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The Lloyd's
subscription evolution
must be carefully managed

There are fears Lloyd's will lose some of the unique benefits of
the subscription underwriting model in its desire for reform

Rasaad Jamie
Global markets editor

here is widespread agreement

in the London market that

the practice of subscription

underwriting, which is as old
as Lloyd’s itself, is in need of reform,
particularly in terms of reducing the
relatively high transaction costs associ-
ated with it.

However, the challenge for Lloyd’s
is to ensure that changing the way in
which the subscription model operates
does not compromise the core strengths
of the market. The subscription market
still remains a critically important ele-
ment of Lloyd’s offering.

For example, some see the “smart track-
er” approach to subscription underwrit-
ing as a way to abolish the duplication of
risk and transaction data by adopting a
“low touch” or straight-through process-
ing (STP) approach to underwriting.

But others argue the high level of stan-
dardisation and simplification of key
aspects of subscription underwriting
inherent in the smart tracker approach
risks losing one of the unique benefits
the subscription process has brought to
the Lloyd’s market: its unrivalled reputa-
tion for innovative underwriting.

Toby Esser, chairman of AFL Insur-
ance Brokers, says at Lloyd’s, experts
are constantly moving around the
room, testing ideas and finding solu-
tions. “Two, three, four or more minds
working together to assess and price a
risk are better than one. I don’t believe
there is a more innovative market any-
where else in the world,” he says.

Historically, the subscription mod-
el has also been also great for training
brokers as it enables them to learn,
quite literally, how to navigate the mar-
ket, how to engage in face-to-face inter-
action and how to hone negotiation and
relationship skills, Esser says.

Esser, who in principle supports the
use of insurance-linked securities (ILS)
capital in the Lloyd’s market, is also con-
cerned the influx of such capital could
further contribute to the erosion of the
unique benefits provided by the sub-
scription model. “In some instances it

‘Lloyd’s is by its
very nature a
market for excess
and surplus lines
and complex
business comes
here from all
over the world

for a reason’

Toby Esser
AFL Insurance Brokers

makes sense to deploy capital in this way
—as part of an automatic follow market —
but there would need to be central over-
sight from Lloyd’s,” he adds.

The comments reflect a broader
concern in the market about how ILS-
funded cover would respond to the dif-

ferent contracts, triggers and approach-
es to claims that are often encountered
in the subscription market.

While many risks lend themselves
to “blind” following, many of the more
challenging risks — such as those lines of
business targeted by Lloyd’s, at present,
- often do not attract sufficient capaci-
ty by “ticking enough boxes” for blind
followers. Here, different followers will
have different appetites and often a
“jigsaw of agreements” may be the only
way for brokers to obtain the requisite
underwriting support for a subscrip-
tion risk.

For Esser, the Lloyd’s market has an
exciting future ahead of it but its evolu-
tion must be carefully managed.

For example, in response to sugges-
tions Lloyd’s is exploring ways of be-
coming more of an admitted or a direct
writer in certain territories for certain
standardised lines of business, Esser
says this is a step too far. “Lloyd’s is
by its very nature a market for excess
and surplus lines and complex business
comes here from all over the world for
areason.”

There is security, innovation and un-
paralleled underwriting expertise in
the subscription model that is unavail-
able elsewhere, Esser says. “I urge the
leadership at Lloyd’s not to sacrifice
these unique benefits in their desire to
cut costs and make things more simple,”
he adds.
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Nexus has ‘substantial
momentum’ towards
£20m earnings goal

Investor BP Marsh says Nexus will continue to grow
after increasing stake to 18.5% last year

Scott Vincent
Editor, news services

pecialty managing gener-

al agent (MGA) Nexus has

“substantial momentum”

to continue its growth to-
wards targeted earnings of £20m
($25.4m) by 2020, according to
equity investor BP Marsh & Part-
ners, which holds an 18.5% stake
in the firm.

Dan Topping, chief investment
officer at BP Marsh, said Nexus
had demonstrated its ability to
grow exponentially, with the MGA
expecting to achieve gross written
premiums of £313m in 2019.

This compares with gross writ-
ten premiums of £50m at the time
of BP Marsh’s first investment in
Nexus in 2014.

The private equity investor
now holds an 18.5% stake in Nex-
us, having purchased an addi-
tional 1.9% for £2.6m in October
last year.

“Our initial 5% stake in Nexus
cost us £1.5m, which shows how
much it has grown in the past five
years,” Topping said.

