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WHAT’S BEEN GOING ON?



Soft Market Trends (1)
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Soft Market Trends (2)

* Influx of U.S. and Canadian investment and more recently Japanese

* Driver for soft market conditions is over capacity. To name a few entrants:

Allied World Skuld Standard Starstone

Ark Noa Acapella Pioneer



Soft Market Trends (3)

* Pressure from increasingly competitive and growing global market:

China Dubai France Norway
Singapore Italy
Korea Germany

Japan



Soft Market Trends (4)

* In 2001 there were approx. 20 syndicates writing Marine Hull but at the end of 2017 that had
doubled

e Average line size of Hull syndicate of USD10m to USD15m
* Global Hull capacity estimated to be over USD2bn in 2017

* Historically Hull was seen as a non-correlating class of business, but this theory has been proved
wrong.



Soft Market Trends (5)

Financial crisis effect
* Poorinvestment returns leads to more pressure on premium income

* Reinsurers are also participating in the primary insurance market

Shareholder pressure for growth has led to M&A activity:

Notable Merger & Acqusitions

Axa — XL Catlin

Axis — Novae

AIG - Talbot

China Re — Chaucer

Apollo Capital - Aspen



Underwriting Management/Oversight (1)

* Lloyd’s drive for a global footprint:
* Licensing in more countries
* Lloyds Singapore
* Lloyds Dubai

 Competing on the same business!!



Underwriting Management/Oversight (2)

* Proliferation of Lloyds coverholders and Delegated Underwriting Authority (DUA) arrangements.
* MGA’s
e Automatic facilities
* Fac oblig facilities
* Broker line slips
e Lack of management control

e Underwriting parameters not set in stone

e Excessive commissions driven by the need for growth
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Loss Impact (1)

Marine Gross written premium £m Combined ratio % Underwriting result £m
2014 2140 2014 952 2014 84
2015 2,245 2015 94.2 2015 108
2016 2470 2016 106.2 2016 (129)
2017 2506 2017 1224 2017 (469)
2018 2,603 2018 116.0 2018 (343)

Source: Lloyds Annual Report 2018
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Loss Impact (2)

Lloyds T Audit Code (Hull) - Triangulations

2014 2015 2016 2017 2018
100's Premium Incd Claim Ratio Premium Incd Claim Ratio Premium Incd Claim Ratio Premium Incd Claim Ratio Premium Incd Claim Ratio
1 32,538 2,792 8.58 27,046 1,300 4.81 20,296 4131 20.36 22,622 7,997 35.35 15,447 4,042 26.17
2 99,568 14,166 14.23 87,047 16,285 18.71 83,912 24 839 29.60 84,069 24,940 29.67 64,615 16,215 25.10
3 195,952 44 114 22.51 176,193 55,383 31.43 169,898 53,968 31.76 177,336 68,012 38.35 142,094 61,561 43.32
4 277,903 92,502 33.29 262,969 129,010 49.06 257,691 126,798 49.21 274 155 121,917 44.47 217,943 117,428 53.88
5 358,676 172,713 48.15 347,640 211,758 60.91 348,777 226,757 65.01 367,160 201,086 54.77
6 404,840 232,047 57.32 392,532 278,238 70.88 406,016 333,042 82.03 424,642 294,319 69.31
7 436,435 279,519 64.05 427518 321,996 75.32 451,905 409,918 90.71 470,481 355,131 75.48
8 457,937 333,129 72.75 455,493 368,020 80.80 487,607 496,934 101.91 504,919 423,531 83.88
9 467,984 369,616 78.98 471,086 440,062 93.41 508,493 536,587 105.52
10 477,844 384,837 80.54 484,330 457,311 94.42 518,398 568,154 109.60
11 482,340 403,079 83.57 493,022 468,646 95.06 527,291 592,912 112.44
12 486,501 414 461 85.19 495,385 481,272 97.15 534,383 607,646 113.711
13 487 421 434,995 89.24 498,309 482,980 96.92
14 487,781 440,340 90.27 498,791 480,290 96.29
15 488,019 442,071 90.58 501,041 481,799 96.16
16 488,085 443,653 90.90 501,386 485,986 96.93
17 488,370 444 433 91.00
18 487,605 443,834 91.02
19 487,294 444 327 91.18
20 488,261 446,264 91.40

Source: LMA
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Loss Impact (3)

