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P&I pool claims set to top $500m 
and cost clubs A ratings
International Group affiliates can probably eat up the worst year 
for the pool on record, industry sources insist, but if 2021 is as 
bad as the past 12 months, the strains will be evident, they warn 

David Osler
Lloyd’s List

International Group pool claims for 
2020 have already topped $450m 
and are almost certain to exceed 
the $500m barrier as the year de-

velops, according to industry sources.
Protection and indemnity (P&I) clubs 

are also feeling the pressure from ear-
lier claims years, which are developing 
adversely, they say.

While clubs will probably be able to 
eat up losses as things stand, if necessary 
by dipping into free reserves, another 
bad claims year in 2021 risks putting the 
system under intensified strain.

Even with the current picture, own-
ers recently described by broker Aon  
as “going ballistic” in the face of pro-
posed 5% to 10% P&I pricing hikes can 
look to at least the same again next 
year. On the upside, supplementary 
calls appear unlikely.

There is also now a real chance rating 
agencies will downgrade one or more 
A-rated club, with several already on 
negative outlook.

While mutuals rarely borrow on the 
capital markets and thus will not ex-
perience increased finance costs, there 
will be an impact on solvency and cap-
ital positions and perhaps loss of busi-
ness from owners mandated only to 
insure with A-rated carriers.

Notified claims
So far this year there have been 16 
notified pool claims, which are by 
definition of $10m and above. They 
include such high-profile casualties as 
Wakashio, Höegh Xiamen, Stellar Ban-
ner and Diamond Princess, the cruise-
ship quarantined in the early days of 
the coronavirus outbreak.

Four pool claims have yet even to be 
estimated. The largest hit will be from 
Japan Club-covered ONE Apus, the 
14,000 teu boxship that suffered a mas-
sive container stack collapse en route to 
Long Beach last August.

After the loss of 1,900 boxes, the ca-
sualty could even prove sufficiently ex-
pensive to break into the second layer, 
with a payout in excess of $100m.

Meanwhile, statistics from Ferrari 
and Tysers indicate earlier years are 
developing in a manner that will come 
as an unwelcome blow for clubs. For 

instance, the 2019 claims year – which 
stood at $259m after a year – had risen 
to $411m at 18 months, Tysers said.

Much of that will likely prove attrib-
utable to the complex salvage work ne-
cessitated by the total loss of car carrier 
Golden Ray off the US state of Georgia.

The 2018 claims year is also seeing 
rapid adverse development, from $306m 
at 12 months to $456m at 24 months.

Some earlier years continue to wors-
en, with incurred claims for 2013 drift-
ing out from $409m at 72 months to 
$423m at 84 months.

The figures strengthen the picture 
provided in a recent financial update 
from International Group affiliate 
Steamship Mutual, which specified the 
nine-month figure for the current year 
had broken existing records, without 
revealing the exact amount.

Last October Lloyd’s List reported 
pool claims had reached around $300m 
at six months, with payments trebling 
for some P&I clubs.

More accurate figures have subse-
quently emerged and the level at that 
point is known to have been $294m.

Under the International Group’s pool 
scheme, clubs retain the first $10m li-
ability for any given casualty. After 
that, there is a pool layer running from 
$10m to $100m, at which point reinsur-
ance kicks in.

The bill for pool claims is footed by 
the clubs themselves, under a formu-
la weighted by loss records and other 
criteria, and represents significant pay-
outs for the major clubs.

Many chief executives openly blame 
the pool system as the major driver of 
this year’s rate hikes, which run from 
5% at the American Club, Shipowners, 
Steamship and Swedish Club to 7.5% at 
West and 10% at Japan Club, London, 
North, Standard, the UK Club and North.

Two clubs have said they will seek 
additional premiums via ship-by-ship 
pricing, with Gard aiming between 2.5% 
and 5%. Britannia is seeking high single 
digits in terms of percentage points.

Stephen Hawke, managing director 
of PL Ferrari & Co, pointed out all clubs 
have reported negative combined ratios 
for both last year and the year to date 
and are under rating agency pressure to 
correct that situation.

“Their budgeting is based on histo-
ry and that history has not had a year 
that started like this. If you take 2020, 
now at $450m, and even conservatively 
say that after 36 months, when it starts 

to settle down, it’s going to be $500m 
or more, there are possibly $200m of 
claims coming into the club system that 
haven’t been budgeted for,” he said.

This alone would be enough to put 
five to ten percentage points on any 
given club’s combined ratio, which are 
already negative and under pressure 
from rating agencies, making harder 
rates inevitable.

A senior executive at a P&I club, who 
asked not to be named, pointed out pool 
claims figures are estimates concerning 
delicate situations, which clubs did not 
seek to publicise for fear of weakening 
their negotiating hand by revealing ex-
pected payouts.

Uncertainty
But restrictions on surveyor travel on 
account of the pandemic may mean 
the headline numbers contain a great-
er number of estimates than usual, and 
could thus move up or down.

“Some of the pool claims are very 
small and have just cracked into the 
pool. But ONE Apus has got the potential 
to hit the second layer of the pool, if not 
go right the way through it.

