


































































































Date
27-Jan-22
01-Feb-22
14-Feb-22
17-Feb-22
17-Feb-22
23-Feb-22

Credit Card detailed analysis for February 2022
Council Meeting - 24th March 2022

Payment to
Lawyerly.Com.Au
ASIC
Zoom
Union Kitchen
ASIC
Secure Parking

Subscription
Creditor Check
Added Licence
Hospitality Meeting
Creditor Check
Parking

Total CBA Credit Card - 26th January 2022 - 24th February 2022

34

Description Amount
$52.80
$34.00
$24.03
$11.10
$34.00
$16.40

$172.33
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Overview

As we come to the end of the fourth year of insurer
remediation for some product lines in Australia, market
conditions are starting to improve at last, albeit in pockets.
This has been the longest consecutive period of positive
property rate increases we have ever seen and presents
welcome signs for buyers.

A significant shift to stabilisation of pricing in the US and
UK in recent months, driven by new entrants and growth
expectation, follows a sense that portfolios have been
largely corrected. Pleasingly, premium rate movement in
some areas is starting to stabilise, particularly the more
vanilla exposures and occupancies, well-managed risks, and
risks with a low natural catastrophe footprint. Other areas
however, such as cyber and some elements of casualty,
professional indemnity and complex property, remain
significantly challenged. This divide will become more
pronounced over the coming months.

Coverage is still being heavily scrutinised, and several
restrictions are being imposed across the board — infectious
disease, silent cyber exclusions, and limitations for
contingent business interruption are being mandated by
the majority, if not all, insurers with little or no flexibility,
often driven by reinsurance requirements.

Segmentation
in the Market

Internal disconnects within some insurers are emerging.
Insurer growth expectation is mounting as carriers look to
build on the stability they have created, but it is taking time
to translate into new underwriting practices, especially
considering the prolonged period of remediation focus.
Insurers will continue to be challenged by underwriting
teams fearful of writing too close to the guideline
boundaries they have been set.

The second element is volatility. As carriers start to once
more focus on growth, there is an almost complete
alignment of insurer appetite driven by a need to reduce
volatility, something buyers feel is exactly what they
require of insurers. This makes some industries and product
lines hugely attractive to all, whilst others are borderline
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uninsurable. There is a growing disconnect between

the experience of a waste recycler and a retailer, for
example. Not only can this frustrate buyers, it can also stifle
innovation at a time when buyers need it most.

The third challenge is insurers have largely failed to address
profitability, despite significantly improved conditions.
Aon’s Reinsurance Aggregate (ARA) have recorded an
average combined ratio of 102% and return of just 5% in
the past 5 years to 31 December 2020." We see capital

providers continuing to underwrite to a loss, even after
successive years of favourable market conditions.

! Aon proprietary data

ARA Return on
Common Equity
(Preliminary)
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Source: Aon proprietary data

The record low interest rate environment has also
contributed. Not only are capital providers more
demanding of their returns, so too are the regulators
pushing capital providers to have predominantly ‘safer’
securities and bonds in their investment portfolios. This
said, improvement can be seen with better underwriting
results and a strong investment return in the first half,
driving a significant rebound in return on common equity.
Whilst it isn’t clear whether this is indicative of the future
or an anomaly, it is certainly a positive step.
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Lack of Capital
Provider Profit

Claims Inflation

Since 2019 there has been a 300% increase in the
frequency of verdicts of $20 million or more.? In the US,
court-approved class action settlements reached $4.2bn
in 2020, up from $2.1bn in 2019, largely as a result of
several “mega” settlements in excess of $100m.3

This claims inflation is not just tied to long tail lines. For
example, in property and construction we are seeing
emerging inflationary pressures. US inflation is now above
5% and according to the Australian Bureau of Statistics, on
average construction costs across Australia have increased
by 3.25% over the last year. For example, increases are as
high as 17% for housing construction in Western Australia.*
Increased re-build costs will impact loss ratios and
challenge existing insurer modelling.

Increased Frequency of
Natural Catastrophe Events

Whilst the US continues to bear the brunt of global natural
catastrophe losses, Asia Pacific punches above its weight

in terms of a 10-year average, largely driven by events in
2011. Whilst these were true catastrophic losses, we have
seen the emergence of a new trend - the mini-cat. These
are events that largely go under the radar, but breach the
$1bn mark. In 2020 there were a record 28 of these events
globally. It is these events that are impacting the continued
growth in claims in Australia and the broader region.