During this period, Nexus has
grown its earnings before inter-
est, tax, depreciation and amorti-
sation (Ebitda) from £2.6m to an
estimated £15.2m in 2019.

‘Colin Thompson's near-
term goal is to get [Nexus] to
an Ebitda of £20m by 2020,
which, with a fair wind, is
eminently achievable’

Dan Topping
BP Marsh & Partners

“[Nexus founder and group
chief executive] Colin Thompson’s
near-term goal is to get to an Ebit-
da of £20m by 2020, which, with
a fair wind, is eminently achiev-
able,” Topping said.

“It is able to deliver good re-
sults through growing its existing
financial lines and trade credit
business, as well as delving into
other specialty lines.”

In addition to its investment,
BP Marsh provided Nexus with
a £2m revolving credit facility in
April, which the MGA will use as
part of a wider fundraising exer-
cise to fund merger and acquisi-
tion activity.

Nexus also secured an addition-
al £14m loan facility from funds
managed by HPS Investment Part-
ners LLC.

“The provision of this addition-
al loan facility will continue to al-
low Nexus to further develop its
position as the pre-eminent spe-

cialist underwriting agency. BP
Marsh continues to believe Nex-
us will continue to grow and has
substantial momentum for the
future,” Topping said.

Nexus previously secured £30m
of funding from BP Marsh and
HPS in July 2017.

These funds were partially de-
ployed in April this year through
the acquisitions of Credit & Busi-
ness Finance (CBF), a specialist
trade credit broker, and Capital
Risks MGA, a warranty and in-
demnity specialist.

The CBF deal has positioned
Nexus as the leading indepen-
dent UK trade credit broker with
a share of more than 10% of the
market’s £350m in gross written
premium in the UK, BP Marsh said.

Nexus had explored plans for
a sale of the business through a
strategic review in 2018, but in-
stead decided to continue with its
existing growth strategy.

BP Marsh targets Lloyd's
opportunities amid
consolidation fallout

Private equity investor BP Marsh & Partners will, potentially, close
four new investments this year amid a continued flow of opportuni-
ties in its core Lloyd’s and London market intermediary space, writes
Scott Vincent.

The company’s chief investment officer, Dan Topping, told Insur-
ance Day the investment firm is working on four deals, three of which
are Lloyd’s-focused.

Two of these are Lloyd’s underwriting agencies, with the third be-
ing a Lloyd’s broking operation. Although this is a result of consolida-
tion, Topping said it was not part of the fallout from last year’s Marsh
& McLennan Companies’ (MMC) deal for JLT.

“There has been a huge amount of fallout from the major consolida-
tion that has taken place, but these aren’t necessarily all investments
we can make,” Topping said.

“However, a lot of people are being snapped up by our portfolio
companies, so they are seeing the opportunities. Opportunities are
emerging to hire good teams in the fallout of MMC-JLT, Ardonagh and
other deals.”

During the financial year ended January 31, BP Marsh received 64
new opportunities for investment, of which 58% were insurance in-
termediary enquiries.

“If we look at between 65 and 100 opportunities a year, I'd be sur-
prised if more than five to 10 get past first base. We then, typically, try
to close between one and three. We have up to four that may close this
year,” Topping said.

He said the investment firm retained its interest in managing
general agents (MGAs), with its existing MGA portfolio performing
well, although he acknowledged the sector is facing some challenges.
“Lloyd’s Decile 10 review is leading to questions about what value
MGAs add in relation to their impact on premium,” he said.

The fourth new investment that may close this year is for an agri-
cultural underwriting agency in Australia and Topping said Australia
continued to be of interest to the group.

During the 2018 financial year, BP Marsh took a 20% stake in
Australian MGA ATC Insurance Services, its third investment in
the country.

Last July, Australian-listed insurance intermediary investor PSC In-
surance Group took a 19.8% shareholding in BP Marsh and Topping
said the relationship was “progressing well”, with PSC benefiting from
the uptick in BP Marsh’s share price.

The 2018 financial year saw BP Marsh generate a consolidated
profit after tax of £12.5m ($15.9m), compared with £20.2m in 2017.
Excluding one-off items, profit was up 16%.

At January 31, the company had a net asset value of £126.2m, up
10% year-on-year. The equity value of the firm’s portfolio of invest-
ments from £79.1m to £101.9m, which represented a 16.1% increase
once adjusted for acquisitions.

