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UKmotormarket
returns to
underwriting profit

T he UK motor market has made
an underwriting profit for the
first time in 20 years, according
to analysis by consultancy

Ernst & Young (EY).
The year-end results of the majority of

listed insurers indicates the net com-
bined ratio (NCR) is going to be 98.5%.

This is a 3.9 percentage point improve-
ment year-on-year since 2012 and the
strongest underwriting performance
since 1994.

But the analysis also showed reserve
releases are increasing, and since 2010
have risen by 7.8 percentage points.

Without reserve releases, the COR for
the industry for 2013 is 105.7%.

EYsaidthisactivitymirrorsthepattern
seen in the mid-noughties, where they
peaked at 12.8% in 2007 before falling to
below 0% in 2010.

Catherine Barton, head of retail prop-
erty and casualty actuarial, Europe, the
Middle East, India and Africa at EY, said:
“Given the size of reserve releases this
year, [the result] may not be the turning
pointandcauseforcelebrationtheindus-
try is eager for.

“The question remains – are strong
reserve releases simply masking true
performance in the same way they did in
the mid-noughties, and is profitability set
to mirror the 2009 fall when reserve
releases inevitably deplete?”

Michael Faulkner
Editor

Reserve releases are the actuarial equivalent of
using a pair of tights to replace a broken fan belt
The UK motor market’s underwriting
profit in 2013 is on the face of it good
news for a sector that has languished in
unprofitability for the past 19 years,
writes Michael Faulkner.

But do not open the best champagne
yet: the market’s return to profitability
is likely to be short-lived.

Continued softening in motor premi-
ums, coupled with rising claims costs
are expected to push the market’s com-
bined operating ratio back above 100%
in 2014, Ernst & Young (E&Y) estimates.

Only a record-breaking reserve
release – greater than 12.8% released in
2007 – would be sufficient to keep

the market’s underwriting performance
in the black, E&Y’s analysis indicates.

That level is a great deal more than
the industry had to release in 2013 to
achieve a profit.

Insurers face two major problems.
The first is the continued fall in motor
premium rates. The AA reported car
insurance premiums had reached their
lowest level in three years at the end of
the first quarter of this year – 16.6%
lower than the same period in 2013.

Soaring claims costs due to rising
claims numbers and injury costs are
also adding to the market’s woes.

Legal reforms introduced by the

Ministry of Justice to curb organised
attempts at whiplash injury fraud,
coupled with better fraud detection
measures by insurers, have had little
impact on delivering any significant
reduction in the number and value
of personal injury claims, AA Insur-
ance says.

Reserve releases are the actuarial
equivalent of using a pair of tights as to
replaceabrokenfanbelt. Itmayprovide
a quick fix, but it fails to provide a long-
term solution.

If the UK’s motor sector is going to
make a sustainable underwriting profit,
fundamental issues need to be resolved.
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Charman reiterates call for
engagement fromAspen board
after launching exchange offer

J ohn Charman has reiterated
his call for Aspen’s board and
management to engage in
discussions about Endur-
ance’s increased acquisition

proposal after launching an
exchange offer to acquire all
Aspen’s shares.

The offer will give each Aspen
shareholder the opportunity to
receive cash, Endurance shares or
a mixture of both at a value of
$49.50 for each Aspen share.

Aspenhasrespondedbysayingit
will review the exchange offer and
advise shareholders of its recom-
mendations within the next 10
business days.

The offer is the latest in a series

of moves by Endurance to push
through the deal.

Charman said: “The commence-
ment of the exchange offer further
demonstratesourfullcommitment
to a transaction with Aspen and
provides an additional mechanism
for shareholders to support the

consummationofthisverycompel-
ling combination.

“We again call on Aspen’s board
and management to act in the best
interestsofAspen’sshareholdersby
engagingwithusinconstructivedis-
cussions regarding our increased
proposal and to cease with their
rhetoricandentrenchment.”

Endurance made public its latest
bid to acquire Aspen on June 2,
when it also filed a statement with
the Securities and Exchange Com-
mission seeking support from
Aspen’s common shareholders to
convene a special general meeting
at which a proposal will be consid-
ered to increase the size of Aspen’s
board from 12 to 19 members.

This would mean the majority of
Aspen’s directions would stand for
election at Aspen’s 2015 annual
general meeting.

This would enable Aspen share-
holders to hold board members to

account and replace a majority of
the Aspen board, Endurance said.

Thestatementalsoseekssupport
from Aspen’s shareholders for a
scheme of arrangement by Endur-
ance, which if approved would see
Endurance acquire all of Aspen’s
outstanding common shares.

When the latest bid was made
public on June 2, Charman said

OffersAspensshareholderscashandEndurance
shares innextstageofaggressiveacquisitionbid

LMA’s David Gittings
joins XIS board
David Gittings, chief executive of
the Lloyd’s Market Association
(LMA), has joined the board of
Xchanging Insurance Services
(XIS) in a move that complements
the service provider’s electronic
placement platform initiative,
writes Sophie Roberts.

Gittings joins the board to
replace Ewen Gilmour, who will
step down after four-and-a-half
years in the post.

He joins XIS as a non-executive
boardmemberalongsideDavidMat-
cham, chief executive of Interna-
tional Underwriting Association,
Sean McGovern, general counsel at
Lloyd’s,andBarnabasHurst-Bannis-
ter,chairmanofXchanging’sboard.

In addition, Bev Stone, opera-
tions director for UK insurance at

Xchanging, has joined the board
and will replace Rob Myers as he
takes on the role of global director
of operations at Xchanging.

“We are delighted to welcome
both [Stone] and [Gittings] to the
board of XIS and look forward to
working closely with them both.
[Gittings’] appointment is espe-
cially important as it will help us to
betterunderstandtheexpectations
and ambitions of our core cus-
tomer base,” Richard Bucknall,
chairman of the XIS board, said.

Xchangingrecentlyfacilitatedits
first electronic risk placement
involving Lloyd’s broker Howard
Global and XL Group’s insurance
operations. The e-placement, using
Xchanging’s Placing Platform
(XPP), was for a bloodstock risk.

shareholders of Aspen and Endur-
ancehadindicated“overwhelming
support” for the proposed merger,
but as the Aspen board had “stub-
bornly refused to engage”, it was
now time to take a new approach.

Endurance had communicated
its increased offer to Aspen’s
board on May 7 but this was sub-
sequently rejected.

Scott Vincent
Editor, news services

Equinox Global
opens office in
the Netherlands
Equinox Global has appointed
Frank Masteling as head of its new
Netherlands operations, writes
Scott Vincent.

The trade credit coverholder
said the new office will allow the
company a more flexible approach
to operating in the Dutch market.

Masteling has joined from Atra-
dius, where he was head of special
products for northern Europe.

He previously spent around a
decade at Rabobank, where he
focused on credit analysis and risk
management.

“The Netherlands is an interest-
ing and unique market which
offers exciting opportunities for a
specialist trade credit insurance
company,” said Mike Holley,

chief executive of Equinox Global.
“The new office will allow Equi-

nox to bring the benefits of
bespoke, client orientated, special-
ist tradecreditproductsandamore
flexible approach to doing busi-
ness in the Dutch market.”

“The Netherlands is 
an interesting and
unique market 
which offers exciting
opportunities for a
specialist trade credit
insurance company”

Mike Holley
Equinox Global

“We again call on
Aspen’s board and
management to act in
the best interests of
Aspen’s shareholders 
by engaging with us 
in constructive
discussions regarding
our increased proposal
and to cease with 
their rhetoric and
entrenchment”

John Charman
Endurance



UK annuities reform: not all doom and gloom

M arket commentary
following George
Osborne’s budget
announcement to

reform the UK pensions market
has predominately focused on the
negative impact for the industry.

However, when we consider this
in light of the wave of changes that
have been announced in recent
months, including capping charges
on schemes and auditing of older-
style pensions, the reality is there is
a mix of both opportunities and
threats for providers.

The impact of all the changes
shouldbetothecustomer’sbenefit.
Some of the changes redress sev-
eral of the unintended conse-
quences created post-retail
distribution review (RDR), espe-
cially for the mass market. How-
ever, there are also plenty of
potential pitfalls that could result
in poor outcomes for customers.

The Australian experience
Suddenly being able to take small
pension pots as tax-free cash or an
entire pot as cash, clearly transfers
greater financial control to the
individual. But in light of this, one
could ask the question: is the trans-
fer of the risk of making the right
choices providing a healthy
income through retirement?

The greatest risk here is the
changes that have been made
undermine a core government
objective, delivered through the
pensions reform, to create a sav-
ings culture. People may now see
the availability of a cash-only
option at retirement as an opportu-
nity to engage in a one-off binge of
consumption, which would ulti-
mately place the long-term care
burden back on the state.

Fortunately, however, the Aus-
tralian experience when a similar
reform was introduced suggests
the majority of customers do not
buy a Lamborghini and in fact

continue to invest in more con-
servative assets. Most roll into
vanilla-managed funds with
broad, balanced mandates that
move to increasingly conserva-
tive options as they come closer
to retirement.

It has been well documented - as
a result of the RDR - paid-for advice
has become the preserve of the
wealthy, with the mass market
left to its own devices. Conscious of
this (and the risk of an Italian
supercar boom) the chancellor of
the Exchequer also announced
the right to “free, impartial
face-to-face guidance at the point
of retirement”.

At present, “guaranteed guid-
ance” is still being defined by the
industry via the Association of Brit-
ish Insurers (ABI) and the regula-
tor, as well as HM Treasury.
However, given the short timescale
for this to become operational, we
can expect any guidance will be
limited in scope and will fall short
of addressing what comes before
and after the point of retirement.
Changing attitudes to these aspects
of financial awareness will require
further action and only time will
tell what the best solution will be.

Customer apathy, increased
awareness of options and a lack of
product innovation and choice
means in the short term there will
be little change for all but those
with the smallest pots. These small
pots could in theory make use of
“pot follows member”, which has
the aim of consolidating smaller
pots to provide a better financial
deal, both in terms of the charges

during asset accumulation and at
the point of decumulation.

However, the changes mean an
individual can take up to three pots
with a combined value of £30,000
($50,378) out as cash, providing no
one pot is bigger than £10,000.
Given the bulk of pension pots that
fall within this range, we can cer-
tainly expect this mass market to
cash in, albeit with little chance of a
Lamborghini.

For the rest of the market, we
predict customer outcomes will
improve over the next five to 10
years, undoubtedly providing
some relief to annuity providers in
the short term. This will be driven
by the credibility of guaranteed
guidance, the potential for custom-
ers to adopt accessible non-
advised, technology-based solu-
tions, as well as increased appetite
from high street banks to engage in
long-term accumulation and decu-
mulation themselves.

The provider’s perspective
From a provider’s perspective,
there is no doubt there will be
change in the annuities market;
the question is by how much and at
what pace.

The total value of annuity premi-
ums was £11.9bn in 2013, accord-
ing to the ABI, a significant
proportion of revenue for many of
those writing the business.

