any credit
submissions should also
include the counterparties’
latest audited financials
and ideally, a credit write-up
from their analyst/

credit team.
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Differentiation is
key in hardening

market

Continued uncertainty
around Covid-19 losses,
inflation and ransomware
exposures, has led to
reinsurance rates continuing
to harden through 2021. To
secure a satisfactory deal

at renewal, differentiation
through a clear loss history
and data is key. In today’s
market, it pays off to be early,
transparent, and detailed in
your approach in order to
secure the best capacity.

International
casualty trends

Within the international
casualty space, a generally
cautious approach to
reinsurance underwriting is
prevalent. Reinsurers have
focussed on understanding
Covid-19 and ransomware
accumulations and there
is a considered emphasis
on cedants’ underwriting
practices. The result of
this is clear differentiation
of terms by client, with
those that provide better

information earlier, generally
seeing the best results.

Reinsurers continue to
support existing treaties,
however, new business
capacity is more difficult to
secure, requiring an even
longer lead-time. Cyber
and clash treaties have
struggled to secure capacity
at terms acceptable

to reinsureds and, as a
consequence, insurers have
started to rethink their
strategy in these areas.

At January 1, 2021

renewals, reinsurers’ general
approach was to, “hold
breath, maintain market
share and reassess in 2021”,
in tandem. Reinsurance
buyers’ approach was to
minimise structural changes
where possible. Casualty/
long tail portfolios were in
the spotlight of reinsurers
with a focus on:

1. uncertainty with respect
to direct Covid-19 losses

2. uncertainty with respect
to indirect Covid-19
losses (i.e. recession
impacted lines); and

3. reserve deterioration and
investment uncertainty.

Conversations at

renewal focussed on

fully understanding

risk appetite and the
approach going forward,
so that every aspect of a
renewal or placement took
considerably longer.

At mid-year renewal,
reinsurers’ general
approach was to, “look to
grow in lines of business
carrying significant rate
and where potential return
could be made”, while
continuing to remain
cautious in areas seeing
significant loss activity or
less buoyant rates.

Reinsurance buyers

started to make structural
enhancements in the
context of the current
market conditions — looking
to gain from the underlying
rate momentum within
their portfolios by retaining
more net or pushing for
enhanced proportional
terms. Nevertheless, long-
tail portfolios remained in
the spotlight for reinsurers.
Whilst there was more
certainty with respect to
direct Covid-19 losses,

losses and creeping
ransomware losses, were
causing significant pressure
on contract terms. By
midyear, “ransomware”
had replaced “Covid-19”
as the hot topic of the
renewal season. Reinsurers
remained keen to fully
understand cedants’ risk
appetite and underwriting
approach and buyers grew
more accustomed to this,
focussing on providing
detailed information early.

With regards to pricing,
excess of loss treaties have
seen risk-adjusted rate
rises of 2.5% to 10% for
loss free, and 7.5% to 15%
for loss impacted treaties.
On proportional treaties,
ceded commissions are
starting to creep up, in

line with expected better
performance across most
casualty lines of business.

Financial lines
deep dive

Within the historically
troubled financial lines
space, where rate rises on
original business outstrip
those in most other
casualty lines, reinsurers

are maintaining discipline
and not looking to
significantly expand
exposures in recessionary
exposed classes.

This is an area of the
market where pricing
among quoting reinsurers
diverges significantly,

with the level of rate
increase on reinsurance
treaties dependent on
portfolio performance and
geography. More than ever,
it is important for cedants
to continue key strategic
relationships with reinsurers
who are supportive long-
term, and who understand
the market challenges.

In terms of coverage, it is
generally accepted that
specific (CD) exclusionary
language is difficult to
carry. As a result, attention
has been focused on the
underwriting approach
around recessionary
exposures with an emphasis
on specific subclasses (e.g.
insurance brokers).
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Reinsurance

rates soften since
January 2021
renewal

The marine, energy

and political violence
environment has remained
remarkably predictable
during widespread
uncertainty driven by

the pandemic.

Despite a concerted effort
from clients to provide
data and start negotiations
earlier, the 1st January
2021 renewal season was
characteristically late

and offered opportunities
for reinsurers to improve
contract terms. The
overarching focus was on
coverage and clauses for
cyber and communicable
disease.

As 2021 progressed, we
have seen a softening/
deceleration in the pricing
environment, to low single
digit rate rises.