TMK says independent investigation under way amid
sexual harassment allegations

Tokio Marine Kiln (TMK) said a
formal and independent inves-
tigation is under way, following
a report two executives had re-
signed from the company in the
wake of allegations of sexual ha-
rassment, writes Scott Vincent.
The Bloomberg report said one
executive had been accused of
groping colleagues at a party host-
ed by the company for its employ-

ees, while another was accused of
stalking a junior employee.

The report said several existing
and former employees had ap-
proached a senior lawyer at the
firm, Ifeanyi Okoh, to complain
about abuse they said they had
endured or witnessed at TMK.

Bloomberg News said employees
reported bullying, intimidation, ha-
rassment, victimisation, unwanted

attention, sexual harassment and
racial abuse to the lawyer.

A spokesperson for TMK told
Insurance Day: “TMK has clear
standards and policies for work-
place conduct, any breach of
these will be taken extremely se-
riously and would not reflect our
company values.

“A formal and independent
investigation is already under

way and we are working with
external HR advisers to identify
areas where we can drive further
progress.”

The working culture at Lloyd’s
has been under heightened scru-
tiny since an earlier Bloomberg
article alleged “endemic sexual
misconduct” at Lloyd’s. Lloyd’s
subsequently commissioned the
Banking Standards Board (BSB)

to conduct an independent survey
— the first time such a survey had
been done - to help put in place
measures to “build a diverse and
inclusive market in which every-
one is respected and valued”.

The original deadline for the
survey was May 31. Following a
slow response that saw only 7% of
staff respond, this was extended
to June 14.
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he internet of things (IoT)

is the kind of fancy tech-

nological concept no one

can ignore nowadays
- and the commercial insurance
market is no exception.

However, underwriters and
brokers are still figuring out the
best ways to explore the huge
amounts of data that are being
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collected by a universe of connect-
ed gadgets that is growing rapidly
by the day.

Itis estimated by next year there
will be 25 billion devices connect-
ed to the internet, ranging from
laptop computers, smartphones
and tablets to smartwatches, in-
telligent appliances and industrial
sensors, among many others.

As large as the number looks, it
probably represents only the tip
of the iceberg. According to re-
search firm IHS Markit, connected
devices should reach a total of 125
billion units in 2030.

ential

As a report published last year
by Lloyd’s and University Col-
lege London argues, the IoT will
enable underwriters to capture
data at levels never seen before.
The market will be able to crunch
information about physical as-
sets and individuals and, as a
result, come up with improved
risk assessment systems and
more flexible, accurately priced
policies.

The re/insurance industry is
working on initiatives that make
use of the IoT. But the jury is still
out on the segments that could

benefit the most from the IoT
revolution.

“The IoT has potential, but the
market has not come up with a
killer application of the technol-
ogy yet,” Werner Rapberger, a
principal director at professional
services consultancy Accenture,
says. Liability segments, such as
product recall and workplace ac-
cidents, appear particularly suited
to the implementation of the new
technology, he says. Supply chain
coverages are also clear beneficia-
ries and are a field where many
trials are taking place at present.

‘By combining real-time
inspection data with loss data,
we are able to precisely target
risk management activities to
focus on our insureds’ areas
of need with laser accuracy’

Rooney Gleason
Argo Insurance — US Grocery & Retail

Tracking assets
In Rapberger’s view, the potential
of the IoT lies in the capability
that connected devices offer for
underwriters to track the be-
haviour of insured assets and
individuals. Once insurers and
reinsurers have enough informa-
tion in their databases, they can
find patterns that will help them
to work together with policyhold-
ers to mitigate risk exposures and
provide bespoke coverages.

But there are challenges, as the
information collected by such con-
nected devices will often belong to

the clients themselves or to pro-
viders of non-insurance services.
“Companies may be reluctant to
provide access to their proprietary
data,” Rapberger says.

In response, some of the solu-
tions already available in the mar-
ket have sought to collect their
own data or make use of publicly
available information. The latter
has been the strategy of Concir-
rus, an insurtech that is working
on IoT capabilities with the likes
of Marsh, Chaucer, Antares, Trans
Re and other players.

Concirrus’ commercial insur-
ance systems are focused on the
marine segment, but an agree-
ment recently signed with Willis
Towers Watson aims to unleash
the potential of the IoT across
multiple specialty reinsurance
lines, according to the firm’s chief
executive, Andrew Yeoman.

