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OPINION
Market news, data and insight all day, every day
Insurance Day is the world’s only daily newspaper for the
international insurance and reinsurance and risk industries.
Its primary focus is on the London market and what affects it,
concentrating on the key areas of catastrophe, property and
marine, aviation and transportation. It is available in print, PDF,
mobile and online versions and is read by more than 10,000
people in more than 70 countries worldwide.

Insurtech partnerships ‘no
protection from disruption’

First published in 1995, Insurance Day has become the favourite
publication for the London market, which relies on its mix of
news, analysis and data to keep in touch with this fast-moving
and vitally important sector. Its experienced and highly skilled
insurance writers are well known and respected in the market
and their insight is both compelling and valuable.
Insurance Day also produces a number of must-attend annual
events to complement its daily output, including the Insurance
Day London Market Awards, which recognise and celebrate the
very best in the industry.
For more detail on Insurance Day and how to subscribe or
attend its events, go to subscribe.insuranceday.com
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T

he fear of disruption by new
entrants to the insurance sector, which was so pervasive
six or seven years ago and
stemmed from indications major technology companies such as Google and
Amazon were entering the insurance
sector, have largely subsided.
Indeed, insurtech companies are now
routinely being written off by incumbent carriers, which cite woefully unprofitable combined ratios.
These days, incumbent players, often in partnership with insurtechs,
are comfortably using advanced data,
analytics and technology capabilities
in software and platform-as-a-service
models to accelerate their own business
and technology objectives.
Indeed, both carriers and brokers
are increasing their interest in working
in industry alliances and pooling resources to advance their own internal
innovation programmes, with many of
these programmes focused on assessing
blockchain use cases.
These are healthy developments that
can help traditional carriers to enhance
their policyholder offerings. But Steven

Developments within the insurtech
sector are advancing at a much faster
pace than is suggested by most of the
insurtech initiatives engaged in by
incumbent players
Jones, global insurtech client services
lead at Guy Carpenter, warns there is
a danger incumbent carriers are being
“lulled into inaction” by the belief these
initiatives (many of which are essentially modest enhancements) and a few
more external and vendor relationships
will keep digital disruption of their
business at bay.
Developments within the insurtech
sector are advancing at a much faster
pace than is suggested by most of the insurtech initiatives engaged in by incumbent players, according to Jones.
Many factors have come together in
the past few years to pave the way for
this increased pace of innovation, starting with shifts in consumer needs and
expectations ranging from changes in
lifestyles and asset accumulation, to the
digital experiences necessary in nearly
any business, to customer interaction.,
he argues.
In addition, IT companies are building better technology solutions, such as
real-time processing enabled by cheap

computation and even cheaper storage,
cloud-hosted environments, improved
modular architecture concepts of application programming interfaces and
service-oriented
architectures,
advanced data and analytics architectures
and the use of open-source platforms in
ways that were unthinkable even just a
few years ago.
Perhaps most importantly, with a
wide adoption of agile software development methodologies, small and efficient cross-functional businesses and
IT companies are building new capabilities at speeds we are not accustomed to
seeing in the insurance industry.
“More current and pressing challenges to incumbency stem from
new entrants such as Metromile’s usage-based telematics insurance platform; Lemonade’s big-data powered
digital experience for homeowners
and renters coverages; and an innovative personal motor telematics-enabled underwriting process at Root
Insurance,” Jones says. n
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FCA threatens personal lines
pricing crackdown
Some pricing practices may be banned as regulator finds six million customers paying too much
The FCA
estimates
customers
could save
£1.2bn a
year by
switching or
negotiating
with insurers