Hangingontoall butthesmallest
pots via annuities in the short term
buys the industry some time to
innovate and capitalise on the
opportunities presented by these
changes. Returning to Australia,

the annuities market has died a
slow death over the past 30 years
following similar changes. Few
lifetime annuities are now sold,
replaced with mainly fixed-term

or allocated pensions where the
investor still bears all the invest-
ment risk.

However, when we look at the
UK market, there are four distinct

Althoughthemarketshavecorrectedthemselves
sincethechancellorof theExchequer’spensions
announcement, theimpact isawake-upcall to
traditionalprovidersastothescaleandpaceof
businesstransformationrequired

AndyMasters
KPMG

Graph: Annuity purchase value distribution

Source: Association of British Insurers
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20.1% 16.3% 21.8% 13.5% 8.2% 5.4% 3.7% 2.5%

The greatest risk here is the changes
that have been made undermine a 
core government objective, delivered
through the pensions reform, to create
a savings culture. People may now see
the availability of a cash-only option at
retirement as an opportunity to engage
in a one-off binge of consumption,
which would ultimately place the long-
term care burden back on the state
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segments where the impact of the
reform will vary.

Pure open market option provid-
ers will see the most impaired level
of their businesses affected; how-

ever, we expect the overall impact
will be lower than predicted. The
key for such providers will be the
development of simpler, cost-
effective and relevant solutions.

Large open market option
players with vesting books are
among the potential winners as
they are best placed to maximise
accumulation potential and offer

decumulation solutions. Hence it is
fundamental that accumulation
and retirement business units
work together to develop co-
ordinated solutions across all

savings products, not limited only
to pensions.

Small to medium-sized vesting
providers have already exited the
manufacture end of the value
chain, with others waiting for the
Financial Conduct Authority
review. Most of these companies
are likely to be seeking a partner
that can solve the operational chal-
lenges presented by the reform.

On the other hand, large vesting-
only providers already have the
vesting assets, so the key will be the
extent to which they can develop
propositions to continue saving or
decumulate. The question here
will be whether providers can
take advantage of a longer
deferral period through increased
value-in-force, which may be
greater than annuity profit on
small to medium funds.

Winners and losers
The immediate winners from the
chancellor’s budget announce-
ments were technology-enabled
asset-accumulation businesses,
offering transparent charging
structures and ready access to
customers, unencumbered by leg-
acy processes.

Although the markets have cor-
rected themselves since the
announcement, the impact is a
wake-up call to traditional
providers as to the scale and
pace of business transformation
required. Success will be defined
by a number of different factors,
which include:

Businesses should engage with
their customers throughout
their lifetime to retain more sav-
ings for longer;
Technology must play a role,
respondingtocustomerdemand
in a way that is easy to use and
readily accessible;
Guidance and self-service
should be promoted at every
possible opportunity; and
Providers must innovate their
products, ideally creating a self-
managed solution that protects
through new-style guarantees
and reviews lifestyle trends.

Clearly life insurers have a lot of
work to do as a result of the
reform. It is imperative for the
life industry to engage construc-
tively in the debate to ensure the
laudable objectives of offering
individuals more flexibility and
control are achieved.n

Andy Masters is an associate
partner, advisory at KPMG

3.3% 2.6% 4.1% 2.9% 1.6%
1.0% 0.6% 0.7% 0.3% 0.2% 0.1% 0.1% 0.1% 0.1%

1.8%
0.5% 0.3% 0.4% 0.2% 0.1% 0.1% 0.1% 0.0% 0.2%

1.3% 1.4% 1.5% 0.8%

n External pension annuities n Internal pension annuities
n Median category: external pension annuities (£27, 151)
n Median category: internal pension annuities (£16,281)

4www.insuranceday.com| Tuesday 10 June 2014



UK annuities reform: not all doom and gloom

M arket commentary
following George
Osborne’s budget
announcement to

reform the UK pensions market
has predominately focused on the
negative impact for the industry.

However, when we consider this
in light of the wave of changes that
have been announced in recent
months, including capping charges
on schemes and auditing of older-
style pensions, the reality is there is
a mix of both opportunities and
threats for providers.

The impact of all the changes
shouldbetothecustomer’sbenefit.
Some of the changes redress sev-
eral of the unintended conse-
quences created post-retail
distribution review (RDR), espe-
cially for the mass market. How-
ever, there are also plenty of
potential pitfalls that could result
in poor outcomes for customers.

The Australian experience
Suddenly being able to take small
pension pots as tax-free cash or an
entire pot as cash, clearly transfers
greater financial control to the
individual. But in light of this, one
could ask the question: is the trans-
fer of the risk of making the right
choices providing a healthy
income through retirement?

The greatest risk here is the
changes that have been made
undermine a core government
objective, delivered through the
pensions reform, to create a sav-
ings culture. People may now see
the availability of a cash-only
option at retirement as an opportu-
nity to engage in a one-off binge of
consumption, which would ulti-
mately place the long-term care
burden back on the state.

Fortunately, however, the Aus-
tralian experience when a similar
reform was introduced suggests
the majority of customers do not
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a result of the RDR - paid-for advice
has become the preserve of the
wealthy, with the mass market
left to its own devices. Conscious of
this (and the risk of an Italian
supercar boom) the chancellor of
the Exchequer also announced
the right to “free, impartial
face-to-face guidance at the point
of retirement”.

At present, “guaranteed guid-
ance” is still being defined by the
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tor, as well as HM Treasury.
However, given the short timescale
for this to become operational, we
can expect any guidance will be
limited in scope and will fall short
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and after the point of retirement.
Changing attitudes to these aspects
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further action and only time will
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awareness of options and a lack of
product innovation and choice
means in the short term there will
be little change for all but those
with the smallest pots. These small
pots could in theory make use of
“pot follows member”, which has
the aim of consolidating smaller
pots to provide a better financial
deal, both in terms of the charges
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the point of decumulation.

However, the changes mean an
individual can take up to three pots
with a combined value of £30,000
($50,378) out as cash, providing no
one pot is bigger than £10,000.
Given the bulk of pension pots that
fall within this range, we can cer-
tainly expect this mass market to
cash in, albeit with little chance of a
Lamborghini.

For the rest of the market, we
predict customer outcomes will
improve over the next five to 10
years, undoubtedly providing
some relief to annuity providers in
the short term. This will be driven
by the credibility of guaranteed
guidance, the potential for custom-
ers to adopt accessible non-
advised, technology-based solu-
tions, as well as increased appetite
from high street banks to engage in
long-term accumulation and decu-
mulation themselves.

The provider’s perspective
From a provider’s perspective,
there is no doubt there will be
change in the annuities market;
the question is by how much and at
what pace.

The total value of annuity premi-
ums was £11.9bn in 2013, accord-
ing to the ABI, a significant
proportion of revenue for many of
those writing the business.

Hangingontoall butthesmallest
pots via annuities in the short term
buys the industry some time to
innovate and capitalise on the
opportunities presented by these
changes. Returning to Australia,

the annuities market has died a
slow death over the past 30 years
following similar changes. Few
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investor still bears all the invest-
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traditionalprovidersastothescaleandpaceof
businesstransformationrequired

AndyMasters
KPMG

Graph: Annuity purchase value distribution

Source: Association of British Insurers
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9.5% 10.6% 18.6% 14.4% 10.9% 7.6% 5.5% 4.2%

20.1% 16.3% 21.8% 13.5% 8.2% 5.4% 3.7% 2.5%

The greatest risk here is the changes
that have been made undermine a 
core government objective, delivered
through the pensions reform, to create
a savings culture. People may now see
the availability of a cash-only option at
retirement as an opportunity to engage
in a one-off binge of consumption,
which would ultimately place the long-
term care burden back on the state
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segments where the impact of the
reform will vary.

Pure open market option provid-
ers will see the most impaired level
of their businesses affected; how-

ever, we expect the overall impact
will be lower than predicted. The
key for such providers will be the
development of simpler, cost-
effective and relevant solutions.

Large open market option
players with vesting books are
among the potential winners as
they are best placed to maximise
accumulation potential and offer

decumulation solutions. Hence it is
fundamental that accumulation
and retirement business units
work together to develop co-
ordinated solutions across all

savings products, not limited only
to pensions.

Small to medium-sized vesting
providers have already exited the
manufacture end of the value
chain, with others waiting for the
Financial Conduct Authority
review. Most of these companies
are likely to be seeking a partner
that can solve the operational chal-
lenges presented by the reform.

On the other hand, large vesting-
only providers already have the
vesting assets, so the key will be the
extent to which they can develop
propositions to continue saving or
decumulate. The question here
will be whether providers can
take advantage of a longer
deferral period through increased
value-in-force, which may be
greater than annuity profit on
small to medium funds.

Winners and losers
The immediate winners from the
chancellor’s budget announce-
ments were technology-enabled
asset-accumulation businesses,
offering transparent charging
structures and ready access to
customers, unencumbered by leg-
acy processes.

Although the markets have cor-
rected themselves since the
announcement, the impact is a
wake-up call to traditional
providers as to the scale and
pace of business transformation
required. Success will be defined
by a number of different factors,
which include:

Businesses should engage with
their customers throughout
their lifetime to retain more sav-
ings for longer;
Technology must play a role,
respondingtocustomerdemand
in a way that is easy to use and
readily accessible;
Guidance and self-service
should be promoted at every
possible opportunity; and
Providers must innovate their
products, ideally creating a self-
managed solution that protects
through new-style guarantees
and reviews lifestyle trends.

Clearly life insurers have a lot of
work to do as a result of the
reform. It is imperative for the
life industry to engage construc-
tively in the debate to ensure the
laudable objectives of offering
individuals more flexibility and
control are achieved.n

Andy Masters is an associate
partner, advisory at KPMG

3.3% 2.6% 4.1% 2.9% 1.6%
1.0% 0.6% 0.7% 0.3% 0.2% 0.1% 0.1% 0.1% 0.1%

1.8%
0.5% 0.3% 0.4% 0.2% 0.1% 0.1% 0.1% 0.0% 0.2%

1.3% 1.4% 1.5% 0.8%

n External pension annuities n Internal pension annuities
n Median category: external pension annuities (£27, 151)
n Median category: internal pension annuities (£16,281)
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Buyers’ club
The InternationalGroup’s reinsurancepoolhas to
try to extract thebest deal for the shipowners,while
at the same timemaintaining its relationshipwith the
international reinsurancemarket forwhen itneeds
thehigher cover levels, saysHugoWynn-Williams,
chairof thegroup’s reinsurance sub-committee and
chief executiveof theUKP&IClub

Hugo Wynn-Williams joined Thomas Miller in 1978 after successful
completion of the Bar finals examination, working initially at the
UK P&I and Defence Clubs as a syndicate manager. He was elected
to the partnership in 1989.

Wynn-Williams became chief executive of the UK P&I Club in
2004. He was elected chairman of Thomas Miller in 2009 and is
chairman of the International Group of P&I Clubs reinsurance sub-
committee. He is a former chairman of Dex Lloyd’s Agency.

