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Market Overview

2005 Natural Catastrophes
Market changing events?

The 2005 US hurricanes together with other
global natural catastrophes such as winter
storm Erwin (Scandinavia), the European
floods (Switzerland, Germany, Austria),
Pakistani and Indian earthquakes are
estimated to have cost $225bn in economic
losses and $80bn in insured losses, the
highest ever. Some observers thought that
the cumulative effect of these losses might
have been sufficient to precipitate a
wholesale improvement in the fortunes of the
entire insurance industry and the phrase
‘market changing event’ was coined. Huge
losses they have been, but for many insurers
and reinsurers (including Lloyd’'s) who
survived WTC and subsequently rebuilt their
balance sheets between 2002 and 2004,
these latest losses appear to have been
absorbed to a lesser or greater degree. The
caveat, as noted later, is that the full cost of
the US hurricanes will probably not be known
until the middle of this year.
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Lloyd’s Capacity

Earnings rather than Capital events

Overall, the losses to the insurance industry
appear to be ‘earnings rather than capital
events’. By this, we mean that the profits
were eroded from an otherwise very lucrative
underwriting year rather than the wholesale
destruction of the capital supporting the
underwriting. Prior to the hurricane season
many insurers were reporting excellent
earnings for the first half of the year.

But not in all cases....

A number of insurers and reinsurers have
fallen by the wayside, Alea and Rosemont Re
(formerly GoshawK) to name but two which
were overwhelmed by losses, with many
more in intensive care - notably the
Bermudans - requiring substantial capital
injections/transfusions.  Of the $21bn of
capital raised in the last quarter of 2005,
$8.5bn is from new entrants of which well
over 90% is domiciled in Bermuda. It
appears that Bermudan companies have
fared far worse than the Europeans because
their business models are heavily US and
catastrophe orientated, reliant on risk
modelling software which has been found
wanting and in need of some serious
recalibration. Because the insured losses are
not being borne uniformly across the industry,
it is becoming apparent that premiums will
not rise across the board. There is no doubt
that the market has reacted strongly in those
areas where there have been losses, but
classes of business such as direct aviation,
international property, liability (US and non-
US) and motor have not been caught up by
an overall rating euphoria. It is important to
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note that all these areas are still trading
profitably.

January Renewals

Compared with the deeply discounted goods
at this years’ January sales (that began in
November 2005!), there were few such
bargains on offer from the insurance industry,
with negotiations for the January 1* renewals
taking place late in the day.

Non-Marine

The most significant sector of business to be
renewed is property reinsurance, with all
eyes focussed on US catastrophe
reinsurance which is core Lloyd’s income.
Although the ‘heavy metal' Florida / Gulf
renewals are mid-year, January sees the
renewals of some nationwide, but more of the
regional accounts of insurance companies
doing business in the northerly US states.
Rate increases of between 10% and 20%
appear to be typical for non-loss affected
business with larger increases achieved in
wind exposed regions. Where there have
been wind losses, rises of up to 100% have
been achieved.

Improvements in policy terms and
deductibles have been the norm with
regional and nationwide accounts seeing
deductibles rising by about 20% and 30%-+
respectively. Many direct insurers have had
to reduce their maximum written lines.
Consequently, reinsurers will also benefit
from their programmes being less exposed.

As the major wind exposed and loss affected
programmes are renewed later this year
further improvements in rates and terms can
be expected.

The frequency and severity of natural
catastrophes has meant that reinsurance
programmes have been hit hard and even
exhausted in some instances. Consequently,
reassureds, whilst retaining more risk at the
bottom end, have increased the vertical limits
of programmes to reflect the ‘effective’
increased exposure and have had to pay
substantially more for the cover.

International Property Catastrophe

2005 also saw
increased  catastrophe
losses in  mainland
Europe, starting in
January with windstorm
Erwin which hit

Scandinavia and cost
insurers approximately $2.5bn. Lloyd’'s
involvement was relatively modest as many
underwriters took the view that the pricing of
Scandinavian business was too cheap and
would not write it. The flooding in the Swiss
Alps in the summer was the next major event
and even these losses were largely borne by
domestic insurers and reinsurers (Swiss Re).