Michael Faulkner
Editor

T

he UK’s Financial Conduct Authority (FCA)
has threatened a crackdown on personal lines
pricing practices following a
study into the home and motor
insurance market.
In its interim report published
on October 4, the FCA said competition was not working well for all
consumers in these markets, with
around six million customers paying too much for their insurance.
The regulator estimated those
customers could save around
£1.2bn ($1.48bn) a year if they
switched provider or negotiated
with their insurer.
The FCA is considering banning
or restricting practices like raising
prices for consumers who renew
year-on-year or requiring firms to
move consumers automatically to
cheaper equivalent deals.
It is also looking at stopping
practices that could discourage
switching, including restricting the
way firms use automatic renewal.
Lawyers said the proposed remedies were a “significant regulatory development”, while analysts
warned of a potential short-term
hit to insurers’ margins.
Analysts at UBS ran two “shock”
scenarios to gauge sensitivities to
a ban on auto-renewal and a ban
on new business discounting. A
ban on auto-renewals, with an
assumed 25% drop in retention,
could slash insurers’ earnings per
share by as much as 20% as acquisition costs rise, assuming no
change in pricing.
If new business discounts were
banned, the UBS analysts estimated motor new business pricing
would need to increase by around
10% and home pricing by around
35% to sustain margins in the face
of falling renewal prices.
“We note a scenario of this magnitude cannot be ruled out based
on these interim findings. Over
the long term, we would expect
margins to stabilise, but there

could be short-term volatility,” the
analysts said.
Chris Chapman, a partner at
Mayer Brown, said the proposals
“represent an ongoing shift towards pricing regulation, which
could transform the way financial
services in the UK and the rest of
the world operate”.
The FCA found insurers often
sell policies at a discount to new
customers and increase premiums when customers renew,
targeting increases at those less
likely to switch.
Most firms, when setting a
price, include their expectations
of whether a customer will switch
or pay an increased price. This is
not made clear to the customer,
the regulator said.
In addition, firms engage in a
range of practices to raise barriers
to switching.
The Association of British Insurers said it will “work constructively with the regulator to ensure the
market works better for customers”. But it said it was “important
any unintended consequences are
carefully considered to ensure
a fair and balanced approach is
achieved for all customers”.

The FCA intends to publish a final report and consultation on remedies in the first quarter of 2020.
“This market is not working
well for all consumers,” Christopher Woolard, executive director

of strategy and competition at the
FCA, said. “While a large number of people shop around, many
loyal customers are not getting a
good deal.
“We have set out a package

of potential remedies to ensure
these markets are truly competitive and address the problems we
have uncovered. We expect the
industry to work with us as we do
so,” Woolard added.

Join us to discuss Lloyd’s Blueprint One at
Insurance Day’s London Market Forum
The first instalment of the plan to reform the
Lloyd’s market, Blueprint One, is a challenge to
the corporation itself, but also to the broader market. New risk exchanges will be relied on to lower
costs and bring new business into Lloyd’s, while a
supercharged claims process promises better results for clients.
The plan also foresees giving capital providers more options to attach to risk more flexibly,
while a services hub could mean even the
smallest syndicates having access to top-of-therange technology.
But Blueprint One will require Lloyd’s brokers
and carriers to show openness to reform, and to
compete ever-more-fiercely for what Lloyd’s chief
executive, John Neal, promises will turn out to be an
expanding pool of business.
On November 28 Insurance Day, in collaboration
with our sponsor, Clifford Chance, will bring together the senior market figures and thought leaders

to discuss the implications of the first Lloyd’s blueprint, along with:
• January 1 renewals and market outlook; and
• Business plans for 2020 and finding opportunities
for profitable growth.
A second panel, immediately following, will focus
on product innovation and insurtech.
Panellists will explore how, working together, insurers and insurtechs can better meet clients’ risk
transfer requirements, and collaborate to create
new products and improve processes.
It will also explore the limits of that collaboration,
and the obstacles that lie in the path of insurers and
insurtechs looking to build something new.
Join us at 3pm on November 28 at in the Lloyd’s
Old Library for an engaging and thought-provoking discussion. Coffee will be served from 3pm.
The first panel will begin at 3.30pm and the second
panel at 4.30pm. The event finishes at 5.15pm.
To register, go to bit.ly/2LN0Dw7.
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FOCUS/ ENVIRONMENTAL LIABILITY

Counting the cost of prosecution
The number of environmental prosecutions in the UK might be down, but the average fine
and the cost of incident response have soared
David Waller and Andrew Kyle
EFI Global of Sedgwick

W

e wrote last September about the
more
vigorous
approach
taken
by environmental regulators, resulting in increased costs, both
financial and reputational, to
businesses being prosecuted under environmental law.
The amounts of money involved in fines and environmental remediation costs can, on the
face of it, seem eye watering for
both businesses and their insurers, but more detailed analysis of
the numbers involved may tell a
slightly different story.
Scrutiny of publicly available
figures in relation to environmental prosecutions in England
can be used as an indicator of the
number of incidents occurring
each year in the UK.
Examination of the number of
prosecutions from 2000 to 2018
shows numbers reaching a peak
of 1,006 prosecutions in 2007,
falling to just 46 in 2018.