The company has developed a
system to gather and crunch in-
formation collected by the Inter-
national Maritime Organization
(IMO) from ships navigating the
oceans. This information is col-
lected by sensors known as AIS
transponders, which inform the
location of a vessel every 15 min-
utes. Ships up to a certain tonnage
are required by law to have tran-
sponders installed on board.

By tapping the IMO data, Con-
cirrus developed software that
captures a whole set of informa-
tion about ships and stores it in
the cloud. Data includes vari-
ables such as location, routes,
ports visited, engine operation,
the state of the cargo, the tem-
perature on cargo storage points,
the crew and others.

With that in place, the com-
pany has elaborated more than
3,000 rating items underwriters
can employ when analysing ma-
rine risks. “A piece of information
that the insurers never had was
the behaviour of assets,” Yeoman
says. “If they look at behaviour,
they can re-segment their book
more efficiently and set up prices
based on behaviour.”

The benefits, in his view, can be
felt across the insurance chain, as
it makes a more transparent dia-
logue possible between the several
actors involved. “Brokers are able
to talk with clients about trading
patterns - for instance, whether
they go through war zones or com-
ply with trade sanctions — and how
they compare against competing
companies in their industry,” Yeo-
man says. “And insurers are able
to see whether a high number of
claims happen in certain geogra-
phies or after visiting certain ports
and so on. They can talk to the bro-
kers and try to understand what is
happening out there.”

For example, underwriters
can analyse data about a fishing
fleet that declares itself as stay-
ing mostly in coastal waters, but
actually spends time in deep wa-
ters. Or a cargo ship that sails at
a higher average speed than its
peers, which may put more strain
on its engines.

Meanwhile, reinsurers can
have more clarity about the risks
that they take, says Yeoman. If
they take a 10% quota-share of a
risk, they probably do not know
what is included until there is
a claim. But with access to ship
data, reinsurers can see in gran-
ular detail the risks that are pres-
ent in their portfolios and the
accumulation of risks in given
ports or regions.

In other examples, cargo own-
ers are attaching sensors to their
merchandise with the goal of
having more information about
their travel routes, improving
risk management and obtaining
better conditions for their insur-
ance coverages.

Casualty potential

Some see the casualty sphere as
being where the IoT will make a
real difference for the insurance
industry. “The bigger potential
for IoT is in areas such as phys-
ical injuries and liability,” Frank
Neugebauer, partner at tech con-
sultancy Capco, says.

In this case, wearables are
deployed to detect dangerous
behaviours and inform risk man-
agement practices that will re-
duce the chances that employees
or third parties get injured. With
courts granting ever-higher com-
pensations to victims of work-
place accidents, it is no surprise,
perhaps, several -carriers are
looking into the idea.

“Wearables are frequently be-
ing employed in manufacturing
situations, to make sure people
are not moving in ways that are
not consistent with the way that
they should be moving,” Neuge-
bauer says.

The tracking of individuals’ be-
haviour can be made via smart-
watches, smartphones, sensors
installed in equipment such as
helmets, glasses, uniforms and
other gadgets. They can collect
data, for instance, on how con-
struction workers are moving
around in the building area, their
pulse, blood pressure and other
biometric data. Companies like
Chubb have projects using IoT
technology employed to reduce
workplace accidents.

But Neugebauer warns any
plans in this area need to take
into account the repercussions in
terms of data privacy rights and

could face the opposition of la-
bour unions and other organisa-
tions that may not agree with the
idea of sharing so much data from
workers with their employers.

Argo is another company that
is looking at IoT technology in
relation to casualty business. It
has developed a system for su-
permarkets and restaurants to
reduce the number of injuries
suffered by clients when visiting
their facilities.

Via its Argo Risk Tech unit, the
initiative involves the installation
of radio frequency identification
and near-field communication
tags in the parts of buildings that
are subject to frequent inspec-
tions by staff members looking
for leaks, water puddles, loose ar-
ticles and other risk factors that
could cause a customer to slip
and fall, suffering an injury.

Traditionally, staff members ad-
dress any problems and log them.
With Argo’s system, using an app
installed in a mobile phone, staff
can scan the respective tag, which
will trigger a number of questions
on the inspected area that can be
quickly answered and stored for
further analysis. Information on
hazards can subsequently be an-
alysed in search of patterns that
can be used to mitigate the risk in
the future.