Property catastrophe programmes affected
by Erwin saw prices rise by up to 25%, with
clean programmes broadly flat or slightly up.
The Swiss saw natural catastrophe rates rise
by around 20% following the flooding losses.
Previously it had been anticipated that rates
would fall.

Increases of around 10% have been
achieved for UK property catastrophe
programmes. These too might have seen flat
or small decreases had the US hurricanes
not had such a severe impact and the UK not
been ‘touched’ by windstorm Erwin.
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Direct Property

Primary insurers, including
Lloyd's syndicates writing
surplus lines business,
have been reducing their
US coastal exposures
whether by design or out of
necessity due to the limited
availability and cost of
reinsurance. Not
surprisingly, it is here that some of the
greatest rate rises have been achieved.
Although some of the main renewals - the
Fortune 500 companies - are not due until
April and July, premium increases of up to
100% have been achieved, but are
dependent on loss experience.

International property insurers have been
unable to join the same rating bandwagon
enjoyed by their US counterparts. The
reasons are two fold: underwriting results (for
2005) will be that much better and, as
underwriters try to get better balance in their
property books, more capacity has been
allocated to international business creating
more competition. Overall, renewals have
been flat to +10%, with deductibles mainly ‘as
before’.

Bermudan cavalry to the rescue?

In addition to the $8.5bn of start—up insurers
(“the class of 2005") a number of the existing
Bermudan insurers have had to raise capital
in order to bolster depleted balance sheets
and to meet increased solvency
requirements. There appears to be a will to
change the Bermudan business model by
incorporating more geographical spread and
thereby improving balance within their
portfolios. Many start-ups were not fully up
and running in time for the January renewals
and therefore the effect of the new capital
entering the market is not wholly recognised.
In addition, underwriters report that the

incumbent writers of European business —
mainly Munich Re and Swiss Re are
prepared to defend their market share at near
to or slightly above current rating levels, on
the basis that the underlying business is
profitable and has not been badly affected by
the current spate of losses.

Liability/Casualty

There is a clear division between the US and
non-US casualty markets and this is reflected
in the Lloyd's market, where there are a
number of syndicates that specialise in non-
US non-marine liability.

In the US arena, after rate increases from
2001 to 2004, the 2005 year saw reductions
of 10% to 15% from a high base for the larger
professional indemnity risks, with a lesser
reduction for the smaller risks. Having
suffered badly in the late 1990s and
subsequently withdrawing substantial market
capacity, Lloyd’s has a greater involvement in
the smaller risks. The good figures emerging
for the 2002, 2003 and 2004 years have
undoubtedly exerted downwards pressure on
rates, and particularly those larger risks
where underwriters have been attracted by
the significant premium volumes. Although
1% January is not a major renewal date to the
same extent as in many short tail classes, the
reports from the Lloyd’s market are that rates
are generally flat, after last year’'s downward
drift. Reinsurance to protect the US casualty
account is being renewed ‘as before'.

How matters develop in the US casualty
market during 2006 will depend on a humber
of factors. Principal among these are, on the
one hand, the impact of the 2005 storm
losses on reinsurers and whether they seek
to remedy those losses by increasing rates
across all classes written (and not just the
loss making divisions) and on the other hand,
the extent to which property catastrophe
specialist reinsurers will seek to diversify their
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accounts by underwriting casualty business
and thereby avoiding disadvantageous re-
rating by Standard & Poor's and others.
From the Lloyd’'s perspective, there is no
evidence of either of these influences
manifesting themselves and we can be sure
that the Franchise Board will resist attempts
at diversification if it is not in the interests of
the market.