In the event of a polluting
incident, businesses
will often look to avoid
prosecution and pay an
enforcement undertaking
Ilona Koeleman/Shutterstock.com

Although the regulatory framework has changed substantially
over this period, such as with
the introduction of the Environmental Damage Regulations in
2009, the downward trend in
numbers is still huge. In contrast,
the average fine per prosecution
has increased from slightly more
than £5,000 in 2000 to more than
£50,000 in 2018.
Specialist loss adjusters and
environmental consultants deal
with environmental claims on
behalf of their insurer clients
every day. Looking at environmental claim numbers at Sedgwick over recent years shows an
overall upward trend in incident
numbers. Tracking the environmental incident numbers notified through our insurer clients
shows an increase in claim numbers of an average 15% a year for
the last few years.
There could be a number of
factors involved here such as political and legislative variations

over time, resulting in a change
The regulators have powers to
in approach from the regulators. prosecute polluters for offences,
Environmental
considerations even in the absence of clear evare also now reaching the fore- idence of legal fault in a tradifront of public and media atten- tional sense and if a business is
tion, and issues such as
successfully prosecuted,
plastics in our natural
the resulting criminal
environment and
record can be very
the huge range
damaging to the
of issues around
ability of a busiAverage fine per
climate change
ness
to retain
environmental
are making daily
clients or win
prosecution
news headlines.
new ones, given
in 2000
that procurement
Reputational
processes often foimpact
cus on tendering busiWith the increasing
nesses not having
profile of macroan adverse crimienvironmental
nal record.
issues, such as
As a conseAverage fine per
the climate criquence, followenvironmental
sis and extreme
ing a polluting
prosecution
weather,
busiincident, particnesses are perhaps
ularly a “one-off”,
in 2018
more
concerned
the main focus of a
about the serious reputabusiness will often be
tional impact that can arise from on avoiding a prosecution at
being identified as a polluter by all costs.
regulators following a pollution
This can have a positive effect
incident. The local, national and on the provision of emergency
social media “storms” that can response and clean-up work,
follow a major incident involving, in that a visible and effective
say, a significant fish kill can re- initial response can, experience suggests, result in the regsult in massive brand damage.

£5,000

£50,000+

ulators taking a less draconian
approach overall.
In the longer term, lawyers
representing polluters will often
proactively negotiate with regulators from an early stage to agree
a statutory payment known as an
enforcement undertaking.
This can reflect a financial
measure of the environmental
damage that has been done plus
the amount that might have been
levied as a fine, had a prosecution proceeded.
Prosecutions are thus avoided, the regulators do not become
engaged in lengthy disputes and
and money is made available to
benefit the environment either in
the locations impacted by the incident or at other locations nearby,
where the funds can create greater net benefit.
This all gives rise to interesting
technical challenges for environmental insurers and specialist
adjusters, in terms of what costs
might be recoverable under a specialist environmental policy.
It is, for public policy reasons, a fundamental principle
of insurance that fines are not
a financial exposure that can be
insured per se, but in the case of
enforcement undertakings, the
amount agreed in settlement is
not a fine, even if it is fundamentally in lieu of such a fine. The
question of insurance cover operating – or not – for these costs,
needs careful management from
the outset of any incident by specialist adjusters.
The other consequence is probably a reducing number of prosecutions overall and arguably, a
more “fit for purpose” process.
However, alongside the upward
trend in average fine amount,
we believe there will be a similar upward trend in average incident cost, given the increased
focus on visible and substantial
incident response with an absence of independent control of
scope and cost. n
David Waller is global head of
the environmental specialist
practice group and Andrew
Kyle is head of environmental
consultancy at EFI Global of
Sedgwick

Mitigating the environmental
risks of wind power
The environmental argument for renewable energy is undeniable, but clean energy comes
with some environmental liability exposures that need to be addressed
Peter Jarvis
AIG