“Last year, my clients inspect-
ed more than 220 million inspec-
tion points inside their stores,”
Rooney Gleason, president of
Argo Insurance — US Grocery &
Retail, says. “By combining this
real-time inspection data with
loss data, we are able to precisely
target risk management activities
to focus on our insureds’ areas
of need with laser accuracy. As a
result, we see a significant reduc-
tion in the frequency of slip and
fall claims,” he adds.

Gleason says the system has
brought about reductions of 15%
to 20% in the frequency of footfall
claims, which is one of the most
important sources of liability
faced by the retail sector. It has
also accelerated the claims pro-
cess, he adds, which has a signifi-
cant impact on costs.

For Argo, the result is a healthi-
er risk portfolio and lower liabili-
ty losses. that the company saw a
15% reduction of overall footfall
claims as a total percentage of
general liability claims over the
past three years.

“Sensors are becoming less ex-
pensive and their capacity keeps
getting broader. They have many
applications that are just starting
to be introduced into the com-
mercial insurance space. It will
be difficult for carriers not to be
involved in IoT,” Gleason says. =
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Modernisation for the market is a pre-requisite for success

In the midst of a new Lloyd's marketing campaign which asks brokers to challenge their perceptions of MS Amlin,

Tom Clementi, CEO of MS Amlin's Lloyd's managing agency, discusses the recently published Future at Lloyd's’

prospectus and how the marketplace in general needs to question itself in order to meet the challenges it faces.

Tom Clementi
CEO MS Amlin Underwriting Limited

Our market is at a turning point. For centuries, Lloyd’s
has been a redoubtable component of the insurance
industry. Lloyd’s reputation for underwriting expertise
and bespoke coverage solutions that businesses could
not find elsewhere firmly cemented it as the world’s
leading market for specialist insurance. However, the
world around us is changing. Clients’ risk profiles are
changing, and the way insurance is transacted is chang-
ing. The future success of the market will require us to
rely not on how things have been done in the past, but
to adapt systems, processes and behaviours to clients’
evolving needs in order to remain relevant in the face of
an ever changing environment.

This is why John Neal'’s vision of how to modernise one
of the world’s oldest markets could not come at a better
time. | believe the “Future at Lloyd’s” prospectus pre-
sents a compelling and ambitious vision for the future,
and MS Amlin is keen to support Lloyd’s with this key
initiative at what is a very important moment for the mar-
ketplace as a whole. As we would see it the challenges
facing the market are broadly two-fold. First, there is the
supply-side challenge of ensuring that as an industry
we can take our product to market efficiently; our market
has tended to be slow to adopt technologies that can
bring products to clients more cheaply and efficiently.
The creation of a ‘Lloyd’s Risk Exchange’ will likely have
a profound effect in automating the placement of less
complex risk and freeing up resource to be deployed
more valuably on the provision of products, services
and insight requiring more sophisticated thinking .

The other key challenge we face is on the demand side;
just as it will become critical to take products to market
in a highly efficient manner, so will it be a prerequisite for
success to take products to market that our clients really
want to buy; products that meet the needs of our clients
over time as their business models change and as new
businesses spring up. The focus required on product
innovation is crucial and the investment required in data
and analytics to facilitate its development will need to
be significant. It is clear from looking at numerous CEO
surveys across different industries that our market does
not yet adequately cater for many of the risks which top
business people identify today as their chief concerns.

Insurance must evolve as the world evolves
around us

Outside forces such as new technology, changing
consumer habits, lifestyle choices, political shifts and
climate change are, and will, all have a major impact on
the way clients do business and where value and risk
reside. In the past tangible assets typically made up the
maijority of our clients’ asset value, with intangible assets
in the minority. However, in the space of 30 years as the
world has developed and businesses have evolved this
breakdown has completely reversed. It's now the intan-
gible assets in relation to reputation, intellectual property
and data networks that are most important to the suc-
cess of our clients. In many ways physical damage to
buildings or operations is considerably easier to recover
from than the task of rebuilding the damage done to
corporate reputations and brands as customers and
shareholders lose confidence in a company following,
for example, a major environmental disaster or data leak.

The pace of change our global economy is experi-
encing is greater than anything we have seen before.