The picture for non-US liability is similar, with
progressive increases in rates from 2001 to
2004, followed by a slackening of rates
during 2005 against a background of good
results for 2002, 2003 and 2004. In a recent
survey, broker Willis found that 67% of
respondents reported reductions in UK
professional indemnity rates in the last
quarter of 2005 of up to 10%, 22% reported
reductions of 11% to 25%, with only 11%
reporting no change. The conclusion is that
the hurricanes had failed to reverse the slide
in rates. However, in another Willis survey,
this time of the non-US financial institutions
market, the opposite conclusion is reached,
specifically that the hurricanes will spell the
end of the downward trend in pricing as the
major reinsurers seek to pass on their
hurricane season costs.

Lloyd’s exposure to non-US liability business
is dominated by one syndicate, Limit
Syndicate 386. Its prominence may mean its
experience is not typical of others, not least
because it enjoys a strong competitive
position, recently bolstered by Standard &
Poor’'s having assigned its first “interactive
Lloyd® Syndicate Assessment (LSA) of &©
(very low dependency)” to it. Following a
20% de-emption in capacity for 2006, in
anticipation of reductions all round, Limit
reports ‘better than expected’ in a number of
sectors. UK employers’ liability income is
level with last year, International (non-UK) is
down by 1% instead of the expected 5% and
professional indemnity is down by 5%, again
less than expected, although only a small

part of the book renews at this time. The cost
of the reinsurance programme has however
increased  significantly, indicating that
reinsurers are indeed passing on the costs of
the hurricanes.

Again there will be conflicting forces at work
in determining what happens next. For
Syndicate 386, which has a large Australian
account, where the principal renewal date is
30th June, downward pressure on rates is
anticipated due to the perceived reduction in
exposure following tort reform. On the other
hand, there are no significant new entrants to
the market. As noted above, reinsurers are
actually increasing rates (which does not
appear to be happening in the US Casualty
market) and there is a possibility that if rates
in the classes impacted by the hurricanes
become sufficiently attractive, capital may
move away from casualty classes to take
advantage of the perceived opportunities,
thereby putting upward pressure on rates.

Given that many of these factors will take
time to manifest themselves, we would not
expect Syndicate 386 to find that it had de-
empted its capacity by too much, but talk of a
significant hardening of both the US and Non-
US casualty markets in the latter part of 2006
is probably too optimistic.

Marine

There is no doubt about
it: mariners had a torrid
time in 2005, suffering
from what was to
become the worst year
in history for marine and
energy catastrophe
losses. Their reinsurers suffered badly too,
bearing an estimated 50% of the losses and
reciprocated in kind on renewal. The cost of
reinsurance, particularly for wind exposed
energy risks has been punitive — with
massive rate rises being applied.
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Energy

Following the enormous losses to the energy
market from Hurricanes Katrina and Rita
(estimated to be between $8bn and $12bn,
and dwarfing the estimated annual energy
market premium of $3bn to $3.5bn) there has
been a sharp contraction of capacity for
windstorm risks combined with steep rises in
premiums. In general, offshore energy rates
in the Gulf of Mexico have seen rises of
between 300% and 400%, which are
apparently the highest in recent memory
depending on the age and standards of
construction.

In addition to the significant rate rises, terms
and conditions have tightened significantly
with the introduction of aggregate windstorm
limits and no reinstatements. Underwriters
have also withdrawn or severely restricted
business interruption cover.

Outside the Gulf of Mexico, primarily for
North Sea risks, there have been
improvements in rates and deductibles, but
nowhere near those achieved in the Gulf.
Increases of 20% to 30% are typical.

Cargo and Specie

The cargo and specie markets were in
reasonable (profitable) shape during 2005
and appear to have escaped ‘relatively’
unscathed, despite some  expensive
hurricane losses. General cargo underwriters
have tried to attain rate rises of between 10%
and 15% on clean (or nearly clean) business
but have had limited success. Consequently
much business has renewed ‘as before’.
Rate reductions have not been seen. There
is a competitive cloud appearing on the
horizon with the emergence of competition
from the Far East, operating from Singapore.