“The rule of thumb is a lost container 
costs between $20,000 and $30,000. You 
do the maths, but this could cost $60m 
to $70m just on container losses.”

Pool claims and larger losses within 
retention are an obvious headache for 
most clubs, he conceded, although attri-
tional losses are broadly as expected.

But it is writing against the prospect 
large losses that is difficult to do and 
cannot be tackled overnight.

All clubs are well capitalised and de-
cent investment returns last year have 
bolstered cushions, he said.

“The numbers we’re looking at across 
the industry are going to be a bit of a 
shock. The last three years have been 
very bad for the pool. Is this a trend, 
or is this just a three-year spike? Who 
knows. But if we have another bad year 
next year, you’re going to see the clubs 
starting to really struggle.

“If we have a more normal year, and 
it’s only – in inverted commas – $350m 
or $400m, that will have a more positive 
impact on the clubs’ balance sheets.”

He predicted some clubs will be 
downgraded by ratings agencies this 
year, after four were recently placed on 
negative outlook.

This article first appeared in Lloyd’s List, 
a sister publication of Insurance Day
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Scor predicts reinsurance 
rate increases until 2022 
on Covid-19 losses
Discussions between cedants and reinsurers over business interruption 
claims related to the pandemic ‘have barely begun’

Lorenzo Spoerry
Deputy editor

Scor gave a controversial 
and bullish prediction that 
reinsurance rates will con-
tinue increasing through 

2021 and into 2022 as losses from 
Covid-19 begin to mount.

Jean-Paul Conoscente, chief ex-
ecutive of Scor Global P&C, said 
escalating Covid-19 losses in re-
insurance meant a multi-year 
hardening is on the cards.

A combination of Covid-19, 
low interest rates, social in-
flation in casualty lines and 
consecutive years with large ca-
tastrophe losses led to a broad-
based increase in reinsurance 
pricing at the January 1, 2021  
renewals.

Scor reported price increases of 
7.8% on average, and grew its re-
insurance treaty book almost 16% 
at the key renewal. 

But while most of the market 
expects continued momentum at 
the April and summer renewals, 
many industry insiders argue the 
entry of new capital into the mar-
ket means a market hardening 
that lasts into 2022 is unlikely.

However, Conoscente point-
ed out discussions between ce-
dants and reinsurers regarding 
Covid-19-related property busi-
ness interruption claims have 
largely not yet taken place, and he 
predicted they will lead to further 
market hardening.

“In many cases most insurers 
have not finalised their view of 
what their ultimate claims are 
and have not, in many cases, en-
gaged with reinsurers about how 
they translate into true reinsur-
ance potential claims,” Conoscen-

te said. “Those discussions are not 
taking place.”

He predicted: “Once further 
discussions on additional claims 
coming from Covid-19 take place, 
that will lead to further rate 
strengthening in 2022.”

Scor is also optimistic the re-
maining property catastrophe re-
insurance renewals this year will 
lead to substantial price hikes.

The French reinsurer reported 
average price increases in proper-
ty cat of 9.7% at January 1. Only 
casualty reinsurance (up 21.6%) 

and aviation (up 13.2%) saw high-
er increases.

Conoscente highlighted proper-
ty cat pricing varied significantly 
by region, with rates up around 
15% to 20% in America. In the US, 
some cat-affected programmes 
saw rate increases of 40%.

“For the rest of the year, we 
expect price increases in the US 
to be of similar size,” Conoscente 
said. US contracts typically renew 
in the summer. For the Asian re-
newals at April 1, he said “it might 
be similar to what we expect in 
the US, between 15% and 30%”.

The European reinsurance re-
newals saw rate increases of be-
tween 5% and 10% at January 1, 
Scor said.

Some analysts expressed dis-
appointment Scor had focused its 
growth in Europe, adding prices 
are rising fastest in the US, where 
Scor has cut back its presence.
Indeed, in the US, Scor trimmed 
its property/casualty reinsurance 
book 5% to €668m ($808.8m).

Conoscente said were it not for 
the loss of a single large client, the 
book would have increased 10%.

In France, by contrast, the  
book grew 21% and in the UK  
and Ireland it grew 70% to over-
take France as Scor’s second- 
largest market.

Everest Re chief bullish despite $400m Q4 reserve charge
Everest Re president and chief ex-
ecutive, Juan Andrade, is bullish 
about 2021, despite reporting an 
underwriting loss of $254m last 
year, writes Marc Jones. 

Speaking following the com-
pany’s results, Andrade said 
Everest Re would continue to 
profitably grow its insurance 
segment while also continuing to 
grow and strengthen its position 
as a global property/casualty  
reinsurer.

The carrier reported its net 
income fell 71% in the fourth 
quarter in part due to a $400m 

prior-year reserving charge in its 
reinsurance segment. 

Andrade insisted the reserve 
strengthening “does not change 
our view of current accident loss 
picks, as we had already selected 
more conservative loss picks in 
response to general loss trends”.