HugoWynn-Williams CV

Rasaad Jamie
Global markets editor

T he financial year ending
February 20 was, to say
the least, a pretty event-
ful period for the UK P&I

Club. As was the case for all of the
13 protection and indemnity (P&I)
clubs belonging to the Inter-
national Group (IG), the first six
months of last year proved to be the
most expensive for the UK P&I Club
in terms of the cost of claims than
during any other period over the
past 15 years. In contrast to the
commercial insurance market, the
clubs provide P&I insurance to
their shipowner members on a
mutual basis. In this way, the
mutual P&I sector, which also
includes a number of other clubs
that are not members of the IG,
provides insurance cover to 95% of
the world’s shipping community.

Indeed, the situation was a con-
cern for the UK P&I Club midway
through the financial year when it
reported a combined ratio of a
113%. However, by the end of the
year, the ratio was down to 102%
and, with the help of a 4.5% return
on invested assets, the club was
abletoannounceasurplusorprofit
of around $30m for the year as well
as a 7% increase in its underlying
capital resources to $528m.

To top it all off, in April Standard
& Poor’s (S&P) upgraded the UK
Club’s credit and financial strength
ratings from an A- rating to a full A
(stable) rating. The club’s capital
base consists of a combination of
free reserves (the mutual equiva-
lent of shareholders’ funds) and
capital raised through a hybrid
perpetual bond the club issued
in 2008.

Hugo Wynn-Williams, chief
executive of the UK P&I Club, says it
helped the claims experience was
much more favourable for the club
during the second half of last year.
“First of all, claims activity calmed
down considerably in the third
quarter, although it did pick up
again slightly in the fourth quarter.
So it was a still a very expensive
yearforus,butitwasnotasbadasit
could have been.

“The other thing was our actu-
aries reported a positive trend in
the settlement of a number of
larger claims from previous pol-
icy years and, as a result of that,
we have been able to release some
of our claims reserves, which also
helped to offset some of the impact
of the losses earlier in the year.”

He says the outcome of the actu-
arial exercise not only affects the
claims being settled by the club at
present, but it also affects the view
the club takes of the likely outcome
of claims that have not yet been
settled. Wynn-Williams is also the
chairman of Thomas Miller Hold-
ings, the holding company for the
Thomas Miller Group.

Reinsurance
It has been a particularly challeng-
ing time for the broader P&I sector
on the claims front in recent years.
So much so the issue of reinsurance
costs has become increasingly
urgent for the clubs.

In the 2012 financial year,
there were at least three major
losses for the sector (the ground-
ing, which resulted in an oil spill,
and subsequent break-up of the
MV Rena; the sinking of the Costa
Concordia; and the fire on the MV
MSC Flaminia) which went
beyond the P&I Clubs’ retention
levels and hit the IG pool, forcing
it to restructure its excess-of-loss
reinsurance programme, thereby

leaving clubs with increased re-
insurance costs.

To mitigate the impact of the
increase imposed by the market,
the IG took the decision to increase
the excess point on the contract
from $70m to $80m, with the addi-
tional $10m retained by the group
within its captive, Hydra. So within
the structure of the pool, losses
between $30m and $80m (previ-
ously $70m) are now reinsured by
Hydra. For losses up to $9m, indi-
vidual clubs make their own re-
insurance arrangements. The first
layer of the IG pool stretches from
$9m to $45m, a second layer from
$45m to $60m (within which there
is a claiming club retention of 10%)
and a third layer from $60m to
$80m (within which there is claim-
ing club retention of 5%).

Wynn-Williams, who chairs the
reinsurance sub-committee of the
IG, says the committee is always
trying to balance getting the best
value for the shipowners while at
the same time maintaining the

long-term relationship and strate-
gic support the international rein-
surance market provides to the IG.

“We know if we want the high
levels of cover we have to be aware
of what is going on lower down. We
established the group captive
Hydra so we could absorb more
risk at the lower end. However, it is
not as simple as saying Hydra will
do this, because we have 13 P&I
clubs, all of whom have a different
risk appetite. So between the clubs,
we are looking at a compromise
and looking at the future of the
reinsurance contracts we have in
place to try and extract the best
deal for shipowners, while main-
taining our relationship with the
international reinsurance market
for when we need them for those
high cover levels. There are a lot of
moving parts and we have to be
aware of all of them.”

Beyond the $80m upper pool
limit reinsured by Hydra, there
are a number of further layers in
the IG excess-of-loss reinsurance

HugoWynn-
Williams on...

Performance in 2013
“First of all, claims activity
calmed down considerably in
the third quarter, although it
did pick up again slightly in the
fourth quarter. So it was a still a
very expensive year for us, but it
was not as bad as it could have
been. The other thing was our
actuaries reported a positive
trend in the settlement of a
number of larger claims from
previous policy years and, as a
result of that, we have been able
to release some of our claims
reserves, which also helped to
offset some of the impact of the
losses earlier in the year.”

Attritional claims
“When Lehman Brothers
collapsed, attritional claim
levels came down about 25%.
And they have remained down
there since. World trade, in
terms of the shipping industry,
has not picked up as
significantly as we expected but,
in the background nevertheless,
the average cost of claims is
going up. In fact, average
claims are now 50% more
expensive than they were a
decade ago. Our premise is at
some point the number of
claims at less than $500,000 will
increase and therefore we will
be hit by the higher average
costs experienced in more
recent years.”
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contract to a limit of $3.1bn with
Hydra retaining a 30% share up to
the $580m layer.

However, according to the UK
P&I Club’s most recent accounts
issued in May of this, during this
periodof“increasingcost”, theclub
has brought relatively few claims
to the IG pool, which has afforded it
some protection from the increas-
ingcostofpoolclaims.Accordingto
the accounts, this and other
changestothepool-sharingmecha-
nism, has served to reduce the
club’s contribution significantly
over recent years. In addition, the
club has bought reinsurance pro-
tection, which will result in signifi-
cant recoveries on the 2012 and
2013 policy years if those years
develop as expected.

Claims management
Despitethedramatic improvement
during the second half of the year,
2013 still turned out to be the most
expensive year for the UK P&I Club
since 2007. According to Wynn-
Williams, the increase in claims
costs for the club during the first
half of 2013, was attributable to the
rise in the number of individual
claims that cost between $1m and
$5m. These claims, he says, fall into
a category situated somewhere
betweenthereally largeclaimsand
attritional claims.

For the UK P&I Club, attritional
claims are those costing less than
$500,000. These claims, Wynn-
Williams says, account for around
80% of the club’s total claims vol-
ume. The belief within the club is
the rise and fall in attritional
claim levels is a fairly accurate
reflection of the state of the global
economy and the state of confi-
dence in the shipping sector.

“When Lehman Brothers col-
lapsed, attritional claim levels
came down about 25%. And they
have remained down there since.
World trade, in terms of the ship-
ping industry, has not picked up as
significantlyasweexpected,but, in
the background nevertheless, the
average cost of claims is going up.
Infact,averageclaimsarenow50%
more expensive than they were a
decade ago. Our premise is at some
point the number of claims at less
than $500,000 will increase and
therefore we will be hit by the
higher average costs experienced
in more recent years.”

Although 99% of all claims noti-
fied to the UK P&I Club are less than
$500,000, the remaining 1% – those
greater than $500,000 – represent
60% of the total cost of the policy
year. “So, if you have a run of large
claims, you are going to be much

more affected than you are by
those claims that are less than
$500,000. We invest considerably
in our loss prevention services. For
the lower-level claims, there is a lot
you can do to keep costs down
through education programmes
and co-operating with members.
But when it comes to the small
number of larger claims, it is very
much more difficult because you
are not talking about an easily
observable trend.

“The occurrence of events that
leadto largeclaimstendtobemore
random and less easy to antici-
pate. Occasionally, you might be
able to detect a trend and be in a
position to address the underlying
causes. With the one-off huge
claims, you can try and learn les-
sons from them, but they are gen-
erally more difficult to address in
terms of loss prevention.”

At the renewals the UK P&I Club
turned down 25% of the business
that was offered to it. “And that
would have been for numerous
reasons and not necessarily
because ships were in bad condi-
tion. The ships might not have

been deemed to be in the catego-
ries that we are looking for.
Almost certainly that business
would not have been offered to us
by existing members.”

New business, he says, is more
often than not scrutinised by the
club’s ship and membership qual-
ity committee, which is largely
composed of the shipowner mem-

bers themselves. “It is part of their
role to look at our performance as
managers, to ensure we are look-
ing for new business in the right
areas. They also deal with any
question marks on ship surveys.
It is also their role to decide
whether it is appropriate to take
measures against an existing
member or to scrutinise the suita-

bility of new members coming in.
“But is it is one of the curiosities

of life in the P&I world there is not a
direct correlation between some-
one who you may subjectively feel
is not a good operator and the
claims they may potentially bring
to the club. The really bad accident
can affect the great, the good and
the not so good.”n

An important factor that contrib-
uted to the UK P&I Club produc-
ing a $30m surplus for the last
financial year, a tough and chal-
lenging period for the marine
mutual insurance sector, accord-
ing to Wynn-Williams, is the
increased flexibility the perpet-
ual hybrid capital bond provides
to the club’s investment and asset
management strategies, particu-
larly in the present low interest
rate environment.

“The point about hybrid capital
is it provides additional solvency
capital that increases our capital
base and our flexibility in terms of
the investment options open to us.
The way in which solvency capital
works from the regulators’ point
of view, you always have to be
aware of the investment market
risks.Butthestrongeryourcapital
base, the more risk you can take.
For example, with a low capital
base, it is not that easy to make a
meaningful investment in equi-
ties, which means in the current
financial market context, you are
very likely to be missing out in
terms of investment income.

“Last year, we were able to get a
reasonable return out of our

investment portfolio. About 4.5%.
Had we been out of equities, our
return would have been substan-
tially less than that. So with the
hybrid capital bond, we were able
to enhance the capital of our ship-
owner members’ capital. That is
how we see it.”

The hybrid bond, which
accounts for $98m of the UK Club’s
total capital of $528m, was issued
in 2008, during another challeng-
ing period and not only for the P&I
sector. Indeed, it was so challeng-
ing, the bond did not prevent the
club from having to make an addi-
tional call for funds from its mem-
bers during the following year to
compensate for negative invest-
ment income and an escalation in
claims costs.

Wynn-Williams refrained from
responding directly to the ques-
tion as to whether the UK P&I Club
shipowner members are among
the hybrid capital bond holders.
However, he says people likely to
buy that kind of bond would be
people who understood the credit
profile a P&I club represents and,
in that regard, they could poten-
tially be P&I club members. By the
same token, however, they could

also be investment banks or
wealth managers familiar with
the P&I world .

The subject of capital manage-
ment is a particularly important
one for the UK P&I Club, which,
between 2012 and 2013, has reor-
ganised its structure largely in
response to Solvency II. The object
of the exercise, Wynn-Williams
says, was to streamline the govern-
ance structure of the club, reduce
compliance costs and manage the
club’s solvency capital require-
ments more efficiently.