As insurers, our job is to keep ahead of our clients by
anticipating where their future loss exposures lie and
how products can be best-packaged to support their
needs. Although identifying and responding to future risk
exposures is not easy, if our market is to add value over
the long-term it needs to spend more time with clients to
understand their industries, their businesses and their
strategic plans. Technology will help not only by allowing
brokers and underwriters to spend more time working
understanding the needs of end clients while simple
tasks are automated, but also by enabling the manip-
ulation of large swathes of data to help develop new
products.

At MS Amlin we view our brokers as the life blood of
our business and are committed to working closely with
them. As the industry’s traditional distribution model
changes and capital is inevitably brought closer to risk,
we need to hold on to this collaborative dynamic. Prod-
uct innovation cannot easily be done alone, especially
in a subscription market environment. Moving forward,
more not less collaboration will be key to driving value
for our clients and our own businesses.

Our industry, quite rightly, focuses on how technology
can be leveraged to create value by making risk trans-
actions faster and cheaper. While electronic exchanges,
Al, robotic processes and automation will all strengthen
our ability to bring products to market more efficiently, it
is the advancements we make in data and analytics that
will be central to product innovation. Data is a pre-reg-
uisite not just for enhancing insurers’ pricing and risk
selection but also for new product development, particu-
larly in relation to emerging risks. Our industry already
has a wealth of data at its fingertips—the challenge is
mining that data and finding value from within it.

Product innovation is about more than just
providing cover for new risks

Like many of our peers, we are already using data to
enhance profitability by identifying near misses, fraud,
incidents, and accidents and, thereby, ultimately re-
ducing claims. However insurers will need to challenge
themselves and use data in new ways to benefit clients.
Risk advisory services will increasingly complement
more traditional coverage solutions as the risk land-
scape of our clients expands to incorporate more intan-
gible exposures. Prevention will increasingly become as
important, if not more so, than cure.

Creating brand new coverage solutions that comprehen-
sively address client needs’ is a key aspect of product
innovation but we must also focus on how existing prod-
ucts can be re-packaged to meet changing demand.
Risk no longer exists in a vacuum. Today’s risks are bor-
derless and interconnected and the traditional approach
of siloing products into specific lines of business is be-
coming increasingly outdated as the demand for holistic
risk solutions increases. Clients are looking for brokers
and insurers to develop coverage solutions that address
all the different risks their business may be facing and
adding on advisory services, such as risk management
and data and analytics support where appropriate.

Getting back to who we are

Our market has arguably never been in greater need of
modernisation, and as such we applaud John Neal and
his team’s efforts to galvanise support for an exciting
future vision. However, being at the forefront of the insur-
ance world, and underpinning all of the work we need to
do to modernise our industry, requires the best talent to
come and work in our market. And to attract that talent
we have to shout more loudly about the purpose of our
industry. What insurance can achieve for our clients is
inspiring. It can help them grow, it can help them get
back on their feet when things go wrong, and it can
enable them to think big and achieve their potential. It
has an essential role to play in today’s economy and if
we can better promote that story more widely and more
volubly it will help to attract a new generation of talent
that is increasingly interested in working for businesses
that have a positive impact on society.

It's time for us all to progressively evaluate how we are
perceived, what we offer, and where we are heading and
then undertake radical change with pace.

Discover more
www.msamlin.com/perceptions
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Four ways to improve the
relevance of cat risk models

The insurance industry must show
leadership to make catastrophe risk
models more accurate, accessible
and relevant at a time when the
global climate is changing rapidly

Dickie Whitaker

Oasis Loss Modelling
Framework

atastrophe models histori-

cally have been statistical,

usually relying on 50 to

100 years of data to get a
representative sample. While this
statistical approach is helpful for
modelling extreme events, it falls
short when it comes to modelling
for climate change.

Factoring in climate change to
risk models presents many chal-
lenges. According to the recent
Icebreaker One provocation and
discussion paper, Environmental
Intelligence for Everyone, pub-
lished in May this year, stake-
holders from local communities,
local, regional and national gov-
ernments and international pub-
lic and private organisations are
using available data to assess
vulnerability to multiple hazards,
but the framework for this is not
yet structured to allow for easy
and open access to the data that
already exists.

Despite best efforts, Icebreaker
asserts the availability of tools to
assess disaster risk and assist in
building capacity to enhance resil-
ience is incomplete both in areas
where the poor and vulnerable
are most exposed and those in
more developed nations.

So what can be done to improve
the accuracy and relevance of
catastrophe models and to open
access to critical data on climate
change and its impacts? Here are
my calls to action for our industry
to sharpen our collective focus on
the climate challenge at hand.