He added: “We are confident in 
the prior-year reserving actions 
we took in the quarter and the 
quality of the in-force portfolio. 
These decisive actions will serve 
us well.”

As a result of the reserve 
strengthening, the reinsurance 

segment’s underwriting loss 
jumped to $225m from $55m. The 
insurance segment’s underwrit-
ing profit fell to $5.9m from $26m.

Andrade stressed the company 
is on solid ground and it is very 
comfortable with its estimates 
of Covid-19 loss numbers. It esti-
mates its full-year 2020 Covid-19 
losses total around $511m.

However, he added the caveat 
that the pandemic was still on-
going and further developments 
were possible.

Everest Re booked a further 
$76m in losses related to the pan-

Argo names 
Kirk CFO
Argo Group International Hold-
ings has appointed Scott Kirk as its 
chief financial officer (CFO), effec-
tive March 1, writes Marc Jones.

Kirk (pictured) succeeds Jay 
Bullock, whose planned depar-
ture from the company was an-
nounced in July last year, despite 
earlier plans to stay on until 2023.

Argo has seen a series of senior 
management changes since the 
departure of former chief execu-
tive Mark Watson in 2019 and his 
replacement by Kevin Rehnberg.

Kirk joins Argo from Aspen 
Insurance Holdings, where he 
served as CFO from 2014 to April 
2020. Before that Kirk served in 
several senior finance roles from 
2007 to 2014, including as CFO of 
Aspen’s insurance business.

Before joining Aspen, Kirk held 
several senior finance roles at 
Endurance Specialty Holdings be-
tween 2002 and 2007, including 
financial controller for the com-
pany’s UK operations and group 
head of internal audit.

“Scott has a tremendous back-
ground serving in similar roles 
within the specialty insurance 
industry,” Rehnberg said. “This 
is an exciting time to join Argo as 
we build on and execute plans to 
continue to grow as a leading US- 
focused specialty insurer.”

demic in the fourth quarter, tak-
ing the carrier to an underwriting 
loss of $219m in the quarter. Its 
combined ratio deteriorated 7.6 
points to 109.1%.

Andrade said capacity is abun-
dant but re/insurers would remain 
disciplined about pricing and 
terms and conditions and rates 
increases would continue. “After 
years of soft pricing and rising loss 
costs, pricing adjustments are nec-
essary and we expect they will con-
tinue throughout 2021,” he said.

“Consistent with previous quar-
ters these increases are led by 

property up 21%, excess casualty 
up 50%, directors’ and officers’ 
liability up 35% and commercial 
motor up 17%.

“We are also seeing widespread 
increases in other lines of busi-
ness that have been slow to turn, 
most notably general liability, 
which is up 9%.”

Andrade said Everest Re had 
achieved record renewal rate 
increases of 21% in the fourth 
quarter, excluding workers’  
compensation, which came down 
to 14% once the latter is taken  
into account.

Scor Global P&C’s Jean-Paul Conoscente expects upward trends 
in reinsurance pricing will continue this year and 2022
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Pandemic casts light on 
London’s e-trading challenges
Many of the technologies, including e-trading systems, implemented in the London market in 
2020 to ensure business continuity, are not fit for purpose in a post-Covid market environment

Rasaad Jamie
Global markets editor

Covid-19 has significantly 
increased the adoption of 
technology by companies 
in the London market. In 

less than a year, the extra ordinary 
circumstances created by the pan-
demic are deemed to have accel-
erated the modernisation of the 
market by five years.

But, while Covid-19 is generally 
seen as a good thing in terms of the 
market’s modernisation, there is 
also a growing concern about the 
way in which technology has been 
embraced during the pandemic 
and the issues this has created for 
the market. At this critical juncture 
in the modernisation of the Lon-
don market, these are issues that 

have to be addressed sooner rath-
er than later, observers say. 

The pandemic has been a mas-
sive wake-up call for businesses 
in the London market, which now 
realise what their counterparts in 
other insurance centres such as 
Bermuda (which are more used 
to communicating across differ-
ent geographies and time zones) 
have been doing for years. These 
companies are lean, mean and 
smarter in the way in which they 
are processing risk. 

If last year was the period in 
which the proof of concept and 
proof of value for the digital place-
ment of specialty lines risks was 
demonstrated for the market, this 
year, London will need to show it 
can keep up with this accelerated 
change of pace, which will contin-
ue, according to experts such as 
Tony Russell, chief commercial of-
ficer at Charles Taylor InsureTech.

The long-standing notion dig-
ital transformation in the Lon-
don market will only occur at the 
pace of the slowest has now been 
completely discredited by the 
pandemic, Russell adds.

“Our strategy now is to work 

with the willing – with compa-
nies that have an appetite to im-
prove their business. That is the 
pace at which companies in the 
market need to move, otherwise 
they are not going to be around,” 
he adds.