Most importantly, deductibles, which
increased considerably following WTC have
remained firm, thereby protecting the book

from attritional losses. Claims inflation is

static.

Aviation

Alas, there continues

to be  downward

pressure on direct

airline rates. Despite

the increased

frequency of airline

losses during 2005

which resulted in the deaths of over 1000
passengers, the aircraft lost were operated
by non-major, second tier, airlines. It is over
four years since the last major airline loss;
American Airlines into Queens, New York, in
November 2001. Loss ratios for major
airlines were below 50%, indicating excellent
profitability (even after expenses and RI
costs) and not surprisingly this provided the
ammunition for insureds to ask for
concessions on the premiums charged —
according to Marsh Aviation — by an average
of 9% in November and December, the key
months for airline renewals. Second tier
airlines saw rises averaging 5%, but this was
dependent on loss experience

Reinsurers, on the other hand, have
remained firm, benefiting from the perceived
pressure on reinsurance capacity caused by
the insured loss following the US Hurricanes.
Reinsurers managed to increase premiums
by around 5% whilst retentions have
remained roughly similar. It appears that
reinsurers’ exposures have increased slightly.
The squeeze on direct writers is only likely to
ease following the loss of a top value wide-
body jet belonging to a major airline (allowing
them to increase rates again), or if reinsurers
suddenly become benevolent, which seems
increasingly unlikely in today’s market!
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Motor
In our December
Market News we

noted that 2006 was

likely to herald a

recovery within the

UK motor market.

This followed an

acknowledgement by the country’'s two
largest motor insurers, Norwich Union and
Direct Line, that premiums had to rise.
Actions obviously speak louder than words,
and at this juncture the market has yet to
witness any noticeable change. The rating
environment remains flat overall, with
underwriters hopeful of an improvement in
the 2" half of the year, in line with earlier
predictions.

In summary...

The full extent of the 2005 hurricane losses is
stil not yet known and, as such, many
insurance companies have, and will continue
to revise their loss estimates as new data
becomes available. Lloyd's syndicates are
unlikely to be immune from issuing revised
loss estimates — these will no doubt appear
within trading statements that will include the
2003 year account results, due imminently.

Not only will insurers and reinsurers be
looking for pay-back for the above, but with
predictions of an above average hurricane
season in 2006, there will be continued
upward pressure on premiums. Despite
being unable to report that rates have
encompassed all classes of business, the key
sectors of Lloyd’s business are seeing a re-
rating and therefore 2006 should be a good
underwriting year, although as ever, the level
of profitability will be determined by loss
activity.

Lloyd’s Capacity 2006

In anticipation of the improved rating
environment, Lloyd® market capacity
increased from £13.7bn in 2005 to £14.8bn
for 2006, an 8% rise. At first glance this
increase appears modest given the expected
rate improvements. It must, however, be
remembered that prior to the hurricanes the
market was looking at de-empting by around
7% to reflect the softening in rates being
seen across the market.

Lloyd® capital base for 2006 remains diverse
with no single capital provider providing more
than 6.8% of the Market® total capacity.
There is considerable geographic and
industry diversity among capital suppliers as
the chart below shows.

Having remained stable at around £10bn for
the period 1995-2000, the capacity of the
Lloyd® market rose significantly during the
period 2001-2004.

Suppliers of LIoyd® capital 1994 - 2006
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2006 Capacities for Syndicates with Non-Aligned Capacity

Syndicate Managing Agent Capacity (£)
33 Hiscox Syndicates Ltd 832,968,324
44 Canopius Managing Agents Ltd 3,000,000

