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(Bob to introduce Panel)

Bob, thank you for the kind introduction.

Good afternoon, Ladies and Gentlemen.

It is a great privilege to have been asked to join this panel of Lloyd’s underwriters and an excellent opportunity for panel members to share with you some personal observations as to current underwriting conditions in the London energy marketplace.
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Let’s get straight to the heart of the matter. What the respective views of the broker and underwriter.
Let’s begin with an analogy.

The crème brulee.

This dessert is enjoyed by many people throughout the world and whilst many nations claim its invention, it is to the French that its origin is most often attributed.

Strange isn’t it – how when one thinks of things French, one so often thinks of things soft.

What relevance does crème brulee have to the current state of the energy insurance market?
The crème brulee has recently become an analogy much used by Brokers to describe a view of current market conditions. 

Underwriters resolve to maintain discipline in their marketplace is likened to a caramelised sugar coating threatened by soft overcapacity lurking beneath. 

An arresting picture I agree – but one which is wrong. 

It fails to properly reflect the fact, as mentioned earlier by Barnabas this morning, that the prospect of 2 years underwriting profit is inadequate reward for 6 years of underwriting losses. 

It fails to capture the real mood of underwriters.

Staying with the culinary theme, we would like to share an alternative view – the underwriters view. One that is altogether more English in character and one which more accurately illustrates underwriting conditions today.
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Not the soft decadence of a crème brulee but something altogether harder. 
The Custard Cream – the infamous, traditional English biscuit. 

Many of you here today are probably familiar with the custard cream. You’ve drunk a cup of tepid, milky tea whilst discussing the weather and now, just as you are about to begin your compelling discussion about how your lost time incident rate really is lower than any other corporation on the globe, the plate of custard cream biscuits is nudged towards you from across the table.

In preparing for today’s presentation, we were given two tips.


If possible try to use some type of prop 

And, given that this is a panel presentation, wherever possible try to get the audience to participate.

Well here is your first opportunity you get the chance to eat the prop.

Either on or near you seat you should have found a packet of custard creams. If you still have these excellent, please open the packet and pass the rest of the biscuits around to your neighbours.

If you have eaten yours already, shame on you! You’ll just have to let your imagination do the work. 

Take a bite of the biscuit.

How does it feel?
The top layer – not the shallow, unforgiving brittleness of the crème brulee, but a thicker, firm, crunchy, golden layer of biscuit.

Let’s turn our attention to the layer beneath. This thin layer of cream adds a unique flavour to the biscuit. It is what defines this biscuit as a Custard Cream. It is what helps you make a choice.

Beneath the cream another layer of biscuit - the foundation of the biscuit - firm, golden resistance to the cream above it. It is vital to the structure of the biscuit. It holds it all together. 

And so it is too with today’s energy insurance market. Not a single, brittle layer waiting to be cracked but various layers of differing texture, substance and complexity.

At its heart, the capacity to provide choice to our clients, at its base, a definite firmness respectful of the absolutely need for profitability. Something that provides resistance to things becoming another sticky mess.

So what are the facts? Well, we have already seen, in some detail, from our American panelists the results of the not to distant past, but it does not harm us to remind ourselves of the magnitude of loss suffered between 1996 and 2001.
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Whilst these are the Lloyd’s figures they would be consistent with the Energy market as a whole and show a staggering loss over a 6 year period of nearly US$2.5bn, and this is prior to reinsurance costs and other operating expenses.

With little to smile about, Underwriters, their capital providers and reinsurers tried to put on a brave face when meeting with brokers and clients…..
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But, it has to be said, that it was hard during that period, not to look a little glum.

With investment income dwindling, insurer and reinsurer failure, capital destruction and the subsequent withdrawl of capacity, those Underwriters left standing had to get back to the basics………the focus on pure Underwriting profit.

Lets turn to the Energy Account in 2002
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Transition 1

At this early stage 2002 holds the prospect of producing a timely profit for the Energy Market, as does 2003.

Transition 2

Indeed in comparison with the average market figures for the proceeding 6 years, both premium and claims values look significantly improved.