Blueprint Two-ready
This poses challenges for the 
Lloyd’s modernisation strategy.  
Richard Jefferies, client manager 
at technology services provid-
er Northdoor, says it remains to 
be seen how long it will be for 

‘If people in the London market 
are standing up, which they 
are, and declaring it’s possible 
to place reinsurance in a 
pandemic with email and Zoom 
calls then there is 100% no 
reason not to do the same  
with technology that is 10  
times better’
Sean Bourgeois 
Tremor

Sergey Nivens/Shutterstock.com
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the market to be Blueprint Two- 
ready, given companies’ varied 
maturity and attitude to digital 
transformation.

“Some companies are more 
advanced than others on this – 
ranging from the ‘wait and see’ 
approach, to having an API hub 
and connectivity capability built 
or underway. Two core require-
ments are needed across brokers 
and underwriters to be Blueprint 
Two-ready – agreement on data 
standards/formats and having 
end-to-end connectivity capabili-
ty,” Jefferies says.

However, there are suggestions 
the final design for the digital 
transformation of the market may 
not be what is outlined in Blue-
print Two. “Therefore, the chal-
lenge for companies is to remain 
open and flexible enough to inte-
grate and engage via new connec-
tions with systems both central to 
the market and within their own 
technology estate,” Jefferies says.

The way in which the pandem-
ic has forced the London market’s 
hand to adopt end-to-end electron-
ic processes for negotiating and 
placing risk has largely been pos-
itive. “Before the pandemic, there 
were still widespread views and 
concerns about the technology 
solutions available – for example, 
around data quality, standards 
and integration – but the pandem-
ic has proved that, while not per-
fect, it does work. The pandemic 
also showed there is still a place 
alongside the digital solutions for 
the more traditional model of face-
to-face negotiation and relations, 
particularly for placement of more 
complex risk,” Jefferies says.

But at the same time as com-
panies in the London market are 
coming under pressure to step up 
the pace of their digital transfor-
mation, they are also being urged 
to review not only the technolo-
gies they have implemented in 
2020 to ensure business conti-
nuity, but also the way in which 
certain technologies, such as the 
electronic trading of risk, are be-
ing mobilised in the market.

Many of these systems, in par-
ticularly the strategies driving 
them, were fine for the short 
term. But in the longer term, ex-
perts say, they are not really fit 
for purpose in the new post-Covid 
market environment.

For example, the key focus 
of modernisation should be the 
end-to-end digitalisation of trans-
action and business process man-
agement in the London market. 
But, during the pandemic, many 
companies only digitised certain 
parts of the process, according 
to Russell. “They looked at differ-
ent parts of their business and 

put some tech in, but they rarely 
joined it up in a way that connects 
with other systems in the market, 
without the need for human in-
tervention,” he says. In addition, 
many technology solutions were 
often brought in quickly during 
the pandemic and may have 
exposed companies to security  
vulnerabilities.  

Electronic trading
Some argue there is a big mis-
understanding in the market 
about what e-trading is. “E-trading  
is not a social network for under-
writers,” Sean Bourgeois, chief 
executive of Tremor Technolo-
gies, a Lloyd’s-approved reinsur-
ance marketplace, which prices 
and syndicates risk, says. “It’s not 
pretty user interfaces to organise 
information duplicating broker 
platforms, it’s not simple technol-
ogy to make contracting and the 
‘last mile’ placement of a risk a lit-
tle less painful – these are simply 
software services, most of which 
are not adding much value and, 
in some cases, are subtracting val-
ue,” Bourgeois adds.

E-trading, according to Bour-
geois, is a marketplace technology 
that brings supply and demand 
together and uses modern trading 
technologies to clear and allocate 
limit in sophisticated ways. “If 
your tech cannot execute uniform 

clearing prices and allocate risk 
programmatically then you are 
not e-trading,” he says.

Bourgeois argues one of the key 
premises of the Blueprint Two 
reform agenda – that of “open-
ing up Lloyd’s” to other e-trading 
platforms to compete against PPL 
– does not make a lot of sense in 
the current market environment. 
True e-trading companies, he says, 
do not want to compete with an 
internal placing technology, they 
want to “integrate with Lloyd’s to 
settle transactions already priced 
and cleared”. 

From Tremor’s perspective, the 
goal for Lloyd’s should be bigger. 
It should be to explore partner-
ships with modern e-trading plat-
forms that can bring more risk to 
the market. This is what is already 
being done by Tremor, which ex-
ceeded $1bn in limit placed in 
2020 and, given its pipeline, is on 
track to significantly grow again 
in 2021, according to Bourgeois. 

“The Lloyd’s syndicates that 
price risk on Tremor regularly 
win more share than they had 
on the same programme in the 
subscription market because 
our modern e-trading platform 
allows everyone to compete for 
risk precisely as they want to,” 
he says. “The price and cost effi-
ciencies we deliver for the mar-
ket are massive. If people in the 

London market are standing up, 
which they are, and declaring it’s 
possible to place reinsurance in a  
pandemic with email and Zoom 
calls then there is 100% no rea-
son not to do the same with tech-
nology that is 10 times better,” 
Bourgeois adds.

Indeed, Tremor, which 
launched two new marketplac-
es in 2020 to support property 
catastrophe risk trading in real 
time and industry loss warranty 
auctions, earlier this week re-
leased an updated version of its 
core platform, Panorama, which 
employs very similar technolo-
gies to those used to manages ini-
tial public offerings (IPOs) in the 
equity markets.