T

he potential benefits
of renewable energy
sources such as wind,
solar, hydro, tidal and
geo
thermal are widely known,
including a reduction in greenhouse gas emissions, the diversification of energy supplies and
a reduced dependency on fossil
fuels. The growth of these energy
sources also has the potential to
stimulate employment, through
the creation of jobs in new
“green” technologies.
It is little surprise then that the
renewable energy industry has
been expanding rapidly in recent
years as investors around the
world have started paying greater
attention to this emerging sector.
In the period from 2007 to 2017,
renewable energy produced in
the EU increased 64%, equivalent
to an average increase of 5.1% per
year, according to Eurostat.
By the end of 2017, renewable
energy represented 17.5% of energy consumed in the EU, on a
path to the 2020 target of 20%.
That year, for the first time, wind
power became the most important renewable source of electricity, just ahead of hydro power,
accounting for 37.2% of electricity
generated from renewables.
Environmental impact
While wind power is a form
of clean energy with a small
environmental footprint, especially compared to energy produced from fossil fuels, there are

a number of potential impacts.
Some of these are obvious.
There are concerns about the
noise produced by the turbine
blades and the visual impacts on
the landscape. There is the potential threat of damage to local
wildlife: birds and bats have been
killed by flying into spinning turbine blades, for example. And
onshore wind farms are often
constructed in remote, environmentally sensitive locations, far
from the cities where electricity
is needed, requiring transmission
lines to be built.
But some of the more significant risks are those that might
be considered more traditional.
Wind operations are complex,
and the typical lifetime of a windfarm is designed to be around 20
years. Therefore, there are many
risks associated with the construction and operation of wind farms,
both onshore and offshore.
During the construction phase,
the installation of turbines presents the risk of spillage of oils and
other fuels used in the process.
This can lead to the alteration of
surface and groundwater hydrology in sensitive environments.
Wind farms constructed offshore
need to be connected to the mainland, which presents a significant
risk due to the volume of cables
and pipes placed on the seabed
that new connector cables will
need to navigate and cross without causing rupture. Furthermore, the mobile tanks used in the
construction process to transfer
fuel onto construction platforms
pose an additional threat.
Once up and running, just
like other types of energy facility, wind farms are susceptible

While wind power is a form
of clean energy with a small
environmental footprint,
especially compared to energy
produced from fossil fuels, there
are a number of potential impacts

Wind turbine construction
and operation can give
rise to a number of
environmental concerns
P. Heitmann/Shutterstock.com

to malfunctions and component
failures, as well as requiring regular mechanical operation and
maintenance works. Transformer
leaks and spills of oil from turbines or from mobile tanks and
equipment pose a possible pollution impact to land, water and
wildlife populations. Wind farms
can be exposed to extreme weather events and the risk of turbine
blades catching on fire.
There is already an expensive
history of utility companies being held accountable for damage
resulting from wildfires. Just last
month US utility Pacific Gas and
Electric Company (PG&E) agreed
an $11bn settlement with insurers that paid out wildfire claims
for the 2017 northern California
and 2018 Camp Fire blazes, which
PG&E’s power lines and equipment are suspected to have ignited. Wind farm operators would
do well to pay heed.
Regulatory compliance
In addition, there are administrative procedures needed to ap-

prove wind farm developments.
In Europe, national, regional and
local governments must under
take strategic environmental
assessments of all wind energy
plans and programmes to evaluate any potential adverse impacts
on the environment.
Meanwhile, in the UK, any
project works undertaken on the
Crown Estate – a collection of
lands and holdings belonging to
the British monarch, which extends to 12 nautical miles from
the UK coast – must evidence environmental liability protection
of up to £25m ($30.8m) for any
works being carried out.
Risk managers can look to
mitigate their risks by ensuring
they have a tested pollution incident response plan in the event
of an incident.
These will often be developed
during the planning and application phase, but the critical aspect
is that key personnel are trained
on the plan and the plan is tested
to ensure robustness.
Insurance can complement the

plans in place providing the financial protection. For risk managers
it is essential to understand how
the various insurance policies may
react in an environmental incident
and be comfortable with the coverage afforded and any risk that is
not insured.
Outside a specialist environmental liability policy it is likely
significant gaps in coverage will
exist as more traditional general liability or property policies will exclude or be restrictive on impacts
from pollution.
Looking ahead, the sector will
continue to go from strength to
strength as the appetite of business to invest in wind energy increases and governments review
the design of their energy markets to focus on how to improve
the integration of renewables and
to capture the most value. Wind
operators will need to ensure that
they keep an eye on the risks, as
well as the opportunities. n
Peter Jarvis is head of international
environmental at AIG
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Skilling up to handle the rise
in environmental liability
London must increase the depth of technical expertise and the range of covers on offer to
maintain its position as the leading centre for environmental liability
Nicholas Pearson
Beazley