However, we should ask ourselves, has 2002 been flattered with improved cash flow, combined with a year of exceptionally low incidence of loss, both in terms of frequency and severity or can we say this represents a genuine profit trend?

Transition 3

One look at current premium levels verus average loss levels for the last 6 years, suggests, as a market, we cannot afford to be complacent and there is very little margin for error. Furthermore, premium levels for 2002 have been inflated from the large Construction income generated.

So, given the destruction of capital in the preceding years, and under Lloyd’s 3 year accounting, the profit has yet to be realised for 2002, talk of the downward cycle really is, as we say in England, taking the biscuit.

The last decade of Energy results suggest that it is critical that we stop behaving like slaves to the cycle in order to secure a more stable environment for the future, with the long-term aim of sustainable profit.
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Thank you Brian
Managing the Cycle

This grandiose term is not meant to be read as being part of the support team to Lance Armstrong nor does it have gynaecological undertones but it is a phrase that often appears at this point in the insurance cycle. Can underwriters manage any downturn so as to maintain a profitable return for their capital providers?
As we can see the Lloyd’s market has demonstrated a strong profit in 2002. There is also considerable expectation for a similar return in 2003. The good news continues, as Barnabas highlighted this morning Lloyd’s capacity, measured in terms of the ability to accept premium, standing at an all time high of $23.2bn across 71 syndicates. This reflects the growing confidence that capital has in the Lloyd’s market to provide a consistent return.

But, with this record capacity, here lies the real issue that faces us all. The insurance industry and the energy sector in particular, has shown an appalling inability in being able to manage the peaks and troughs of the insurance cycle. We have in our audience today many purchasers of our products who remain bewildered at our failure to deliver a consistent product at a consistent price over time. Ask any risk manager what he wants from his insurance policy and we would suggest that he would say a stable product at a stable price from stable providers. Ask any insurer what it is he aspires to deliver and he will say the same. To our shame we tend to deliver an unstable product at a fluctuating cost delivered in parts by unstable providers. The energy sector is over broked with capital entering and retreating from the market depending on which way the wind of profit is blowing at the time.  
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- FSA



- The Franchise Structure



- Service Standards



- The Object of Profit

Surely nobody can buck the market I here you say. Well Lloyd’s in particular through a series of measures and plans is leading the way in trying to get away from this boom and bust mentality. These modernising plans will assist in maintaining and enhancing standards within the Lloyd’s Underwriting community. Central to this move has been the regulation of Lloyd’s by the Financial Services Authority and the much talked about new franchise structure at Lloyd’s. This active role in syndicate’s business planning means agreeing to underwriting principles across the market together with reviewing the risk based capital requirements. The majority of capital providers see these measures as being the sensible combination of strengthening the Lloyd’s brand and providing policyholders with confidence in the security they require to bring their business to London. Rolf Tolle, the new franchise performance director is clear that his objective is to maintain the overall franchise profitability and is working with market practitioners to ensure in its deliverability

What does this mean to Energy Underwriters?
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- Profitability



- Reinsurance



- Capacity



- Exposure

Lloyd’s is not looking at business at a micro level but will focus on under performing classes and will deliver corrective advice where necessary. It is essential that capital providers will listen and action so that the failings of the recent past are not repeated in the energy sector and capital is not destroyed in the same measures as before.

The need to sustain underwriting conditions that provide some prospect of a fair reward for the risk that underwriters and their capital providers assume has already been covered in some detail today.  We want to reinforce that message.  The energy classes have been amongst the worst performing within the insurance industry during the last 6 years, even though a mega catastrophe has not affected the portfolio.

Let’s be clear about this.  

Unless energy underwriters, as with other lines of business, are able to demonstrate actual profits they will not be given capital.  Furthermore, adjustments to the risk based capital models used by Lloyds to ensure that capital requirements properly match potential result volatility might increase further the capital required to be lodged in order to support each dollar of energy premium income.  

It is currently fashionable to speculate about a worldwide reinsurance market awash with capital scratching their heads wondering how deploy it. How real is this scenario?