UK Europe now constitutes the
direct underwriting entity and
issues insurancepolicies to thevast
majority of UK P&I Club members.

“With UK Europe issuing the
insurance policies to the members
of the UK Club, that enables us to
present an entity to our regulators
here in the UK, the Prudential Reg-
ulatory Authority and the Finan-
cial Conduct Authority, which
looks more like a normal insur-
ance company board with execu-
tive officers, representatives of the
shipowners and people, including
those with auditing or accounting
backgrounds, with specialist
risk management backgrounds.

People with the necessary qualifi-
cations to run a regulated insur-
ance company in the modern
business environment.

“The restructuring has also ena-
bled us to bring our company
entirely onshore. The enables us
to hold the regulatory capital nec-
essary for the business in UK and
then to hold any excess capital in
Bermuda. So that is how we oper-
ate now. The business is written
by UK Europe and is reinsured by
UK Bermuda.”

In terms of service provision to
members nothing much has
changed, he says. “We are still
providing all the services inter-
nationally for the UK P&I Club.
Effectively, we are running the
business as if it were ready for
Solvency II. We are also going
through the pre-application
process for an internal solvency
model for the club, which we
hope will enable us to employ our
capital in the business even more
efficiently. Once we have it in
place, it will enable us to reduce
the capital required to support
the business in the UK and
Europe and still continue to write
the same volume of business.”

Capitalmanagement

ThegroundingoftheMVRenain
2012wasoneof threemajormarine
lossesthat forcedtheInternational
Grouptorestructureitsexcess-of-
lossreinsuranceprogramme
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Underwriting profit buoys USmarket in 2013

J ust about every key metric
moved in the right direction
for the US non-life insurance
industry last year, enabling
the market to post its best

result since the financial crisis
struck in 2008. It should come as
no surprise, then, that rates are
showing signs of coming under
pressure as insurers think they can
afford to offer price reductions as
well as loosening conditions and
still make money. Reinsurance is
having an impact, with costs
down for property-related risks,
particularly catastrophe-exposed
business, adding further to the
downward momentum for rating
at the primary level.

Broker Marsh identified distinct
ratesofteningduringthefirstquar-
ter of the year, putting reductions
for property accounts at 2.5%, the
biggest fall for two-and-a-half
years. Large company buyers in
the US were offered more capacity
than requested, the broker said,
forcing risk managers to decide
between new and existing insurer
relationships. Insurers tried to
stabilise rates by offering multi-
year policies.

Liability rates were generally
stable, although there has been
some volatility in line with the
insured’sexperienceandriskchar-
acteristics. General liability and
workers’ comp rates ranged from
flat to single-digit increases, while
motor liability also averaged
single-digit rises. Excess liability
rates moved from mid-single-
digit increases to low single digits,
Marsh said.

First-quarter 2014 results
First-quarter figures saw the
leading 25 insurers (table 1) report-
ing a net profit of about $10.8bn,
down 7.5% on the comparable
period of 2013 but most of
thefallwastheresultofareduction
of 17.6% in investment income.

Underwriting performance was
mixed, with reductions and
increases in combined ratio split
evenly across those that give a fig-
ure. Net premium for the sample
was up about 4.5%.

Rating agency Fitch recently
maintained a stable rating outlook
for the US commercial lines sector,
noting last year’s improved under-
writing performance and contin-
ued growth. Net commercial lines
premiums increased 3.6%, Fitch
said, although that marked a
slightly lower growth rate than in
2012. The accident-year loss ratio
was nearly five percentage points
better, at 67.7%.

Property-related business bene-
fited from the lack of major loss
activity and workers’ compensa-
tion showed improvement,
although this class is still operating
at an underwriting loss. Medical
professional liability is causing
most concern as it suffers from
weak pricing and deteriorating
underwriting results. Commercial
motor insurance posted a com-
bined ratio of 106% last year, a sin-
gle point better than in 2012. The
poor performance is the result of
years of poor pricing before 2011
and what Fitch described as “an
erosion of underwriting standards
to retain business in the economic
downturn of 2008-09”.

Loss ratios for non-life business
overall are likely to improve a little
this year, Fitch said, on the back of
continued (but lower) price rises
and modest loss cost growth. The
insurance industry often seems to
display irrational tendencies but
Fitch drew attention to the logic

behind recent behaviour: “The
current hardening phase of the
commercial lines underwriting
cycle differs from previous hard
markets. Specifically, recent price
increases represent a response to
past underwriting losses and rec-
ognition underwriting profits are
the only viable replacement for
falling investment income in the
current low-yield environment”.

AM Best maintained its negative
outlook for the commercial lines
sector earlier this year owing to
uncertainty around loss reserve
development and weak profit mar-
gins driven by the present low
investment yields. For personal
lines, the rating agency has a stable
outlook, mostly because of the
motor line of business, which
represents more than 60% of the
segment’s premium income.
Underwriters have made good use
of telematics and other driver
usage devices and this will become
increasingly important for the sec-
tor, the rating agency said.

The personal lines sector
avoided significant major cata-
strophic loss last year, AM Best
said, and successful underwriters
are enhancing the granularity of
their pricing models for home-
owners’ business.

As always, the weather remains
a crucial variable that promises to
have an impact on insurers this
year, whatever happens. If the
hurricane season proves benign,
once again, property rates are
likely to come under further pres-
sure. Major losses will affect the
market even more, although re-
insurers have provided additional
protection at lower cost in an
attempt to confront the challenge
posed by third-party capital.

The latest forecast from the team
at Colorado State University, which
has tracked North Atlantic storm
activity for many years, is for
below-average activity compared
with the 1981 to 2010 period. The
entire US coastline has a 40%
chance of suffering a major
hurricane (of category three or
higher on the Saffir-Simpson
scale) compared with an average

of 52% for the past century, the
forecasterssay.Theforecast forthe
East Coast (including peninsular
Florida) is 22%, compared with an
average of 31%, while the Gulf
coast has a 23% chance of a major
windstorm, compared with 30%
for the past century.

Hurricanes and tropical storms
are historically the largest compo-
nent of overall catastrophe losses,
representing 40.4% of the total
between 1993 and 2012, according
to figures from the Insurance Serv-
ices Office (ISO). Tornado losses
have been increasing and
accounted for 36% of the total dur-
ing the 20-year period.

Full-year figures for 2013 issued
jointly by the ISO and the Property
Casualty Insurers Association of
America (PCI) show the market
posted an underwriting profit and
strong realised investment gains,

USprimaryinsurershavetogetusedtoasofter
market,asclients looktoexploit theindustry’s
surpluscapitalandstrongperformancelastyear

GrahamVillage
Global markets editor

“Recent price increases
represent a response 
to past underwriting
losses and recognition
underwriting profits 
are the only viable
replacement for falling
investment income 
in the current low-
yield environment”

Fitch
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Table 1: Leading US insurer performance, first quarter ($m)

Gross written premium Net written premium Combined ratio (%) Investment income Net result Shareholders’ funds
2013 2014 2013 2014 2013 2014 2013 2014 2013 2014 Dec 31, 2013 Mar 31, 2014

Berkshire Hathaway – – *,9377.0 *9,416.0 – – †951.0 †1,001.0 4,892.0 4,705.0 224,485.0 230,289.0

AIG – – *9,372.0 *9,038.0 97.3 101.2 4,164.0 4,196.0 2,206.0 1,609.0 100,470.0 103,833.0

Travelers 6,188.0 6,401.0 5,597.0 5,873.0 88.5 85.7 670.0 736.0 896.0 1,052.0 24,796.0 25,387.0

Allstate – – 6,625.0 6,969.0 93.2 94.7 983.0 959.0 709.0 587.0 21,480.0 22,105.0

Nationwide – – *4,721.0 *5,026.0 – – 785.0 807.0 484.0 140.0 **19,991.0 **20,593.0

Hartford – – *3,252.0 *3,301.0 93.6 89.8 3,418.0 600.0 (241.0) 495.0 18,905.0 19,774.0

Liberty Mutual – – *8,165.0 *8,629.0 98.1 99.6 721.0 891.0 318.0 272.0 19,012.0 19,767.0

Chubb – – 3,057.0 3,062.0 84.6 93.2 351.0 341.0 656.0 449.0 16,097.0 16,226.0

CNA ‡2,384.0 ‡2,494.0 ‡1,776.0 ‡1,767.0 101.5 101.6 591.0 526.0 250.0 13.0 12,651.0 12,582.0

Erie Indemnity – – *1,175.0 *1,288.0 99.0 108.3 103.0 109.0 290.0 109.0 7,550.0 7,690.0

Alleghany 1,237.5 1,301.1 1,093.0 1,134.0 83.1 88.8 118.8 110.6 196.3 204.9 6,923.8 7,128.1

Markel 743.3 1,359.8 663.0 1,139.3 91.0 95.0 64.6 86.7 88.9 87.7 6,673.6 6,900.1

Cincinnati Financial – – 970.0 1,037.0 91.2 100.3 86.0 90.0 137.0 82.0 6,070.0 6,168.0

Assurant – – *1,850.5 *2,060.5 96.9 93.7 166.0 168.1 117.8 137.3 4,833.5 5,096.3

American Financial ‡925.0 ‡1,024.0 *717.0 *782.0 93.1 92.2 326.0 361.0 120.0 103.0 4,550.0 4,747.0

WR Berkley 1,631.6 1,805.3 1,377.0 1,525.9 94.7 93.9 135.9 168.7 116.6 169.7 4,336.0 4,375.9

American National – – *419.8 *462.9 101.4 95.4 251.4 218.8 60.0 52.9 3,947.3 4,270.2

Old Republic – – *1,165.6 *1,132.7 97.6 98.9 79.3 82.8 56.2 194.4 3,775.0 3,865.8

HCC 720.2 746.7 579.2 590.2 83.8 83.0 55.8 56.8 104.1 106.2 3,674.4 3,782.1

Hanover 1,318.1 1,408.1 1,076.7 1,172.3 96.1 98.3 67.3 67.0 66.2 54.6 2,594.5 2,681.1

First American – – *962.3 *854.8 – – 23.1 17.8 36.2 21.7 2,453.1 2,459.5

AmTrust 943.9 1,666.2 532.1 1,130.3 91.3 89.9 18.1 28.5 83.9 101.8 1,441.0 1,582.5

Selective 537.3 565.7 450.1 476.8 101.1 97.1 32.9 35.5 21.3 18.0 1,153.9 1,185.5

Navigators 393.2 422.8 269.5 311.9 97.9 92.2 13.7 16.6 13.9 28.0 902.2 936.8

State Auto – – 263.7 265.4 100.2 99.2 16.9 17.6 19.7 27.1 785.0 817.5

*earned **policyholders’ surplus
†insurance operations only
‡non-life only
Source: company announcements/Insurance Day database

TheaftermathoftheMoore
tornadoinOklahoma:the

disasterwaslastyear’s largest
catastrophic loss fortheUS

market,costinginsurers$2bn

leading to an overall net profit of
$63.8bn. The ISO/PCI figures are
totalmarketestimatesbasedonthe
reportsofcompanieswritingabout
96% of all business.