Work with academia

It is critical the insurance indus-
try actively supports and brings
in academia to better understand
the factors that influence climate
change and its impacts on society

and economies and develop evolv-
ing risk models that reflect this.

Local science knowledge and
data must be linked with the
decision-making needs of the
risk-management industry. We
must not only get a positive
leverage on society’s adaptation
measures, but also the value of
natural infrastructures such as
coral reefs and mangrove swamps
in mitigating the impacts of cli-
mate change.

From supporting internation-
al universities with new doctoral
training programmes, to collabo-
rating on research projects with
institutions like the Met Office,
the Potsdam Institute for Climate
Impact Research or the UN Office
for Disaster Risk Reduction (UN-
DRR) - to name just three — the
re/insurance industry can play
a pivotal role in not only joining
the dots between research and ap-
plication, but also with helping to
bridge funding gaps.

Develop interoperable models
We must lower the barriers to
adoption for catastrophe models
and increase the interoperability
of current models. Standardis-
ing formats and components so
different vendors, academic and
research groups can access and
integrate the latest models will
improve risk insight and help
unlock public and private sector
efforts to build resiliency in ex-
posed communities around the
globe and close the protection gap.

To improve long-term access
to and knowledge of risk and
catastrophe modelling to mul-
tiple stakeholders, we must
not only change how catastro-
phe models are used but also
make them affordable for more
organisations. If it is to be of
use to developing and devel-
oped nations, public and private
stakeholders, risk-modelling
technology simply needs to be
more cost-effective.

Recognise we have a collective
responsibility to get this right
All countries are all facing the im-
pacts of climate change, but the
poorest nations are disproportion-
ately affected. We have a collective
responsibility to help improve our
understanding of climate change
risk, and improve resilience.

Working together as an industry
with governments and academia,
we can co-develop new models,
enhance existing models to better
quantify the impacts of climate
change on various risks, and sup-
port risk-management decisions
and risk-based financing.

The expertise of key influenc-
ers of disaster risk management
and disaster risk financing and
insurance from the government,
the academe, and the insurance
sector are already being pooled
to co-develop catastrophe models
for flood in the Philippines and
windstorm in Bangladesh, fac-
toring in climate change to more
accurately assess the risks and
support more disaster resilient
communities.

In Germany, meanwhile, we are
working to demonstrate the add-
ed value of climate services for
the insurance sector and beyond
by applying a multi-hazard and
risk-model suite for the Danube
region. Concentrating on hazards
like floods, droughts, storms and
heatwaves under current and cli-
mate change conditions, models
are tailored to end users with a
focus on insurers, in order to help
them to calculate adequate levels
of capital and adaptation mea-
sures enabling them to survive un-
der changing climate conditions.

We aim to not only provide local
hazard information under current
conditions but also to account for

the future climate change impacts
on these hazards and what this
means for the insurance sector.

We hope to play a part in
demonstrating the usefulness of
the Future Danube Model for oth-
er sectors, for example, to support
adaptation decision making in the
public, industrial, finance and in-
vestment sectors.

Insurance must show
leadership

Initiatives like these are only
possible thanks to the support of
leading re/insurance companies,
which are providing capacity to
specific in-country demand where
appropriate.

Butthereisaclear need for more
advanced insight into the impact
and risk that climate change pres-
ents to global economies. At the
same time, the insurance industry
itself is under pressure to improve
margins, embrace the disruptive
challenge that technology pres-
ents and fill the protection gap.

These two pressures are the
driving forces behind an upswell
support for a more collaborative
approach to risk modelling to
better understand climate change
impacts.

The risk experts, investors and
underwriters that make up the
global insurance industry have a
critical role to play in ensuring the
resilience of global infrastructure
and economies to the impacts of
climate change.

It is time to show leadership as
an industry and work together
to unlock and change the world
around catastrophe modelling to
better understand risk, and help
in the global effort to withstand
and mitigate the impacts of cli-
mate change.

Dickie Whitaker is chief executive
of the Oasis Loss Modelling
Framework

We have a collective
responsibility to help
improve our understanding
of climate change risk, and
improve resilience
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Renewable energy insurers
caught out by climate change

Insurers must devise a common set of risk mitigation standards to accommodate the
changing nature of extreme weather risks

Richard Carroll

Axis

ajor weather events

are intensifying,

their frequency in-

creasing and, as
more renewable energy projects
are developed, the probability of
catastrophic impact on renewable
facilities is multiplying.