According to Standards & Poor during the last 12 months, of the top 150 reinsures, some 50 have been downgraded.  Only 3 were upgraded.  If we look more closely to the top 15 reinsures since 2001, 10 have had their security rating downgraded. 

This is of interest to buyers of insurance as well as buyers of reinsurance.  If the quality of reinsurance recoverables is poor, what does this mean for future capacity in the insurance markets and insurers’ willingness to pay claims?

Now more than ever, it is important that buyers of insurance understand the nature of their relationship with their insurance carrier and look beyond price. 

There is no evidence of reinsurers lowering the drawbridge and assuming risk at levels that are clearly uneconomic.  Many energy underwriters have retention levels in excess of $5m per occurrence for their share and with this increased retention has also come a reduction in line sizes that were all to evident in the late 1990’s and early into 2000. This means that unless there is a significant loss it is unlikely to trouble reinsurers. It is worth noting that the majority of the hurricane Lillie claim was retained by direct insurers. However, we would add that clients themselves have borne large increases in retentions and now for the first time are retaining the commercial risk.
As an example, if all our panel members here today had a retention level as mentioned previously then of the 1,167 energy losses during the last 5 years, only 76 would have been large enough to cause a reinsurance claim. 

The point is this, reinsurance markets appear to be interested in catastrophe level risks.  The vast majority of claims will be paid by the insurers. Reinsurance is not a substitute for underwriting for a gross profit.

We will hear tomorrow from Steve Adams more of current conditions in the marine XS of loss reinsurance markets.

Let us remind ourselves that during recent weeks we have seen several large natural peril catastrophes, whether it be a typhoon in South Korea or Hurricanes in this part of the world large losses are continuing.  

We have seen a dramatic reduction in the number of upstream energy insurers worldwide over the last few years, from some +125 in 1997 to no more than 50 today. Whilst capacity has also decreased during the same period from an estimated high of $4bn to just over $2bn (excluding OIL / sEnergy), current capacity clearly dwarfs the needs of the average risk.

But does this represent over capacity within our market? The reality is actual utilised capacity remains far lower and in fewer hands than in the past.

Despite the brokers cry that today’s signings are surely an indicator of a potentially softening market, perception again is far from reality. Capacity is price elastic, and current market signings actually reflect that at current premium levels a reasonable return of profit can be expected. However, drop below those levels and all you may find is naïve market on a potentially unfinished slip!

Lloyd’s has always provided a product based on flexibility and innovation. This fundamental quality is based on the expertise and professionalism of the market as a whole, providing a unique talent pool that has over 300 years of experience behind it.

And it is with such knowledge and expertise, that the energy market is able to take on new, unusual and complex risks in particular in a oil and gas industry which is changing constantly and more challenging frontiers such as deepwater are being explored.

We come back to our core message which has been mentioned time and time again - make it clear that the emphasis for sustained profitability is paramount in all our business’s and the fact that we are highlighting this is no different to anyone else’s business, whether it be insurance broking, our clients themselves or even the legal industry – sustained profitability will allow a stronger more resilient and robust market.

To achieve this profitability and an entrepreneurial spirit we must have the right people and be able to continue to do what Lloyd’s does best deliver new risk solutions for the future. We are confident that the changes that have taken place at Lloyd’s as commented earlier will allow that spirit to continue.

We would like to think that we have given you an honest account of the London energy market and some of the issue’s or dilemma’s that are facing the direct energy underwriter.

We believe that London is a key centre for driving the Energy Insurance Market forward – many of our clients and brokers visit with us and we look to do the same. The better we understand our clients and their business the easier it will be for us to provide the client with what they want.

We would like to think that when clients and brokers do travel to London they hopefully get to see and enjoy what London has to offer. We hope that this will continue and you do not feel it necessary to join this gentleman …………………………
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Who clearly has doubts about the London hotel and catering trade. Let’s hope this is not the start of a trend.

We thank you for your support and look forward to many years of success for all our businesses.

You have been a particularly attentive audience and we would like to answer any questions.
On behalf of all my other panellists thank you for listening to us today.