Underwriting drove the
improvement in 2013 as the mar-
ket benefited from the absence of
major loss activity, a welcome
change after the large losses of the
two previous years. ISO’s Property
Claim Services division calculated
US insurers faced a cat bill of
$12.9bn from domestic events last
year, down from $35bn the year
before, which was the third-
highest total ever suffered. Last
year’s largest catastrophic loss for
the US market was the tornado that
hit Moore in Oklahoma, costing
insurersabout$2bn.The2013level
is well below the average annual
cat cost of $23.9bn over the past 10
years. Cat losses represented just

3.4 points of the 2013 combined
ratio of 96.1%, a fall of 6.8 points
on the previous year. The fall in
losses accounted for 3.9 points of
the improvement while premium
growth accounted for the remain-
ing 2.9 points.

Reserve releases
Another boost came in the shape of
an increased release from
reserves for prior-year losses of
$16bn, up from $10.2bn in 2012.
Releases rose mainly because of
the mortgage and financial guar-
antee segment, which released
$3.5bn last year after strengthen-
ing reserves $2bn the year before.
Insurers also released in 2013
some reserves earmarked for hur-
ricane Sandy claims. Stripping out
the impact of releases leaves the
industry with a combined ratio of
99.5% for 2013.

Reserving levels remain under
scrutiny as companies continue to
release significant amounts for
prior years, despite predictions by
many analysts the level should
have slowed by now. Fitch said
the overall rise in reserve releases
last year came despite significant
strengthening at some companies,
including QBE Americas, Tower
and Meadowbrook. These insur-
ers showed above-average
growth in the soft market years of
2008 to 2011, the rating agency
said, and added business in
weaker lines such as workers’
compensation and commercial
motor liability.

Interestingly, Fitch said the
number of companies reporting
releases has fallen over the past
five years. Nearly 75% of the

Continued on p11 >>
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Underwriting profit buoys USmarket in 2013

J ust about every key metric
moved in the right direction
for the US non-life insurance
industry last year, enabling
the market to post its best

result since the financial crisis
struck in 2008. It should come as
no surprise, then, that rates are
showing signs of coming under
pressure as insurers think they can
afford to offer price reductions as
well as loosening conditions and
still make money. Reinsurance is
having an impact, with costs
down for property-related risks,
particularly catastrophe-exposed
business, adding further to the
downward momentum for rating
at the primary level.

Broker Marsh identified distinct
ratesofteningduringthefirstquar-
ter of the year, putting reductions
for property accounts at 2.5%, the
biggest fall for two-and-a-half
years. Large company buyers in
the US were offered more capacity
than requested, the broker said,
forcing risk managers to decide
between new and existing insurer
relationships. Insurers tried to
stabilise rates by offering multi-
year policies.

Liability rates were generally
stable, although there has been
some volatility in line with the
insured’sexperienceandriskchar-
acteristics. General liability and
workers’ comp rates ranged from
flat to single-digit increases, while
motor liability also averaged
single-digit rises. Excess liability
rates moved from mid-single-
digit increases to low single digits,
Marsh said.

First-quarter 2014 results
First-quarter figures saw the
leading 25 insurers (table 1) report-
ing a net profit of about $10.8bn,
down 7.5% on the comparable
period of 2013 but most of
thefallwastheresultofareduction
of 17.6% in investment income.

Underwriting performance was
mixed, with reductions and
increases in combined ratio split
evenly across those that give a fig-
ure. Net premium for the sample
was up about 4.5%.

Rating agency Fitch recently
maintained a stable rating outlook
for the US commercial lines sector,
noting last year’s improved under-
writing performance and contin-
ued growth. Net commercial lines
premiums increased 3.6%, Fitch
said, although that marked a
slightly lower growth rate than in
2012. The accident-year loss ratio
was nearly five percentage points
better, at 67.7%.

Property-related business bene-
fited from the lack of major loss
activity and workers’ compensa-
tion showed improvement,
although this class is still operating
at an underwriting loss. Medical
professional liability is causing
most concern as it suffers from
weak pricing and deteriorating
underwriting results. Commercial
motor insurance posted a com-
bined ratio of 106% last year, a sin-
gle point better than in 2012. The
poor performance is the result of
years of poor pricing before 2011
and what Fitch described as “an
erosion of underwriting standards
to retain business in the economic
downturn of 2008-09”.

Loss ratios for non-life business
overall are likely to improve a little
this year, Fitch said, on the back of
continued (but lower) price rises
and modest loss cost growth. The
insurance industry often seems to
display irrational tendencies but
Fitch drew attention to the logic

behind recent behaviour: “The
current hardening phase of the
commercial lines underwriting
cycle differs from previous hard
markets. Specifically, recent price
increases represent a response to
past underwriting losses and rec-
ognition underwriting profits are
the only viable replacement for
falling investment income in the
current low-yield environment”.

AM Best maintained its negative
outlook for the commercial lines
sector earlier this year owing to
uncertainty around loss reserve
development and weak profit mar-
gins driven by the present low
investment yields. For personal
lines, the rating agency has a stable
outlook, mostly because of the
motor line of business, which
represents more than 60% of the
segment’s premium income.
Underwriters have made good use
of telematics and other driver
usage devices and this will become
increasingly important for the sec-
tor, the rating agency said.

The personal lines sector
avoided significant major cata-
strophic loss last year, AM Best
said, and successful underwriters
are enhancing the granularity of
their pricing models for home-
owners’ business.

As always, the weather remains
a crucial variable that promises to
have an impact on insurers this
year, whatever happens. If the
hurricane season proves benign,
once again, property rates are
likely to come under further pres-
sure. Major losses will affect the
market even more, although re-
insurers have provided additional
protection at lower cost in an
attempt to confront the challenge
posed by third-party capital.

The latest forecast from the team
at Colorado State University, which
has tracked North Atlantic storm
activity for many years, is for
below-average activity compared
with the 1981 to 2010 period. The
entire US coastline has a 40%
chance of suffering a major
hurricane (of category three or
higher on the Saffir-Simpson
scale) compared with an average

of 52% for the past century, the
forecasterssay.Theforecast forthe
East Coast (including peninsular
Florida) is 22%, compared with an
average of 31%, while the Gulf
coast has a 23% chance of a major
windstorm, compared with 30%
for the past century.

Hurricanes and tropical storms
are historically the largest compo-
nent of overall catastrophe losses,
representing 40.4% of the total
between 1993 and 2012, according
to figures from the Insurance Serv-
ices Office (ISO). Tornado losses
have been increasing and
accounted for 36% of the total dur-
ing the 20-year period.

Full-year figures for 2013 issued
jointly by the ISO and the Property
Casualty Insurers Association of
America (PCI) show the market
posted an underwriting profit and
strong realised investment gains,

USprimaryinsurershavetogetusedtoasofter
market,asclients looktoexploit theindustry’s
surpluscapitalandstrongperformancelastyear

GrahamVillage
Global markets editor

“Recent price increases
represent a response 
to past underwriting
losses and recognition
underwriting profits 
are the only viable
replacement for falling
investment income 
in the current low-
yield environment”

Fitch
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Table 1: Leading US insurer performance, first quarter ($m)

Gross written premium Net written premium Combined ratio (%) Investment income Net result Shareholders’ funds
2013 2014 2013 2014 2013 2014 2013 2014 2013 2014 Dec 31, 2013 Mar 31, 2014

Berkshire Hathaway – – *,9377.0 *9,416.0 – – †951.0 †1,001.0 4,892.0 4,705.0 224,485.0 230,289.0

AIG – – *9,372.0 *9,038.0 97.3 101.2 4,164.0 4,196.0 2,206.0 1,609.0 100,470.0 103,833.0

Travelers 6,188.0 6,401.0 5,597.0 5,873.0 88.5 85.7 670.0 736.0 896.0 1,052.0 24,796.0 25,387.0

Allstate – – 6,625.0 6,969.0 93.2 94.7 983.0 959.0 709.0 587.0 21,480.0 22,105.0

Nationwide – – *4,721.0 *5,026.0 – – 785.0 807.0 484.0 140.0 **19,991.0 **20,593.0

Hartford – – *3,252.0 *3,301.0 93.6 89.8 3,418.0 600.0 (241.0) 495.0 18,905.0 19,774.0

Liberty Mutual – – *8,165.0 *8,629.0 98.1 99.6 721.0 891.0 318.0 272.0 19,012.0 19,767.0

Chubb – – 3,057.0 3,062.0 84.6 93.2 351.0 341.0 656.0 449.0 16,097.0 16,226.0

CNA ‡2,384.0 ‡2,494.0 ‡1,776.0 ‡1,767.0 101.5 101.6 591.0 526.0 250.0 13.0 12,651.0 12,582.0

Erie Indemnity – – *1,175.0 *1,288.0 99.0 108.3 103.0 109.0 290.0 109.0 7,550.0 7,690.0

Alleghany 1,237.5 1,301.1 1,093.0 1,134.0 83.1 88.8 118.8 110.6 196.3 204.9 6,923.8 7,128.1

Markel 743.3 1,359.8 663.0 1,139.3 91.0 95.0 64.6 86.7 88.9 87.7 6,673.6 6,900.1

Cincinnati Financial – – 970.0 1,037.0 91.2 100.3 86.0 90.0 137.0 82.0 6,070.0 6,168.0

Assurant – – *1,850.5 *2,060.5 96.9 93.7 166.0 168.1 117.8 137.3 4,833.5 5,096.3

American Financial ‡925.0 ‡1,024.0 *717.0 *782.0 93.1 92.2 326.0 361.0 120.0 103.0 4,550.0 4,747.0

WR Berkley 1,631.6 1,805.3 1,377.0 1,525.9 94.7 93.9 135.9 168.7 116.6 169.7 4,336.0 4,375.9

American National – – *419.8 *462.9 101.4 95.4 251.4 218.8 60.0 52.9 3,947.3 4,270.2

Old Republic – – *1,165.6 *1,132.7 97.6 98.9 79.3 82.8 56.2 194.4 3,775.0 3,865.8

HCC 720.2 746.7 579.2 590.2 83.8 83.0 55.8 56.8 104.1 106.2 3,674.4 3,782.1

Hanover 1,318.1 1,408.1 1,076.7 1,172.3 96.1 98.3 67.3 67.0 66.2 54.6 2,594.5 2,681.1

First American – – *962.3 *854.8 – – 23.1 17.8 36.2 21.7 2,453.1 2,459.5

AmTrust 943.9 1,666.2 532.1 1,130.3 91.3 89.9 18.1 28.5 83.9 101.8 1,441.0 1,582.5

Selective 537.3 565.7 450.1 476.8 101.1 97.1 32.9 35.5 21.3 18.0 1,153.9 1,185.5

Navigators 393.2 422.8 269.5 311.9 97.9 92.2 13.7 16.6 13.9 28.0 902.2 936.8

State Auto – – 263.7 265.4 100.2 99.2 16.9 17.6 19.7 27.1 785.0 817.5

*earned **policyholders’ surplus
†insurance operations only
‡non-life only
Source: company announcements/Insurance Day database

TheaftermathoftheMoore
tornadoinOklahoma:the

disasterwaslastyear’s largest
catastrophic loss fortheUS

market,costinginsurers$2bn

leading to an overall net profit of
$63.8bn. The ISO/PCI figures are
totalmarketestimatesbasedonthe
reportsofcompanieswritingabout
96% of all business.