Regions previously thought of
being at low risk of such occur-
rences are now being affected. As
a result, new and existing renew-
able energy projects such as wind
farms, solar plants and battery
storage facilities now, increasing-
ly, find themselves in areas ex-
posed to extreme weather.

The industry needs to be bet-
ter prepared for storms and loss
mitigation at such sites than it
is at present. Recent research
undertaken by the renewable
energy team at Axis, in partner-
ship with Renewables Consulting
Group, has highlighted a number
of issues including contract clar-
ity, balancing acceptable miti-
gation spend and risk transfer,
establishing which contracted
parties are undertaking mitiga-
tion works and the compensation
for such undertaking and the in-
terplay between warranties and
insurance to ensure any gaps are
closed through further mitiga-
tion or insurance.

Recent events, together with
the increased emphasis from reg-
ulators on the insurance indus-
try’s need to respond to climate
change, must serve as a wake-up
call, even for the renewable en-
ergy insurance sector. We must
learn to analyse exposures more
thoroughly, taking into account
not simply exposure to potential
property damage, but any longer-
term issues such as restricted
site accessibility that exacerbate
business interruption losses.
The conclusions of that analysis
must allow the industry to come
together to facilitate better risk
mitigation and improved stan-

Renewable energy site
management and planning for
natural catastrophes is of critical
importance, as well as loss
modelling of exposure to extreme
weather, assessing in some cases
even site suitability

dards before the next natural di-
sasters strike.

Renewable energy site manage-
ment and planning for natural
catastrophes is of critical impor-
tance, as well as loss modelling
of exposure to extreme weather,
assessing in some cases even site
suitability. Loss adjustment must
be improved and common stan-
dards established to facilitate the
market’s development.

Last year, Hurricane Michael
became the fourth-strongest
hurricane ever to make landfall
in the US, with sustained wind
speeds of 150 mph, and caused
catastrophic damage.

As well as physical damage
to buildings, Hurricane Michael
caused widespread damage to a
number of solar energy projects
in the region. Worryingly, follow-
ing the event, we continue to see

new renewable energy projects
being developed to the same in-
adequate standards — some devel-
opers are still designing projects
to withstand wind speeds up to
100 mph, which is significantly
less than the speeds of Michael:
owners and insurers beware. We
can only assume this is in an at-
tempt to reduce the costs of these
new installations, as opposed to a
focus on building projects to with-
stand the elements to which they
are potentially exposed.

Better preparation

Preparation for unpredictable
weather events is, therefore, es-
sential and should not be limited to
windstorm risks: towards the end
of 2018, storms raged throughout
parts of Europe and, in many cas-
es, caused severe flooding. With
better preparation and proper

design, the severity of these losses
would have been lessened.

Severe flooding affects site ac-
cessibility, preventing damage
assessment and, of more con-
cern, reconnection to the grid.
For example, following Hurricane
Florence, also in 2018 and the Car-
olinas’ wettest-ever storm, many
solar projects were effectively
unreachable as a result of flooded
roads and downed trees. In 2017
in Puerto Rico, Hurricane Maria
brought down the grid itself and
it was months before the projects
were able to export power to the
communities that needed it most.

Risk mitigation and improved
procedures will certainly reduce
losses. For severe weather, insur-
ers should consider generic site is-
sues, alongside technology-specific
matters such as drainage design
and maintenance; back-up service
contracts for items such as gener-
ators; site security for post-event
protection; and miscellaneous site
activity and storage for additional
auxiliary generators and fuel.

It is equally important to estab-
lish the balance of responsibility
between developers, insurers, fi-
nanciers, site owners, suppliers
and contractors. Each party must
be comfortable with any addition-
al or amended obligations placed
upon them to accommodate tropi-
cal storm preparedness and allow
for the costs associated with such
obligations, pricing services ac-
cordingly. Each renewable energy
project should create its own ap-
propriate technical and commer-
cial mitigation strategy.

In the renewable energy sector,
a market-wide effort to improve
and adopt common standards
across the board is essential, both
pre- and post-loss. With severe
weather events increasing in
frequency and severity, a con-
sistent industry response will
help mitigate risks and enable
projects to continue generating
power for the communities that
rely on this increasingly import-
ant source of energy.

Richard Carroll is global head of
renewables at Axis
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