Key considerations
for buyers

Aside from a customary

nod to the potential for

an active North Atlantic
windstorm season to

alter dynamics back into
reinsurers’ favour, we
expect underwriters to focus
on a few specific areas as
we head into 2022.

Underlying rate

momentum

 Supply of proportional
capacity has grown, as
reinsurers have sought
to take advantage of the

hardening direct market,
following a contraction
in capacity in several

key segments.

« Many long-suffering
classes, particularly hull,
cargo and downstream
energy, have benefited
from year-on-year
compound rate rises
coupled with coverage
restrictions. Momentum
for upstream energy
has been somewhat
lacklustre in comparison,
in what is still a volatile
class, but has performed
well in recent years.

» We expect reinsurers
to focus more on
assessing underlying
rate adequacy, with the
pace of original rate rises
starting to decelerate.

International Group
of P&I Clubs

Each of the last three years
has produced headline-
grabbing loss events:

« MSC Gayene (June 2019)
S1bn cocaine drugs bust
and MV Golden Ray
(September 2019) car
carrier that capsized in
St. Simons Sound

« MV Wakashio (July 2020)
grounding and oil spill off
Mauritius

« Ever Given (March 2021)
containership grounding
and blockage of the
Suez Canal, and X-Press
Pearl (May 2021) fire
and sinking while
carrying chemicals off
the coast of Sri Lanka.

While the Ever Given was
arguably the most high-
profile and economically
significant loss event, with
huge disruption to marine
trade, it is not the most
financially damaging to the
re/insurance sector. However,
we expect underwriters to
point to “what could

have been” with the
increasing size of vessels a
hot topic in recent years.

Ever-increasing vessel sizes
has been a hot topic in
recent years.

More concerning for
reinsurers will be the
mounting challenge of
trying to quantify the cost
implications of government
intervention and social
pressure, following pollution.

Material claims and
movement to loss reserves
will impact reinsurance
pricing. With the IGA
programme up for renewal
in February 2022, coming
out of a two-year deal with
substantial loss activity/
deterioration, a lack of
certainty may complicate
reinsurance renewals.

Terror and
political violence

Cedants are increasingly
concerned around political
violence (PV) and strikes, riots
and civil commotion (SRCC)
events. These coverages
are likely to give higher
frequency/lower severity
losses than the terrorism
peril and as such, demand
is expected to increase for
aggregate covers.

Demand from existing
cedants for increased PV
aggregates and a raft of new
entrants have challenged
reinsurers’ capacity.

Treaty leaders are already
sensitive to SRCC with a
heightened risk of civil unrest
across the world and sizeable
losses to SASRIA and London
market facilities following the
unrest in South Africa.

Outlook

We expect the marine, energy
and political violence rating
environment to stabilise. This
is driven by growth aspirations
from a number of recent
entrants and some existing
markets serving to suppress
rate rises. Nevertheless,
like-for-like reductions will
remain elusive.

Dynamics are slightly
different for those buying
wider composite cover
incorporating other classes,
with more inconsistencies in
pricing across the spectrum
of other specialty lines.

Those buyers seeking to
effect structural changes
are best advised to start
discussions with core
partners early. Reinsurers
are likely to assess renewals
on their own merits, with
established markets
monitoring exposures and
loss movements closely.
They will be more likely to
reject business they view as
marginal, or where there is no
evident increase in pricing.
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Spotlight on
Australia

The Covid-19 cloud
continues to hover over
the country with Sydney/
New South Wales only

now emerging from more

This most recent outbreak has seen anxiety replace
optimism, especially since the Organisation for Economic
Co-operation and Development (OECD) ranked Australia
36 out of 45 countries for the number of vaccinations
administered.

Australia is regarded as a ‘mature’ insurance zone, and like
other parts of the world, there is a serious bottlenecking

in the underwriting process (often involving head office
sign-off as insurers become increasingly risk-cautious),
adding time pressure to renewals. With brokers, clients and
underwriters all working from home, the time pressures will
continue, likely marvelled at in years to come. A familiar
playbook to many around the world, no doubt.

Covid-19 compounded what was already a remediating
insurance market, with the onset of the pandemic following
hot on the heels of the devastating bushfires in 2019/20
(insured loss > $2.3 billion). Other challenging issues for
the insurance industry included directors and officers

(D&O) class actions, real estate cladding and build-quality
apprehension, continued sexual misconduct legal actions
and the like.