Underwriting drove the
improvement in 2013 as the mar-
ket benefited from the absence of
major loss activity, a welcome
change after the large losses of the
two previous years. ISO’s Property
Claim Services division calculated
US insurers faced a cat bill of
$12.9bn from domestic events last
year, down from $35bn the year
before, which was the third-
highest total ever suffered. Last
year’s largest catastrophic loss for
the US market was the tornado that
hit Moore in Oklahoma, costing
insurersabout$2bn.The2013level
is well below the average annual
cat cost of $23.9bn over the past 10
years. Cat losses represented just

3.4 points of the 2013 combined
ratio of 96.1%, a fall of 6.8 points
on the previous year. The fall in
losses accounted for 3.9 points of
the improvement while premium
growth accounted for the remain-
ing 2.9 points.

Reserve releases
Another boost came in the shape of
an increased release from
reserves for prior-year losses of
$16bn, up from $10.2bn in 2012.
Releases rose mainly because of
the mortgage and financial guar-
antee segment, which released
$3.5bn last year after strengthen-
ing reserves $2bn the year before.
Insurers also released in 2013
some reserves earmarked for hur-
ricane Sandy claims. Stripping out
the impact of releases leaves the
industry with a combined ratio of
99.5% for 2013.

Reserving levels remain under
scrutiny as companies continue to
release significant amounts for
prior years, despite predictions by
many analysts the level should
have slowed by now. Fitch said
the overall rise in reserve releases
last year came despite significant
strengthening at some companies,
including QBE Americas, Tower
and Meadowbrook. These insur-
ers showed above-average
growth in the soft market years of
2008 to 2011, the rating agency
said, and added business in
weaker lines such as workers’
compensation and commercial
motor liability.

Interestingly, Fitch said the
number of companies reporting
releases has fallen over the past
five years. Nearly 75% of the

Continued on p11 >>
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Graph: US non-life market financial highlights ($bn)
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Table 3: US non-life market net profit ($bn)

Year Profit ($bn)
2004 38.5

2005 44.2

2006 65.8

2007 62.5

2008 3.0

2009 28.7

2010 35.2

2011 19.5

2012 35.1

2013 63.8

10-year annual average 39.6

Source: AM Best, Insurance Services Office, Insurance Information Institute

Continued from p7

reserves over the first nine months
of 2013 came from just five compa-
nies: State Farm, National Indem-
nity, Travelers, Chubb and USAA.

Fitch predicted a fall in favour-
able reserve development in 2014
“as reserves from hard market
years 2003 to 2007 pay out and loss
reserves from more recent acci-
dent years do not exhibit the same
level of redundancy. Given recent
improvements in core under-
writing results from a hardening
pricing environment, insurers
may be more inclined to
strengthen reserves from older
accident years and latent asbestos
exposures in the near term”.

AM Best said 2013 marked the
eighth consecutive year of favour-
able reserve development but
industry reserving levels have
been weakening since 2007. At the
end of 2013, the industry had a total
net loss and loss expenses reserve
deficiency of $45bn, consisting of a
$34bn deficiency for core reserves
and $11bn for asbestos and envi-
ronmental reserves. The bulk of
the deficiency lay in the workers’
compensation line.

Conning calculated the reserve
position for the US industry in 2013
was at least stable and perhaps
increased, despite releases of more
than $13bn. More than 50% of the
releases came from the “all other
lines” category, which includes
motor physical damage, surety,
accident and health and financial.

The firm calculates the industry
has sufficient reserves, with a
modest degree of safety, under
the assumption claim-settlement
patterns will remain as they are.
As Conning admits, though, that
assumption is of some concern,
given ongoing low inflation and
sluggish economic growth.

Reserving levels are important
business deficient reserves and/
or inadequate pricing have been
the leading cause of insurance
company failure in the US over the
long term. AM Best estimated they
were responsible for 43.4% of all
failures between 1969 and 2012,
ahead of rapid growth, accounting
for 12.6% of failures.

The impact of any reserve
deficiency lies in the future. For
now, US insurers will be relieved
2013 proved such a strong year.
To put the overall performance in
its historical context, the US
market has recorded underwriting
profits in only 12 of the 55 years
since the start of the ISO’s data set,
in 1959. But Michael Murray,
assistant vice-president for finan-

cial analysis at ISO, warned the
industry against complacency
after last year’s performance,
saying:“Withmuchoftheimprove-
ment in underwriting results last
year attributable to special devel-
opments including relatively
benign weather, a sharp drop in
catastrophe losses and increases
in reserve releases, one has to
wonder just how sustainable the
net gains on underwriting will
prove to be.”

Table 4: Atlantic hurricane activity, actual and forecast

Median 1981 to 2010 2013 Forecast 2014
Hurricanes 6.5 2 4
Named storms 12 14 10
Hurricane days 21.3 3.25 15
Named storm days 60.1 42.25 40
Major hurricanes 2 0 1
Major hurricane days 3.9 0 3
Net tropical cyclone activity (%) 103 47 70

Source: Klotzbach/Gray, Colorado State University

Table 5: US insured catastrophe losses ($bn)

Year Total insured cat loss Major individual losses
2004 33.7 Charley 9.2

Ivan 8.7

Jeanne 5.6

Frances 5.6

2005 73.4 Katrina 48.7

Rita 6.7

Wilma 11.1

2006 10.5

2007 7.5

2008 29.2 Ike 13.4

2009 11.5

2010 14.4

2011 33.6 Irene 4.4

Tornadoes 7.1

Tornadoes 7.5

2012 35.0 Sandy 18.8

2013 10.9

Source: Property Claim Services, Insurance Services Office, Insurance Information Institute

Positive premium trends
Premium income trends were
encouraging lastyear,postingrises
of 4.6% on a net written and 4.2%
on a net earned basis. The net writ-
ten increase was the strongest
since 2004 and followed a rise of
4.3% in 2012.Though relatively
modest, premium growth is now
experiencing its longest sustained
period of gains in a decade, accord-
ing to Bob Hartwig, president and
economist of the Insurance Infor-

mation Institute. Growth in premi-
ums was strongly linked to the
general development of the US
economy and the creation of new
jobs. This is seen most obviously in
the workers’ comp sector, where
the contraction of the recession
has given way to expansion. Work-
ers’ comp was the fastest-growing
line within the overall non-life sec-
tor last year and is likely to remain
so in 2014.

Hartwig highlighted the varia-

tion in premium trends between
lines of business. Personal lines
writersrecorded a 5.3% increase in
premium last year, up from 3.5%.
Commercial lines companies saw
their premium rise 4%, down from
5.5%. Those writing a mix of busi-
ness recorded increases of 4.1%,
down from 4.6%.

It is worth bearing in mind the
mortgage and financial guarantee
sector, scene of some horrendous
results over the past few years, had
a much stronger showing last year.
Net premiums were up 6.1% to
$5.1bn and net losses reduced to
$1.3bnfrom$7.4bntheyearbefore.
Favourable reserve development
of $3.5bn contrasted with reserve
strengtheningof$2bnin2012.

Investment results
Investments have been an unreli-
able source of income for insurers
since the financial crisis but net
investment gains increased last
year to $58.8bn from $54.2bn. Last
year’s total was the sum of
reduced investment income of
$47.4bn and higher realised gains
of $11.4bn. Since the start of ISO’s
data collection in 1959, capital
gains have ranged from a high of
$39.8bn in 1997 to a low of $72.7bn
in losses in 2008.

Investment income fell last year
in line with declines in market
yields, pushing insurers’ yields to
3.4%, their lowest level since 1997.
Investment income peaked at
$55.1bn in 2007 before falling
away to total $47.4bn last year
owing to the low interest rate pre-
vailing since the financial crisis.
Fitch’s analysis of the 48 publicly
traded US non-life insurers found
only 13 of the companies reported
increases in investment income
and in many cases the rises were
modest and stemmed from
improved results in alternative
asset classes.

But capital gains increased last
year on the back of rises in stock
market levels. The New York Stock
Exchange composite was up 23.2%
and the Nasdaq composite
climbed 38.3%.

Policyholders’ surplus jumped
11.3% during the year to reach a
record high of $653.3bn at the end
of 2013. The net premium to sur-
plus ratio of 0.73 was not only the
lowest ever but also only about
half the average annual ratio over
the past 55 years. That means
insurers are well capitalised in the
event of major loss activity but
also provides an incentive for
companies to keep writing busi-
ness even after rating and condi-
tions have weakened.n
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Table 2: US non-life market net profit ($bn)

Year Profit ($bn)
2004 38.5

2005 44.2

2006 65.8

2007 62.5

2008 3.0

2009 28.7

2010 35.2

2011 19.5

2012 35.1

2013 63.8

10-year annual average 39.6

Source: AM Best, Insurance Services Office, Insurance Information Institute
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reserves over the first nine months
of 2013 came from just five compa-
nies: State Farm, National Indem-
nity, Travelers, Chubb and USAA.

Fitch predicted a fall in favour-
able reserve development in 2014
“as reserves from hard market
years 2003 to 2007 pay out and loss
reserves from more recent acci-
dent years do not exhibit the same
level of redundancy. Given recent
improvements in core under-
writing results from a hardening
pricing environment, insurers
may be more inclined to
strengthen reserves from older
accident years and latent asbestos
exposures in the near term”.

AM Best said 2013 marked the
eighth consecutive year of favour-
able reserve development but
industry reserving levels have
been weakening since 2007. At the
end of 2013, the industry had a total
net loss and loss expenses reserve
deficiency of $45bn, consisting of a
$34bn deficiency for core reserves
and $11bn for asbestos and envi-
ronmental reserves. The bulk of
the deficiency lay in the workers’
compensation line.

Conning calculated the reserve
position for the US industry in 2013
was at least stable and perhaps
increased, despite releases of more
than $13bn. More than 50% of the
releases came from the “all other
lines” category, which includes
motor physical damage, surety,
accident and health and financial.

The firm calculates the industry
has sufficient reserves, with a
modest degree of safety, under
the assumption claim-settlement
patterns will remain as they are.
As Conning admits, though, that
assumption is of some concern,
given ongoing low inflation and
sluggish economic growth.