And this is precisely the point 
for Bourgeois, who points to re-
cent innovations in the capital 
markets championed by trading 
platforms such Trumid (in the 
corporate bond market) and Unity 
(in the IPO hybrid auction space). 
“These platforms use many of the 
same technologies at the core of 
a marketplace like Tremor. Some 
folks in the re/insurance industry 
may already be looking outwards, 
but more people in the London 
market could benefit from do-
ing so. Reinsurance is different 
but, honestly, it is not that differ-
ent from a large debt issuance, 
a large block trade or a large en-

ergy placement, and all of these 
markets have embraced modern 
e-trading.” Bourgeois says.

The drastic and sudden move to 
remote working is likely to have 
opened security exposures for 
companies – from out-of-date soft-
ware and patching on old laptops 
to insecure remote connections 
and web-facing applications. 
According to a recent report by 
Northdoor, 54% of brokers score 
a D (on a scale of A to F) for email 
security and 35% score a C for en-
cryption on their websites. Addi-
tionally, 25% of managing general 
agents score a C for encryption 
and external-facing web applica-
tions; and 21% of carriers score an 
E for network services security.

Perhaps of most concern in 
terms of systems risk to the mar-
ket moving to a Blueprint Two 
digital model is the reliance on 
a highly connected supply chain 
network and central, shared ser-
vice providers. According to Jef-
feries, 31% of London market 
shared service providers score an 
E for network security services 
and 19% score a D for application 
security. “This all highlights that 
there are many areas the market 
has to be aware in 2021. While 
most companies have coped ad-
mirably with the huge changes in 
2020, this cannot lead to compla-
cency,” Jefferies says. n

Sergey Nivens/Shutterstock.com
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Underwriters adapt to working 
in the age of crisis management
The use of crisis management consultants in the insurance industry has changed and grown 
across a wide range of risks, from kidnap and ransom to product recall and cyber attacks

David Burke
Hiscox London Market

It is a more complex and dan-
gerous world today than when 
I started out in this business 
broking kidnap and ransom 

(K&R) and personal accident risks.
But as the world has changed, 

so too has the suite of products 
available under the banner of 
crisis management. Today, when 
we talk about crisis management, 
you can add product recall, ter-
rorism and, increasingly, cyber. 
The sheer scope of cover has 
increased massively, as has the 
number of corporate and private 
buyers and the volume of premi-
um coming into the market.

Take terrorism: in 2000, the cli-
ents I was underwriting for were 
usually multinationals doing busi-
ness in Sri Lanka, where the Tamil 
Tigers were active, or Colombia, 
which was under pressure from 

the Farc guerrilla movement. Sep-
tember 11, 2001 shifted that land-
scape as insurers moved to exclude 
terrorism cover from property pol-
icies and the standalone terrorism 
market really took off.

It is now common to be writing 
standalone terrorism cover – and 
not just for property damage but 
also for business interruption as 
well as for more specialist cov-
ers such as malicious attack and 
strikes, riots and civil commotion.

K&R has also become much less 
of a niche product than it was 
and is bought more extensively in 
the corporate sector as well as by 
private individuals. It used to be 
a basic cover offering reimburse-
ment for the ransom only but the 
cover has expanded to include ad-
ditional risks like extortion, illegal 
detention and bodily injury.

More triggers, more cover
Similarly, product recall has come 
a long way in the past 20 years. 
Before the 1990s, it did not real-
ly exist, but it came of age in the 

2000s as companies of all sizes 
began to realise the reputational 
risk they were running if a prob-
lem with their products exposed 
their customers. Again, as with 
K&R, the coverage has developed 
to include a wide range of triggers 
and, while it is not necessarily the 
cheapest option in the crisis man-
agement package, it is good value 
compared to retaining that recall 
risk on the balance sheet.

Even the most mature product 
from my early days in the market 
– personal accident – has evolved. 
Innovation can be tricky but we 
are seeing new uses of the prod-
uct to meet risk demand in evolv-
ing areas of personal exposure 
such as space tourism.

Consultancy support
As the products have moved on, 
however, one of the biggest chang-
es in recent years has been in the 
extended use of crisis manage-
ment consultants to help clients 
manage issues more effectively. 
Whereas they may primarily have 
acted in kidnappings, the role of 
crisis consultants such as Control 
Risks has changed and expanded 
across the range of risks as well 
as offering a global presence for 
wherever a business is exposed.

Even the larger clients we work 
with, which might have greater in-
ternal resources to draw on, value 
the external help when things go 
wrong. Reputation is everything 
and how a business both manages 

a crisis and rebuilds after the im-
mediate impact is critical and is 
an area where crisis consultants 
can be invaluable.

Clients recognise this in a way 
they did not even 10 years ago, 
and they also understand the 
inter connected nature of these 
risks. It is one reason why we have 
packaged up all the crisis manage-
ment insurance products we un-
derwrite at Hiscox under a single 
crisis management division with 
the support of Control Risks. You 
cannot compartmentalise a crisis, 
so that should be reflected in how 
the insurance industry responds.