E

nvironmental liability is
a growing concern for
organisations around the
world – so much so, it even
made it into a storyline on Radio 4
series The Archers when a chemical
leak caused water contamination
of a local river. As the programme’s
character Brian Aldridge found
out, an environmental incident can
be very serious, creating legal and
financial penalties, plus significant
reputational damage.
Over the past decade, the market for environmental liability (EL)
insurance has grown significantly, as organisations have come to
realise general liability insurance
may not provide appropriate cover to mitigate against the long-tail
liability and cost of remediating an
EL incident. Indeed, a typical cost
for a relatively simple EL claim
could be £100,000 ($123,327). Complex cases, where extensive works
are required for example to deal
with ground water contamination,
can exceed £2m.
Over the past few years, EL regulations around the world have
tightened. In many countries
there is now a legal requirement
for organisations to take measures to prevent environmental
damage. If damage does occur,
companies are required to pay for
all the clean-up and remediation
activity needed to return the environment back to the state it enjoyed before the incident.
In some countries, regulations
require certain industries to have
EL insurance in place. In Canada,
for example, oil and gas pipelines
are required to have high limits
of EL insurance to ensure the operating firms can pay to clean up
any pollution incident that may
occur. These limits suck up a lot of
capacity, creating pressure on EL
capacity around the world.

commitment is already enshrined
in their law.
Achieving carbon neutrality
will require a substantial amount
of decommissioning of industrial
sites and equipment. For example,
the UK’s target date to ban petrol
and diesel cars is 2040, but there
are calls to bring this forward to
2030. Currently, of the 31.5 million
registered cars in the UK, 98% are
petrol or diesel. Decommissioning
these cars and the millions of fuel
stations around the country will
inevitably create new EL risk.

Brownfield sites sold to be
used to build housing are
one source of increasing
demand for EL insurance
Mr Doomits/Shutterstock.com

Climate change dominates the news
and many EL incidents are triggered
by natural catastrophes such as
flooding, which heightens the risk
of heating oil or chemicals escaping
and being washed into groundwater
supplies and rivers
Brownfield contamination
The housing shortfall due to rising
populations in a number of countries is also creating new EL risk.
Traditionally, industrial brownfield sites were located on the
outskirts of a town or city, often
near waterways. Today, many of
these sites are deserted and offer
potential land for residential developments because of their often
desirable location.
However, the potential contamination risks mean developers
and investors will be looking to
insurers to provide the EL cover
they require to protect against the

historical contamination liability
inherent in these sites.
There are specialist “cost cap”
EL products available, which provide environmental remediation
management cover and support
owners and developers’ fixedprice remediation contracts, but
this cover is only provided by speciality insurers at present.
Climate change dominates the
news and many EL incidents are
triggered by natural catastrophes
such as flooding, which heightens
the risk of heating oil or chemicals escaping and being washed
into groundwater supplies and

rivers, contaminating them and
harming wildlife.
Climate change is predicted to
increase the frequency and severity of flooding, in particular
in north-west Europe and the UK.
This rise in flood risk heightens the
risk of environmental contamination disasters and puts pressure
on the insurance industry not
only to provide adequate financial
support to ensure improved EL
protection but also ensure swift remedial action can be taken.
There is another side to climate
risk for EL insurers – and that is
the switch to carbon neutrality.
The Paris Climate Change Agreement has committed countries
around the globe to significantly
reduce their carbon emissions
by 2050 and many countries, including the UK, France, Spain,
Germany, the Netherlands, are
considering laws that commit
them to becoming carbon neutral
by 2050 or even earlier. In Denmark, Norway and Sweden this