Reserving levels are important
because deficient reserves and/or
inadequate pricing have been the
leading cause of insurance com-
pany failure in the US over the long
term. AM Best estimated they
were responsible for 43.4% of all
failures between 1969 and 2012,
ahead of rapid growth, accounting
for 12.6% of failures.

The impact of any reserve
deficiency lies in the future. For
now, US insurers will be relieved
2013 proved such a strong year.
To put the overall performance in
its historical context, the US
market has recorded underwriting
profits in only 12 of the 55 years
since the start of the ISO’s data set,
in 1959. But Michael Murray,
assistant vice-president for finan-

cial analysis at ISO, warned the
industry against complacency
after last year’s performance,
saying:“Withmuchoftheimprove-
ment in underwriting results last
year attributable to special devel-
opments including relatively
benign weather, a sharp drop in
catastrophe losses and increases
in reserve releases, one has to
wonder just how sustainable the
net gains on underwriting will
prove to be.”

Table 3: Atlantic hurricane activity, actual and forecast

Median 1981 to 2010 2013 Forecast 2014
Hurricanes 6.5 2 4
Named storms 12 14 10
Hurricane days 21.3 3.25 15
Named storm days 60.1 42.25 40
Major hurricanes 2 0 1
Major hurricane days 3.9 0 3
Net tropical cyclone activity (%) 103 47 70

Source: Klotzbach/Gray, Colorado State University

Table 4: US insured catastrophe losses ($bn)

Year Total insured cat loss Major individual losses
2004 33.7 Charley 9.2

Ivan 8.7

Jeanne 5.6

Frances 5.6

2005 73.4 Katrina 48.7

Rita 6.7

Wilma 11.1

2006 10.5

2007 7.5

2008 29.2 Ike 13.4

2009 11.5

2010 14.4

2011 33.6 Irene 4.4

Tornadoes 7.1

Tornadoes 7.5

2012 35.0 Sandy 18.8

2013 10.9

Source: Property Claim Services, Insurance Services Office, Insurance Information Institute

Positive premium trends
Premium income trends were
encouraging lastyear,postingrises
of 4.6% on a net written and 4.2%
on a net earned basis. The net writ-
ten increase was the strongest
since 2004 and followed a rise of
4.3% in 2012.Though relatively
modest, premium growth is now
experiencing its longest sustained
period of gains in a decade, accord-
ing to Bob Hartwig, president and
economist of the Insurance Infor-

mation Institute. Growth in premi-
ums was strongly linked to the
general development of the US
economy and the creation of new
jobs. This is seen most obviously in
the workers’ comp sector, where
the contraction of the recession
has given way to expansion. Work-
ers’ comp was the fastest-growing
line within the overall non-life sec-
tor last year and is likely to remain
so in 2014.

Hartwig highlighted the varia-

tion in premium trends between
lines of business. Personal lines
writersrecorded a 5.3% increase in
premium last year, up from 3.5%.
Commercial lines companies saw
their premium rise 4%, down from
5.5%. Those writing a mix of busi-
ness recorded increases of 4.1%,
down from 4.6%.

It is worth bearing in mind the
mortgage and financial guarantee
sector, scene of some horrendous
results over the past few years, had
a much stronger showing last year.
Net premiums were up 6.1% to
$5.1bn and net losses reduced to
$1.3bnfrom$7.4bntheyearbefore.
Favourable reserve development
of $3.5bn contrasted with reserve
strengtheningof$2bnin2012.

Investment results
Investments have been an un-
reliable source of income for
insurers since the financial crisis
but net investment gains
increased last year to $58.8bn
from $54.2bn. Last year’s total was
the sum of reduced investment
income of $47.4bn and higher
realised gains of $11.4bn. Since
the start of ISO’s data collection in
1959, capital gains have ranged
from a high of $39.8bn in 1997 to a
low of $72.7bn in losses in 2008.

Investment income fell last year
in line with declines in market
yields, pushing insurers’ yields to
3.4%, their lowest level since 1997.
Investment income peaked at
$55.1bn in 2007 before falling
away to total $47.4bn last year
owing to the low interest rate pre-
vailing since the financial crisis.
Fitch’s analysis of the 48 publicly
traded US non-life insurers found
only 13 of the companies reported
increases in investment income
and in many cases the rises were
modest and stemmed from
improved results in alternative
asset classes.

But capital gains increased last
year on the back of rises in stock
market levels. The New York Stock
Exchange composite was up 23.2%
and the Nasdaq composite
climbed 38.3%.

Policyholders’ surplus jumped
11.3% during the year to reach a
record high of $653.3bn at the end
of 2013. The net premium to sur-
plus ratio of 0.73 was not only the
lowest ever but also only about
half the average annual ratio over
the past 55 years. That means
insurers are well capitalised in the
event of major loss activity but
also provides an incentive for
companies to keep writing busi-
ness even after rating and condi-
tions have weakened.n
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Graph: US non-life market financial highlights ($bn)
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Table 3: US non-life market net profit ($bn)

Year Profit ($bn)
2004 38.5

2005 44.2

2006 65.8

2007 62.5

2008 3.0

2009 28.7

2010 35.2

2011 19.5

2012 35.1

2013 63.8

10-year annual average 39.6

Source: AM Best, Insurance Services Office, Insurance Information Institute

Continued from p7

reserves over the first nine months
of 2013 came from just five compa-
nies: State Farm, National Indem-
nity, Travelers, Chubb and USAA.

Fitch predicted a fall in favour-
able reserve development in 2014
“as reserves from hard market
years 2003 to 2007 pay out and loss
reserves from more recent acci-
dent years do not exhibit the same
level of redundancy. Given recent
improvements in core under-
writing results from a hardening
pricing environment, insurers
may be more inclined to
strengthen reserves from older
accident years and latent asbestos
exposures in the near term”.

AM Best said 2013 marked the
eighth consecutive year of favour-
able reserve development but
industry reserving levels have
been weakening since 2007. At the
end of 2013, the industry had a total
net loss and loss expenses reserve
deficiency of $45bn, consisting of a
$34bn deficiency for core reserves
and $11bn for asbestos and envi-
ronmental reserves. The bulk of
the deficiency lay in the workers’
compensation line.

Conning calculated the reserve
position for the US industry in 2013
was at least stable and perhaps
increased, despite releases of more
than $13bn. More than 50% of the
releases came from the “all other
lines” category, which includes
motor physical damage, surety,
accident and health and financial.

The firm calculates the industry
has sufficient reserves, with a
modest degree of safety, under
the assumption claim-settlement
patterns will remain as they are.
As Conning admits, though, that
assumption is of some concern,
given ongoing low inflation and
sluggish economic growth.

Reserving levels are important
business deficient reserves and/
or inadequate pricing have been
the leading cause of insurance
company failure in the US over the
long term. AM Best estimated they
were responsible for 43.4% of all
failures between 1969 and 2012,
ahead of rapid growth, accounting
for 12.6% of failures.

The impact of any reserve
deficiency lies in the future. For
now, US insurers will be relieved
2013 proved such a strong year.
To put the overall performance in
its historical context, the US
market has recorded underwriting
profits in only 12 of the 55 years
since the start of the ISO’s data set,
in 1959. But Michael Murray,
assistant vice-president for finan-

cial analysis at ISO, warned the
industry against complacency
after last year’s performance,
saying:“Withmuchoftheimprove-
ment in underwriting results last
year attributable to special devel-
opments including relatively
benign weather, a sharp drop in
catastrophe losses and increases
in reserve releases, one has to
wonder just how sustainable the
net gains on underwriting will
prove to be.”

Table 4: Atlantic hurricane activity, actual and forecast

Median 1981 to 2010 2013 Forecast 2014
Hurricanes 6.5 2 4
Named storms 12 14 10
Hurricane days 21.3 3.25 15
Named storm days 60.1 42.25 40
Major hurricanes 2 0 1
Major hurricane days 3.9 0 3
Net tropical cyclone activity (%) 103 47 70

Source: Klotzbach/Gray, Colorado State University

Table 5: US insured catastrophe losses ($bn)

Year Total insured cat loss Major individual losses
2004 33.7 Charley 9.2

Ivan 8.7

Jeanne 5.6

Frances 5.6

2005 73.4 Katrina 48.7

Rita 6.7

Wilma 11.1

2006 10.5

2007 7.5

2008 29.2 Ike 13.4

2009 11.5

2010 14.4

2011 33.6 Irene 4.4

Tornadoes 7.1

Tornadoes 7.5

2012 35.0 Sandy 18.8

2013 10.9

Source: Property Claim Services, Insurance Services Office, Insurance Information Institute

Positive premium trends
Premium income trends were
encouraging lastyear,postingrises
of 4.6% on a net written and 4.2%
on a net earned basis. The net writ-
ten increase was the strongest
since 2004 and followed a rise of
4.3% in 2012.Though relatively
modest, premium growth is now
experiencing its longest sustained
period of gains in a decade, accord-
ing to Bob Hartwig, president and
economist of the Insurance Infor-

mation Institute. Growth in premi-
ums was strongly linked to the
general development of the US
economy and the creation of new
jobs. This is seen most obviously in
the workers’ comp sector, where
the contraction of the recession
has given way to expansion. Work-
ers’ comp was the fastest-growing
line within the overall non-life sec-
tor last year and is likely to remain
so in 2014.

Hartwig highlighted the varia-

tion in premium trends between
lines of business. Personal lines
writersrecorded a 5.3% increase in
premium last year, up from 3.5%.
Commercial lines companies saw
their premium rise 4%, down from
5.5%. Those writing a mix of busi-
ness recorded increases of 4.1%,
down from 4.6%.

It is worth bearing in mind the
mortgage and financial guarantee
sector, scene of some horrendous
results over the past few years, had
a much stronger showing last year.
Net premiums were up 6.1% to
$5.1bn and net losses reduced to
$1.3bnfrom$7.4bntheyearbefore.
Favourable reserve development
of $3.5bn contrasted with reserve
strengtheningof$2bnin2012.

Investment results
Investments have been an unreli-
able source of income for insurers
since the financial crisis but net
investment gains increased last
year to $58.8bn from $54.2bn. Last
year’s total was the sum of
reduced investment income of
$47.4bn and higher realised gains
of $11.4bn. Since the start of ISO’s
data collection in 1959, capital
gains have ranged from a high of
$39.8bn in 1997 to a low of $72.7bn
in losses in 2008.

Investment income fell last year
in line with declines in market
yields, pushing insurers’ yields to
3.4%, their lowest level since 1997.
Investment income peaked at
$55.1bn in 2007 before falling
away to total $47.4bn last year
owing to the low interest rate pre-
vailing since the financial crisis.
Fitch’s analysis of the 48 publicly
traded US non-life insurers found
only 13 of the companies reported
increases in investment income
and in many cases the rises were
modest and stemmed from
improved results in alternative
asset classes.

But capital gains increased last
year on the back of rises in stock
market levels. The New York Stock
Exchange composite was up 23.2%
and the Nasdaq composite
climbed 38.3%.