Evolving market
Looking ahead (and given the 
change over the past 30 years), 
how is crisis management likely 
to evolve over the coming years? 
If you think back 10 to 15 years 
ago there was little use of social 
media to publicise an incident. 
Now, if a customer encounters a 
problem like contaminated food 
from a restaurant or shop, they 
have the power to create a huge 
reputational problem. Few would 
have foreseen how mass commu-
nication would change, so what 
else could be coming down the 
track that will have the power to 
generate a huge risk exposure?

We are back to considering the 
complexity of the world we live 
in. Many more businesses have 
morphed into global brands. Their 
supply and distribution chains are 
more complex and inter dependent 
than ever before and when you 
have complexity, things tend to go 
wrong. But it is that complexity 
that continues to make this a great 
class of business to underwrite. It 
is probably more mentally chal-
lenging than it ever was but it is 
enjoyable to be tasked with com-
ing up with new solutions. And 
while we are able to use technolo-
gy and work with data in a way we 
never have done before, it is still 
very much an entrepreneurial and 
people-focused business. n

David Burke is product recall  
line underwriter at Hiscox  
London Market

K&R has also become much less  
of a niche product than it was  
and is bought more extensively  
in the corporate sector as well  
as by private individuals

The inter-connected nature of 
modern business means crises 
need a holistic response 
Olivier Le Moal/Shutterstock.com
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Design due diligence critical to insuring 
Australian renewable energy risks
The drive to site renewable energy projects in Australia’s tropical regions represents a great 
opportunity – but also considerable exposure – for the global construction insurance market

Australia’s renewable 
energy mix is biased to-
wards mainly onshore 
wind and solar panel 

projects at present, with minor 
investments in the odd concen-
trated solar thermal energy proj-
ect and plans for a single offshore 
wind farm.

As at December 31, 2019, there 
were 101 wind farms operational 
in Australia, with close to 40 proj-
ects either under construction or 
planned. Most of these are clus-
tered on the southern coastline 
and exposed to the Roaring Forties.

Wind farms accounted for 
35.4% of Australia’s total renew-
able energy generation in 2019, 
with renewables accounting for 
8.5% of the total energy genera-
tion in Australia that year.

Aside from wind, the most dom-
inant form of renewable is solar 
power. This is driven in part by 
domestic roof panel uptake, but 
there are also a substantial num-
ber of solar farm projects built, 
under construction or planned. 
While the solar and wind farm 
prevalence is on the south-east 
coast, there is an increasing desire 
to build such projects, particular-
ly solar, in northern Australia.

An extreme example of the po-
tential scale contemplated in the 
north is the 10 GW Newcastle 
Waters cattle station solar farm, 
known as the Sun Cable Proj-
ect. The $22bn proposal involves 
building a 10 GW solar farm with 
battery storage. Some of the elec-
tricity may be used to help power 
the Northern Territory capital and 
indigenous settlements, but most 
would be intended for transmis-
sion via sub-sea cables that would 
snake 3,800 km through the Indo-
nesian archipelago to Singapore.

Long-distance, high-voltage di-
rect current submarine cables are 
used in Europe, but this would be 
the world’s longest by some dis-
tance. The project’s goal is to start 
construction in late 2023 and to be 
exporting by 2027. There are simi-
lar plans for a sister project in the 

Pilbara region of Western Austra-
lia. Such projects are in high solar 
areas, but they are also in regions 
typically frequented by cyclones.

Cyclones
In general terms, the northern 
half of Australia is cyclone-prone 
and building code zones have 
been established for property in 
proximity to the coast. Impacts 
from cyclones include wind, rain 
and storm surge and, on some 
occasions, they can drive deep 
across the country and cause 
damage. Tropical lows can also 
present significant hail damage if 
the conditions are suitable, which 
is an issue in Queensland and 
New South Wales. The Australian 
Bureau of Meteorology categoris-
es cyclones into five categories.

As most renewable energy 
projects are not, typically, ad-
jacent to the sea, storm surge is 
unlikely. The main risks there-
fore are of flood, wind and hail 
damage to both wind and solar 
projects. Solar or wind projects 
will suffer at the hands of flood 
waters that attach to cyclones, re-
gardless of the drainage design. 
The electrical reticulation of 
power and control cables when 

submerged can often be suscep-
tible to electrical earthing and 
fault. This is particularly the case 
when flood waters rise over con-
trol and junction boxes. 

While the cables themselves 
are designed to sit in moist earth, 
if the terminations are not sound, 
water ingress is possible. Water 
ingress to cables can exacerbate 
in warm conditions where cap-
illary action can come into play 
and water is drawn down the ca-
ble lengths. In some cases, latent 
water in energised cables will 
“tree” through its insulation car-
cass to earth. Such faults are dif-
ficult to find and repair and often 
result in full cable replacement.

Flood issues typically revolve 
around water and electrical com-
ponents coming together. Obvi-
ously, if the installations are to 
include large battery banks, high 
ground site selection is a must.