That market redress has continued into 2021 but expanded
to impact virtually every class of insurance which makes
this “hard market” extraordinary, with a diverse set of
issues driving a very cautious and fragile insurance market:

o

®

Jo

Insurance class

Property
and business
interruption

General
Liability

Professional
Indemnity

Key insurer concerns

Natural catastrophe (Nat Cat) exposures
Escalating replacement-cost values
High hazard industries and EPS risks

Retracting cover for contingent
business interruption (BI) and scrutiny
of supply chains

Cyber and human contagious disease
‘clarifications’ (exclusions)

Bl Covid-19 concerns and volume
of claims notifications

Escalating defence expense and third-party
medical costs

Assertive pursuit of worker-to-worker
recoveries by workers’ compensation
insurers

Covid-19 concerns

Reduced limits per risk

Ubiquitous difficulty for so many professional
indemnity (PI) insurance buyers

Withdrawal of capacity or retraction in cover/
limits imposed by traditional Pl insurers

Key insight

There are green shoots
with a slowing of rate
increases. Insurers

are now starting to
compete again for well-
managed businesses
presenting lower
catastrophe exposures
and high risk-quality

Liability premiums
continue to rise and
insurers are increasingly
discerning about “high
risk” industries — a
growing list

Pl challenges are
impacting “business
as usual” for many
industry sectors — if

than 100 days in lockdown,
while Melbourne, Victoria is
officially the world’s most
locked-down city, with stay
at home orders still in place
(at time of writing).

the consultants can’t
procure adequate P,

the risk stays with the
principal

Long tail risk concerns specifically impacting
a wide range of industries including financial
institutions, professional services to the
construction sector, valuers and financial
advisors, etc.
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Insurance class

D&O

Cyber

Key insurer concerns

Australian D&O was one of the first in the
world to experience classic hard market
conditions, following years of major losses
from insurers of Australian D&O (especially
so for securities (Side C) class actions).

2021 has seen a third year of remediation,
albeit lower renewal premium increases
helped by the introduction of new

capacity. Regulatory concerns have

shifted remediation focus to Sides A

(cover to protect the directors and officers
when they are not indemnified by the
organisation) and B (cover to protect the
organisation itself from the liability it faces)
only programmes and across the board
exclusions, relating to cyber and Covid-19
events — the focus is on liquidity, debt ratios
and solvency.

There is no let-up though, as insurers

are now identifying increased market

caps (share price recoveries/increases) as
another reason to raise renewal premiums

There are global concerns around the

industry losses. The escalation in ransomware

and claims payouts; the raft of cyber security
information now required; and insurers
conducting their own penetration tests
before accepting a risk have all dramatically
impacted not only costs, but also added
pressure to renewal timing

Key insight

A recent legislative
announcement
clarifying disclosure
obligations will bring
welcome relief to the
insurer and insured. An
interesting dynamic as
new capital enters the
D&O market at a time
when we’re likely to
see D&O starting to
level off

Companies are now
seeking insurers’
benchmarking on what
good security looks
like as cyber risk and
insurance availability
quickly becomes a
board-level concern

RO,

Jo

Insurance class Key insurer concerns

Workers’
Compensation

State-sponsored schemes in Victoria, New
South Wales and Queensland are seeing

large premium increases

Boardroom risks

Over the past 30 years, risk
and insurance have rarely
had such a high profile in
the Australian boardroom.

Those companies lurching
from renewal to renewal are
struggling to make sense
of the insurance market.
Others that have a mature
approach to risk, recognise
that the true impact of this
market is an amplification
of the uninsured risk. The
list of issues is long and
includes Bl exclusions;

Nat Cat sub-limits; sharp
increases in deductibles;
cyber clarity (exclusions);
and changes in claims
made policies (such as Pl).

This diverse and complex
set of pressure points are
forcing boards to take a
deeper view of their risk
registers and pay increased
attention to what is and
what is not insured.

Opportunities

Those companies that
can articulate their risks
and risk management
approaches will attract
insurance support. As we
move from a harder market
to the reintroduction of
competition, insurers will
still be selective regarding
the risks they want

to support.

Key insight

Concerns persist about
prolonged working
from home and mental
health impacts

Companies that embrace
the concept of truly selling
their risk to insurers, will
find a willing market that
will compete for their
business. As clients, you
are competing for insurers’
attention and for their

risk capital.

Quality of risk information
remains critical with a need
for insurance buyers to
develop a clear insurance
strategy with their broker,
well ahead of time.
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