Policyholders’ surplus jumped
11.3% during the year to reach a
record high of $653.3bn at the end
of 2013. The net premium to sur-
plus ratio of 0.73 was not only the
lowest ever but also only about
half the average annual ratio over
the past 55 years. That means
insurers are well capitalised in the
event of major loss activity but
also provides an incentive for
companies to keep writing busi-
ness even after rating and condi-
tions have weakened.n
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Table 2: US non-life market net profit ($bn)

Year Profit ($bn)
2004 38.5

2005 44.2

2006 65.8

2007 62.5

2008 3.0

2009 28.7

2010 35.2

2011 19.5

2012 35.1

2013 63.8

10-year annual average 39.6

Source: AM Best, Insurance Services Office, Insurance Information Institute
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reserves over the first nine months
of 2013 came from just five compa-
nies: State Farm, National Indem-
nity, Travelers, Chubb and USAA.

Fitch predicted a fall in favour-
able reserve development in 2014
“as reserves from hard market
years 2003 to 2007 pay out and loss
reserves from more recent acci-
dent years do not exhibit the same
level of redundancy. Given recent
improvements in core under-
writing results from a hardening
pricing environment, insurers
may be more inclined to
strengthen reserves from older
accident years and latent asbestos
exposures in the near term”.

AM Best said 2013 marked the
eighth consecutive year of favour-
able reserve development but
industry reserving levels have
been weakening since 2007. At the
end of 2013, the industry had a total
net loss and loss expenses reserve
deficiency of $45bn, consisting of a
$34bn deficiency for core reserves
and $11bn for asbestos and envi-
ronmental reserves. The bulk of
the deficiency lay in the workers’
compensation line.

Conning calculated the reserve
position for the US industry in 2013
was at least stable and perhaps
increased, despite releases of more
than $13bn. More than 50% of the
releases came from the “all other
lines” category, which includes
motor physical damage, surety,
accident and health and financial.

The firm calculates the industry
has sufficient reserves, with a
modest degree of safety, under
the assumption claim-settlement
patterns will remain as they are.
As Conning admits, though, that
assumption is of some concern,
given ongoing low inflation and
sluggish economic growth.

Reserving levels are important
because deficient reserves and/or
inadequate pricing have been the
leading cause of insurance com-
pany failure in the US over the long
term. AM Best estimated they
were responsible for 43.4% of all
failures between 1969 and 2012,
ahead of rapid growth, accounting
for 12.6% of failures.

The impact of any reserve
deficiency lies in the future. For
now, US insurers will be relieved
2013 proved such a strong year.
To put the overall performance in
its historical context, the US
market has recorded underwriting
profits in only 12 of the 55 years
since the start of the ISO’s data set,
in 1959. But Michael Murray,
assistant vice-president for finan-

cial analysis at ISO, warned the
industry against complacency
after last year’s performance,
saying:“Withmuchoftheimprove-
ment in underwriting results last
year attributable to special devel-
opments including relatively
benign weather, a sharp drop in
catastrophe losses and increases
in reserve releases, one has to
wonder just how sustainable the
net gains on underwriting will
prove to be.”

Table 3: Atlantic hurricane activity, actual and forecast

Median 1981 to 2010 2013 Forecast 2014
Hurricanes 6.5 2 4
Named storms 12 14 10
Hurricane days 21.3 3.25 15
Named storm days 60.1 42.25 40
Major hurricanes 2 0 1
Major hurricane days 3.9 0 3
Net tropical cyclone activity (%) 103 47 70

Source: Klotzbach/Gray, Colorado State University

Table 4: US insured catastrophe losses ($bn)

Year Total insured cat loss Major individual losses
2004 33.7 Charley 9.2

Ivan 8.7

Jeanne 5.6

Frances 5.6

2005 73.4 Katrina 48.7

Rita 6.7

Wilma 11.1

2006 10.5

2007 7.5

2008 29.2 Ike 13.4

2009 11.5

2010 14.4

2011 33.6 Irene 4.4

Tornadoes 7.1

Tornadoes 7.5

2012 35.0 Sandy 18.8

2013 10.9

Source: Property Claim Services, Insurance Services Office, Insurance Information Institute

Positive premium trends
Premium income trends were
encouraging lastyear,postingrises
of 4.6% on a net written and 4.2%
on a net earned basis. The net writ-
ten increase was the strongest
since 2004 and followed a rise of
4.3% in 2012.Though relatively
modest, premium growth is now
experiencing its longest sustained
period of gains in a decade, accord-
ing to Bob Hartwig, president and
economist of the Insurance Infor-

mation Institute. Growth in premi-
ums was strongly linked to the
general development of the US
economy and the creation of new
jobs. This is seen most obviously in
the workers’ comp sector, where
the contraction of the recession
has given way to expansion. Work-
ers’ comp was the fastest-growing
line within the overall non-life sec-
tor last year and is likely to remain
so in 2014.

Hartwig highlighted the varia-

tion in premium trends between
lines of business. Personal lines
writersrecorded a 5.3% increase in
premium last year, up from 3.5%.
Commercial lines companies saw
their premium rise 4%, down from
5.5%. Those writing a mix of busi-
ness recorded increases of 4.1%,
down from 4.6%.

It is worth bearing in mind the
mortgage and financial guarantee
sector, scene of some horrendous
results over the past few years, had
a much stronger showing last year.
Net premiums were up 6.1% to
$5.1bn and net losses reduced to
$1.3bnfrom$7.4bntheyearbefore.
Favourable reserve development
of $3.5bn contrasted with reserve
strengtheningof$2bnin2012.

Investment results
Investments have been an un-
reliable source of income for
insurers since the financial crisis
but net investment gains
increased last year to $58.8bn
from $54.2bn. Last year’s total was
the sum of reduced investment
income of $47.4bn and higher
realised gains of $11.4bn. Since
the start of ISO’s data collection in
1959, capital gains have ranged
from a high of $39.8bn in 1997 to a
low of $72.7bn in losses in 2008.

Investment income fell last year
in line with declines in market
yields, pushing insurers’ yields to
3.4%, their lowest level since 1997.
Investment income peaked at
$55.1bn in 2007 before falling
away to total $47.4bn last year
owing to the low interest rate pre-
vailing since the financial crisis.
Fitch’s analysis of the 48 publicly
traded US non-life insurers found
only 13 of the companies reported
increases in investment income
and in many cases the rises were
modest and stemmed from
improved results in alternative
asset classes.

But capital gains increased last
year on the back of rises in stock
market levels. The New York Stock
Exchange composite was up 23.2%
and the Nasdaq composite
climbed 38.3%.

Policyholders’ surplus jumped
11.3% during the year to reach a
record high of $653.3bn at the end
of 2013. The net premium to sur-
plus ratio of 0.73 was not only the
lowest ever but also only about
half the average annual ratio over
the past 55 years. That means
insurers are well capitalised in the
event of major loss activity but
also provides an incentive for
companies to keep writing busi-
ness even after rating and condi-
tions have weakened.n



Black Forest
fire losses rise
to $420.5m

I nsured losses from the 2013
Black Forest fire in Colorado
are now estimated at
$420.5m, according to the

Rocky Mountain Insurance Infor-
mation Association (RMIIA). This is
an increase of about $128m from
the preliminary damage assess-
ment of $292.8m.

Insured losses were from 4,173
homeowners and motor claims. A
reported 488 structures were
burned in the blaze.

Despite being the most destruc-

tive fire in the state as far as struc-
tures lost, the event ranks as the
state’s second-most expensive
wildfire after the 2012 Waldo Can-
yon fire, which cost insurers
$460.3m from 6,648 claims, with
347 structures reported burned
during the Waldo Canyon fire.

Since 2002, wildfires have cost
Colorado nearly $1.32bn.

“Wildfire continues to exact a
tragic and financial toll on our
state,” Carole Walker, executive
director of the RMIIA, said. “But
insurance catastrophe adjusters
were on the ground since the first
Black Forest evacuation notice and
insurers have spent the past year
helping affected residents recover
and communities rebuild.”

Alexis Burris
Reporter

Waldo Canyon,
Colorado Springs (2012)
Insured loss: $453.7m
2013 dollars: $460.3m

Black Forest, near
Colorado Springs (2013)
Insured loss: $420.5m

Baseball-sized hail causes extensive
damage in US Midwest
Hurricane-force winds, hail and
severe thunderstorms pummelled
several US states late last week,
causing significant damage and
highlighting a need for hail re-
insurance, writes Alexis Burris.

Parts of Nebraska experienced
thelargesthail,somethesizeofbase-
balls. Reports from Blair, Nebraska
claim no house or car left outside
wasleftundamagedbythehail.

According to Matthew Neilsen,
director and meteorologist at Risk

Management Solutions (RMS), the
severe weather has highlighted a
greater need for reinsurance for
this peril.

“This week’s severe storms in
Tornado Alley and the surround-
ing regions is yet another example
of how hail is no longer an attri-
tional peril,” he said. “Wide-
spread hail events in the US are
not uncommon and can cause con-
siderable damage to cars, homes,
and buildings, while single hail

eventscanproduceverylargelosses.
“With 60% of average annual

storm losses in the US coming from
hail, insurers should consider look-
ingatreinsurancefortheseevents.”

According to RMS the 2014
severe storm season has been
quiet so far, with only one event
producing insured losses of more
than $1bn. Of the events that have
occurred, hail and straight-line
wind perils have occurred roughly
six times as often as tornadoes.

Sri Lanka floods highlight risks to livelihoods in
areas of low insurance penetration
Recent flooding in Sri Lanka has
affected more than 100,000 people
and threatened livelihoods depend-
entonriceandteaplantations.

According to Nikki Chambers,
hazards scientist at Risk Manage-
ment Solutions, tea exports brought

in $1.5bn in government revenues
inSriLankain2013,butthisrevenue
isunderthreatafterrecentflooding.

“The government is investigating
a nationalcrop insuranceschemeto
helpfarmerscopewith increasingly
severe and disruptive weather and

resulting crop losses,” Chambers
said. Few private dwellings have
flood cover in Sri Lanka, while
take-up for industrial and commer-
cial organisations is only around
20%, with cover bought in combina-
tionwithwindstormcover.

Coloradowildfire insurancecosts

High Park, near Fort
Collins (2012)
Insured loss: $113.7m
2013 dollars: $115.3m

Fourmile Canyon,
northwest of Boulder
(2010)
Insured loss: $217m
2013 dollars: $231.8m

Hayman, southwest of
Denver(2002)
Insured loss: $38.7m
2013 dollars: $50.1m

Missionary Ridge, near
Durango (2002)
Insured loss: $17.7m
2013 dollars: $22.9m

Coal Seam, Glenwood
Springs (2002)
Insured loss: $6.4m
2013 dollars: $8.3m

Iron Mountain, near
Cañon City (2002)
Insured loss: $7.5m
2013 dollars: $9.7m

*2013estimatedcostcalculationsbasedontheConsumerPriceIndex
Source:RockyMountainInsuranceInformationAssociation

TheBlackForest firerages
nearColoradoSprings
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