In the construction scenario, 
flood can be more devastating as 
earthworks are often incomplete 
and subject to wash away. Anoth-
er issue can also be the early sup-
ply of equipment, which is stored 
in laydown areas at the site ahead 
of physical construction.

Cyclonic winds exert huge 
forces on structures. In places 
such as Fiji, for example, wind 
farm towers are designed to be 
lowered ahead of a cyclone im-
pact because the blades and tow-
ers themselves are simply not 

designed to resist such winds. 
For this reason, wind farm size 
may well be curtailed in Austra-
lia as they may not be as econom-
ically attractive.

Issues of excessive wind on  
turbine blades can lead to delam-
ination and there is the obvious 
risk of debris impact from vege-
tation. The columns themselves 
could also be subject to vortex- 
induced vibration due to exces-
sive wind, which may lead to fa-
tigue or catastrophic failure. If 
the loading is great, the footings 
also need to be large and deep.

With respect to solar farms, this 
is a curious situation. The success 
of a solar farm is tied into the 
amount of surface area of pan-
el that can be deployed under 
the sun. The structures required 
to hold such panelling in place 
against cyclonic winds is expected 
to be large and the upfront con-
struction costs will be high. This 
will, no doubt, put pressure on en-
gineers to design structures to the 
minimum allowable limit such 
that costs are kept reasonable.

The large surface areas in-
volved with solar panels also 
make them obvious targets for 
flying debris, which can cause 
significant impact damage to 
structures. Some solar panel sup-
pliers claim to design their pan-
els for cyclonic winds, but such 
bolstering is unlikely to be able 
to resist a flying tree.

Hail
Hail tends to occur from tropical 
lows when warm, moist air col-
lides with a cold air stream. Such 
tropical lows, while not cyclones, 
can occur in the tropical regions of 
Australia. Both wind turbine blade 
and solar panel suppliers will de-
sign their products to resist hail 
impact, so what is the problem?

The issue is the minimum hail-
stone size on which the designs 
are based can often be smaller 
than some of the intense hail-
storms that frequent Australia. 
Some storms have recorded hail 
in excess of 8 cm in diameter; 
this compares to the prevailing 
solar panel design requirement 
of withstanding hail of 2.5 cm 
diameter. Unfortunately, the 
larger the hailstone diameter, 
the higher the velocity on impact 
and subsequently the energy re-
lease and damage to assets can 
be extreme.

Hail can be devastating to both 
wind and solar farm sites as the 
damage tends to be widespread 
across all assets. Caution and 
careful design are required for 
those brave enough to construct 
renewable projects in the tropi-
cal regions of Australia.

Obviously, the world generally 
is moving to renewable energy 
generation which is great. There 
will however be areas where 
such projects may be cost pro-
hibitive due to remote location 
and the tropical environment 
involved. The Australian renew-
able industry will, no doubt, con-
tinue to find solutions to these 
challenges and projects will be 
approved and funded. Not sur-
prisingly, the insurance industry 
is also riding the wave of invest-
ment into renewable projects, 
and carriers are taking a close 
look at the impacts of tropical 
storms to both solar and wind 
projects and the implications for 
both their underwriting and in-
vestment activities. n

Andrew Hodkinson is senior 
engineering and resources 
adjuster and regional head for 
Australia and New Zealand and 
Nigel Lloyd is senior engineering 
and resources adjuster at Charles 
Taylor Adjusting

Andrew Hodkinson and Nigel Lloyd 
Charles Taylor Adjusting

Category Maximum mean 
wind (km/h)

Typical 
strongest gust 
(km/h)

Typical effect

1 63-88 <125 Damaging winds. Negligible house damage. Damage to 
some crops, trees and caravans. Craft may drag moorings

2 89-117 125-164 Destructive winds. Minor house damage. Significant damage 
to signs, trees and caravans. Heavy damage to some crops. 
Risk of power failure. Small craft may break moorings

3 118-159 165-224 Very destructive winds. Some roof and structural 
damage. Some caravans destroyed. Power failures likely

4 160-199 225-279 Significant roofing loss and structural damage. Many 
caravans destroyed and blown away. Dangerous airborne 
debris. Widespread power failures

5 >200 >279 Extremely dangerous with widespread destruction

Source: Australian Bureau of Meteorology

Australia’s cyclone exposure presents problems

Table: Categories of cyclone by wind speed



Pandemic weighs on WTW’s 
corporate broking revenues
Corporate risk and broking segment’s organic revenues fall 1% during the fourth quarter

Michael Faulkner
Editor

Willis Towers Wat-
son’s corporate 
broking division 
reported a worse- 

than-expected 1% fall in underly-
ing revenues in the fourth quarter 
of last year as it faced headwinds 
from the Covid-19 pandemic.

The broking and consulting 
group, which is set to merge with 
Aon, reported increased reinsur-
ance revenues, which drove the 
firm’s investment, risk and rein-
surance division to 1% organic 
growth. But this was also behind 
analysts’ expectations.