218 Equity Syndicate Management Ltd 400,732,035
260 KGM Underwriting Agencies Ltd 43,000,000
308 R J Kiln and Co Ltd 13,000,449
318 Beaufort Underwriting Agency Limited 158,924,157
382 Hardy (Underwriting Agencies) Ltd 110,004,208
386 Limit Underwriting Limited 339,892,479
510 R J Kiln and Co Ltd 625,187,134
557 R J Kiln and Co Ltd 54,769,460
570 Atrium Underwriters Limited 149,931,837
609 Atrium Underwriters Limited 214,967,772
623 Beazley Furlonge Ltd 183,068,315
727 S A Meacock & Company Ltd 72,380,523
779 Jubilee Managing Agency Ltd 37,999,528
780 Advent Underwriting Limited 152,828,000
807 R J Kiln and Co Ltd 110,010,951
958 Omega Underwriting Agents Ltd 249,432,372
1007 SVB Syndicates Ltd 119,999,866
1176 Chaucer Syndicates Ltd 22,511,551
1200 Heritage Managing Agency Ltd 179,999,956
2010 Cathedral Underwriting Limited 250,067,495
2020 Wellington Underwriting Agencies Ltd 799,966,529
2121 Argenta Syndicate Management Limited 90,336,836
2525 Abacus Syndicates Limited 49,999,851
2526 Abacus Syndicates Limited 31,814,843
2791 Managing Agency Partners Ltd 399,961,711
3245 Heritage Managing Agency Ltd 49,435,001
4040 lllium Managing Agency Limited 53,927,893

Total Capacity

5,800,119,076

Produced by Argenta Research Team

130 Fenchurch Street
London EC3M 5DJ

E-mail: research@argentaplc.com

7



Argenta Private Capital Limited

2006 Capacities for Syndicates with 100% Aligned Capacity

Syndicate Managing Agent Capacity (£)
435 Faraday Underwriting Limited 325,000,000
457 Munich Re Underwriting Ltd 260,000,000
994 Imagine Underwriting Limited 40,000,000

1084 Chaucer Syndicates Ltd 450,000,000
1183 Talbot Underwriting Ltd 307,000,000
1206 Gerling at Lloyd® Limited 60,250,000
1209 XL London Market Limited 230,000,000
1218 Newline Underwriting Mgt Ltd 100,000,000
1221 Navigators Underwriting Agency Ltd 112,500,000
1225 AEGIS Managing Agency Ltd 207,000,000
1231 Jubilee Managing Agency Ltd 55,000,000
1301 Chaucer Syndicates Ltd 55,000,000
1400 Danish Re Syndicates Limited 100,000,000
1414 Ascot Underwriting Limited 550,000,000
1607 Creechurch Underwriting Ltd 48,760,000
1861 Marlborough Underwriting Agency Ltd 50,000,000
1965 Argenta Syndicate Management Limited 16,000,000
2001 Amlin Underwriting Limited 1,000,000,000
2003 Catlin Underwriting Agencies Ltd 450,000,000
2147 SVB Syndicates Ltd 240,000,000
2468 Marketform Managing Agency Ltd 100,000,000
2488 Ace Underwriting Agencies Ltd 350,000,000
2623 Beazley Furlonge Ltd 646,882,003
2987 Brit Syndicates Limited 500,000,000
2999 Limit Underwriting Limited 660,000,000
3000 Markel Syndicate Management Ltd 145,000,000
3210 Chaucer Syndicates Ltd 300,000,000
3786 Creechurch Underwriting Ltd 41,309,000
4000 Chaucer Syndicates Ltd 82,000,000
4444 Canopius Managing Agents Ltd 300,000,000
4472 Liberty Syndicate Management Ltd 912,000,000
5000 St Paul Travelers Syndicate Limited 250,000,000
5820 Jubilee Managing Agency Ltd 43,999,725

Total Capacity 8,987,700,728

This MARKET NEWS is issued for general information purposes only and should not be construed as investment advice. Whilst all
reasonable care has been taken to ensure that the information contained in this document is accurate at the time of publication, Argenta
Private Capital Limited does not make any representations as to the accuracy or completeness of such information. Argenta Private
Capital Limited is authorised and regulated by the Financial Services Authority.
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