Many of these risk types, such as hail, bushfire and storm
damage are difficult to model, and the east coast of
Australia is seeing a particular rise in frequency and severity
of these sorts of events, making insurers increasingly wary.

S&P Global Ratings recently released a report suggesting
reinsurers could be underestimating their exposure to
natural perils by as much as 50%.°

2 https://www.wsj.com/articles/the-specter-of-social-inflation-haunts-insurers-11577442780

3 https://securities.stanford.edu/research-reports/1996-2020/Securities-Class-Action-Settlements-2020-
Review-and-Analysis.pdf

* https://www.abs.gov.au/statistics/industry/building-and-construction

* S&P Global Ratings
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Regulatory Pressure

In Australia, heavier regulatory pressure will likely start to
drive expense ratios as insurers prepare for increased cost
to serve under revised legislation.

Whilst return on equity for the first half of 2021 may
have risen close to the 15% long-term requirement, it
continues to underperform the S&P 500. It is anticipated
conditions will worsen if rates stabilise. There are some
counter arguments.

The European Union recently announced a €120bn
reduction in capital requirements for insurers under
Solvency Il to help them repair after COVID-19 and meet
climate goals without eroding policyholder protection.®

As capital providers struggle to provide the risk transfer
options historically available, buyers’ views on the
relevance of the risk transfer to their ever more complex

CALENDAR YEAR
INCURRED LOSSES,
AS A PERCENTAGE
OF GDP
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needs is shifting. Growing buyer frustration and a market
fast losing relevance is real. The chart below shows insured
losses as a percentage of GDP in the US are continuing to
reduce, reaching levels not seen since the 1970s. At the
same time the global protection gap (insured vs economic
losses) for natural catastrophe perils sits at a record 64%
or USD174bn. Adding the acceleration of exclusionary
language will see this number and overall relevance
continue to fall further.

¢ https://ec.europa.eu/info/publications/210922-solvency-2-communication_en

1965 1970 1975 1980 1985 1990 1995

Source: AM Best, IMF, SNL Financial, Aon Benfield, World Bank

2000 2005 2010 2015 2020
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BETTER DECISIONS
AMONGST
UNCERTAINTY

Challenging and unpredictable market conditions
combined with emerging risks previously not considered,
have re-focused buyers on the value, structure and overall
cost of their insurance programs.

The makeup of risk transfer spend is evolving. In most
cases, buyers will be faced with decisions around how to
manage an ever-expanding and complex risk transfer need.
It has never been more important to focus on Total Cost of
Risk (TCOR) rather than risk transfer or premium cost.

Over the past 12 months we have seen a large uptake

in clients exploring captive or cell solutions to manage
increased retentions, create a bridge to parametric
solutions or simply to access additional capacity via the
reinsurance market. We encourage this strategy, however
there are some important stage gates to ensure that the
right decisions are being made.

* Set your risk tolerance and appetite at a portfolio level
rather than per product. All too often we see large clients
retain millions of dollars on a property or casualty policy
and then look to retain $1,000 for a motor policy or take
out a computer equipment policy. In our view, this is
premium that could, and should, be consolidated and
leveraged as premium that can build scale within
a captive.

Try to make decisions before market engagement has
commenced. There will be elements that need to be
weighed up after terms are negotiated, but making
educated decisions based on likely outcomes will
maintain your control rather than market influence,
particularly around the timeliness of terms. Decisions can
often be taken away because of a lack of time at the end
of the process.
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* Try to engage with carrier partners who align with your
values. For example, ESG is becoming more important for
all organisations, including insurers. Aligning with carriers
that share similar values, will ensure a more sustainable
relationship, and therefore certainty, over time.

e Think more aggressively about risk retention to reduce TCOR,

beyond the pinch points and bottlenecks you have focused
on historically. Explore how risk management practices can be
improved to build resilience, focusing on the areas that have
the biggest impact.

 Consider whether your business model has changed,
reflecting on your organisation’s learnings from COVID-19. As
technology improves and ESG starts to dominate boardroom
decisions, challenge the point at which you would consider
not re-instating an asset, for example. Approach risk
management broadly rather than focusing on the renewal of
your expiring insurance policies.
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CONTACT

Ben Rolfe
Managing Director, Broking
& Chief Broking Officer

+61 29253 7452
ben.rolfe@aon.com
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