The firm’s corporate risk and 
broking (CRB) segment reported 
fourth-quarter revenue of $888m. 

This represented a 1% decline on 
an organic basis when currency 
fluctuations were stripped out.

While this was better than the 
2% decline in the third quarter, 
Wells Fargo analysts expected flat 
organic revenues for the period.

The segment achieved growth in 
North America with new business 
generation alongside “strong re-
newals”. The increase was partially 
offset by a decline in revenues in 
western Europe, which was primar-
ily due to the impact of Covid-19 on 
certain insurance lines.

Revenue also decreased in the 
CRB segment’s Great Britain and 
international divisions, primarily 
due to “headwinds” from one-time, 
non-recurring placements in the 
previous year in the construction 
and natural resource insurance 
lines, coupled with a fall in airline 
volume-driven commissions.

The CRB segment booked an 

operating margin of 32.3% in the 
quarter, compared to 30.3% for 
the prior-year fourth quarter.

For the full year, CRB achieved 
organic revenue growth of 1%.

The investment, risk and rein-
surance segment (IIR) reported 
fourth quarter revenues of $292m, 
down 7% on the prior-year period 
but up 1% on an organic basis.

The organic growth represent-
ed a slowdown on the 3% growth 
achieved in the third quarter and 
was behind Wells Fargo’s forecast 
of 2% growth. 

Reinsurance led the IIR seg-
ment’s revenue growth, “driven 
by new business wins and favor-
able renewal factors”. The growth 
was partially offset by declines in 
other areas with pressure on dis-
cretionary work, the firm said. 

This took the IRR segment to or-
ganic growth of 4% for the full year.

The IRR segment had an operat-
ing margin of 11.0% in the fourth 
quarter, as compared to 9.1% for 
the prior-year fourth quarter.

Overall, Willis Towers Watson 
reported a 2% increase in organic 

BMS appoints US chief 
operating officer
Wholesale broker BMS has ap-
pointed Robert Mercier (pictured)
as chief operating officer of its US 
business, writes Stuart Collins.

Mercier, who has more than 20 
years’ reinsurance experience, 
was most recently operations di-
rector at Willis Re, where he spent 

15 years and had served in sever-
al senior positions. Before joining 
Willis Re, Mercier was the global 
underwriting operations leader at 
GE Insurance Solutions.

Based in BMS’s Philadelphia 
office, he will report to Pete 
Chandler, chief executive and 
president of BMS’s US arm.

Chandler said: “Continued in-
vestment in talent at all levels, 
including leadership, broker-
age, analytical and actuarial is  
absolutely planned for 2021 and 
beyond.”

BMS’s reinsurance revenues 
have now topped $100m. 

Mercier joins the business ef-
fective February 25.

CNA beats as Q4 
profits jump 42%

US insurer CNA Financial report-
ed its fourth-quarter net earnings 
rose 42% to $387m on improved 
underwriting results and invest-
ment gains, writes John Shutt,  
Los Angeles.

Core earnings per share rose to 
$1.23 from 97¢ and beat analysts’ 
forecast of $1.

The combined ratio improved 
2.1 points to 93.5% as underwrit-
ing income rose 61% to $122m, 
with results in the commercial 
and international segments offset-
ting a slight decline in the special-
ty segment.

Gross written premiums rose 
10.2% to $3.14bn.

For full-year 2020, the Chica-
go-based group’s net income fell 
31% to $690m, reflecting a swing 
to a $63m underwriting loss from 
income of $227m.

Chubb Tempest 
Re names Sam 
Peters Bermuda 
president
Chubb Tempest Re, the reinsurance 
division of global re/insurer Chubb, 
has appointed Sam Peters as divi-
sion president of its operation in 
Bermuda, writes Marc Jones.

In his new role, Peters will over-
see the property catastrophe rein-
surance solutions Chubb Tempest 
Re provides to primary insurers 
around the world.

The appointment takes effect 
on March 1, subject to the ap-
proval of Bermuda’s immigration 
authorities.

Peters assumes the post after 
having served as chief actuary 
for the reinsurer and for Chubb 
Bermuda, which provides excess 
casualty, professional liability and 
property products.

revenues to $2.76bn in the quarter.
Adjusted operating income 

was $820m, down 0.4 percentage 
points compared to the same peri-
od in the previous year. Adjusted 
earnings per share came to $5.23, 
beating consensus of $5.03.

“Our performance in the fourth 
quarter provided a strong finish 
to a good year in a difficult envi-
ronment,”  John Haley, Willis Tow-
ers Watson’s chief executive, said.

The merger with Aon is due to 
complete later this year, pending 
regulatory approval.

Last week, Aon reported  
better-than-expected revenue 
growth in the fourth quarter of 
the year.  The global broking gi-
ant’s Reinsurance Solutions busi-
ness booked 12% organic growth 
in the final quarter of the year, 
while the Commercial Risk Solu-
tions division achieved organic 
growth of 4% in the quarter. 

‘Our performance in the fourth 
quarter provided a strong 
finish to a good year in a 
difficult environment’
John Haley 
Willis Towers Watson
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