Decommissioning
Similarly, organisations of all sizes will need to consider their carbon footprint and look to move
to cleaner options for air conditioning, heating and across other areas of their operations. The
decommissioning of oil tanks, air
conditioning units and other industrial plants will create a new
wave of EL risk. Many firms are
already looking to divest their
coal and fossil fuel assets and
there is increasing pressure on
them to close or decommission
these assets rather than sell them
on for continued use. Again, EL
insurance is likely to play an important role in facilitating these
decommissioning projects.
The London market leads the
world in this form of specialty
cover, providing risk management and claims support for often
long-term, complex claims.
As demand for specialist EL
cover continues to grow over the
coming years, I am confident the
London market will rise to the
challenge. However, as this is a
highly specialist area of insurance
that requires a depth of technical
expertise and capacity, we need to
make sure we have the appropriate skills, depth of knowledge and
appetite for cover in place if we
are to deliver on our client coverage requirements of the future. n
Nicholas Pearson is environmental
underwriter at Beazley

No-deal Brexit threatens rating
downgrades: S&P Global
The economic disruption related
to a no-deal Brexit should worry
insurers, rating agency warns
Lorenzo Spoerry
Deputy editor

A

no-deal Brexit could
lead to rating downgrades, negative outlooks or credit watch
actions on issuers with insufficient rating headroom to weather
the related economic slowdown,
S&P Global Ratings warned.
S&P economists have forecast in
a no-deal scenario, the UK’s GDP
would shrink 2.8% in 2020. In 2021,
output would be 4.7% lower than
under S&P’s base case, in which the
UK and EU agreed on a deal.
“The most significant credit
implications resulting from a nodeal Brexit for UK insurers are

likely to come from the short-term
and long-term disruptions to the
country’s economy and financial
markets,” S&P said.
The rating agency added, however, that the initial impact on UK
insurers’ ratings is likely to be muted, with outlook revisions, rather
than widespread downgrades,
seen as more likely. Widespread
downgrades should be expected if
the downside economic and market scenarios occur, however.
S&P estimates the UK economy
has already lost about 3% of GDP
in the 10 quarters that followed
the EU referendum, compared to
a remain outcome.
“Our research shows the mere
anticipation of Brexit following the
leave vote in June 2016 has caused
the economy to suffer,” S&P senior
economist Boris Glass said.

kostasgr/Shutterstock.com

HDI Global Specialty adds to
London contingency team
HDI Global Specialty has made
two senior hires to its London
contingency unit, writes Scott
Vincent.
dade72/Shutterstock.com

Martin Holness has joined as
head of contingency from AmTrust where he held the same role
for the past five years.

Holness brings 30 years’ experience to the role, having also
previously served at Tysers and
Munich Re.
He will report to Rafael Rebitzky, director of underwriting for
specialty lines at the carrier.
Additionally, Sheena Williams
has also joined the team as senior
underwriter for contingency. She
has joined from Swiss Re Corporate Solutions.
HDI Global Specialty UK managing director, Richard Taylor said:
“We have been working hard to
strengthen our contingency business proposition and part of this
work has been to add to the talent
we have in the team.”

CAC Specialty launches
financial sponsors group
CAC Specialty has launched a
unit providing insurance and
capital market solutions to the
private equity community, writes
Michael Faulkner.
The financial sponsors group
brings together a number of interdisciplinary specialties, including
sponsor insurance, transactional
insurance, private debt financing
and data and analytics.
Over the past several months,
CAC Specialty has made key hires
in the financial sponsors group.
Rachel Beck, who has joined
CAC Specialty from JLT Specialty,
will lead the sponsor insurance
segment, with André Eichenholtz, who also joined from JLT
Specialty, leading the portfolio
solutions group.

Launched in August, CAC Specialty offers customised insurance and risk-transfer solutions
to large corporations, small and
medium-sized businesses, private
equity firms and other alternative
fund managers.
The insurer has offices in Atlanta, Chicago, San Francisco and
New York.
Michael Rice, founding chief executive and executive chairman
of JLT Specialty USA, was named
as CAC Specialty’s chief executive
last month.
“We strive to make an impact
for our clients through our ability
to bring integrated insurance brokerage and investment banking
disciplines to solve complicated
client problems,” Rice said.