Major Hull Losses
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Source: LMA  Hurricane Irma —30/08/2017 — 13/09/2017
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Loss Impact (4)

Lloyds V Audit Code (Cargo) - Triangulations

2014 2015 2016 2017 2018
00's Premium Incd Claim Ratio Premium Incd Claim Ratio Premium Incd Claim Ratio Premium Incd Claim Ratio Premium Incd Claim Ratio
1 15,168 2,249 14.83 11,582 521 4.50 15,281 568 3.72 14,689 1,210 8.24 19,500 793 4.06
2 61,091 20,001 32.74 65,403 13,084 20.00 80,836 11,034 13.65 88,986 41,038 46.12 84 482 80,719 95.55
3 148,004 79,111 53.45 147,312 41,087 27.89 170,525 58,931 34.56 198,928 96,333 48.43 192,620 109,878 57.04
4 251,117 164,219 65.40 253,275 122 567 48.39 275,258 108,626 39.46 332,950 239,745 72.01 308,758 242 479 78.53
5 338,305 228,431 67.52 342,982 210,310 61.32 388,425 226,486 58.31 451,939 301,823 66.78
6 409,873 279,838 68.27 423,384 271,165 64.05 479,625 321,989 67.13 529,656 393,654 74.32
7 466,965 374,094 80.11 479,292 321,978 67.18 537,165 415,110 77.28 593,279 502,581 84.71
8 503,322 419,320 83.31 514,987 396,454 76.98 587,706 522,228 88.86 642,066 572,207 89.12
9 522,483 451,989 86.51 545,025 468,828 86.02 615,689 565,068 91.78
10 533,670 487,952 91.43 558,650 493,867 88.40 626,415 581,396 92.81
1 540,559 665,982 123.20 571,196 508,280 88.99 643,461 589,839 91.67
12 551,885 690,772 125.17 581,304 525,163 90.34 651,192 643,255 98.78
13 551,357 711,418 129.03 584,163 536,958 91.92
14 553,903 709,206 128.04 585,696 550,454 93.98
15 554 885 726,433 130.92 587,510 558,875 95.13
16 556,324 733,195 131.79 590,384 555,790 94.14
17 556,125 735,604 132.27
18 556,502 740,383 133.04
19 556,969 736,861 132.30
20 557,253 733,411 131.61

Source: LMA
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Loss Impact (5)

Major Cargo Losses

Sincerity Ace —31/12/2018

-

Californian Wildfire - 2018 (Wine Farms) - 04/08/2018

b

Hurricane Havey —17/08/2017 — 03/09/2017 Amos 6 Satellite — 01/09/2016

Maersk Honam — 06/03/2018

Source: LMA
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Loss Impact (6)

Lloyds TS Audit Code (Shipbuilding) - Triangulations

2014 2015 2016 2017 2018
0's Premium Incd Claim Ratio Premium Incd Claim Ratio Premium Incd Claim Ratio Premium Incd Claim Ratio Premium Incd Claim Ratio
1 2,568 0 0.00 388 0 0.00 95 0 0.00 98 56 57.38 940 0 0.00
2 4,076 341 8.36 3,038 1 0.02 2,069 17 0.81 1,802 62 3.45 3,57 75 2.1
3 9,072 419 4.62 6,547 112 141 5,263 240 4.55 5,294 260 4.90 7107 331 4.66
4 21,008 3,072 14.62 10,739 228 213 10,292 1,641 15.95 11,956 417 3.49 11,546 1,234 10.69
5 25,635 3,520 13.73 16,490 2,176 13.20 16,559 2,973 17.95 16,168 1,567 9.69
6 32,074 6,315 19.69 20,271 2,458 12.13 21,178 3,783 17.86 23,044 3,109 13.49
7 36,241 8,906 24.57 24 888 4,542 18.25 24 941 6,394 25.64 29,960 3,595 12.00
8 41,409 12,688 30.64 28,936 8,222 28.41 31,837 25,940 81.48 38,640 5,264 13.62
9 48,721 12,751 26.17 31,423 12,870 40.96 34,226 30,311 88.56
10 53,758 15,281 28.43 32,984 24,201 73.37 37,412 31,046 82.98
1 57,247 15,485 27.05 35,332 26,461 74.89 40,036 57,473 143.55
12 59,203 32,258 54.49 35,210 34,538 98.09 41,362 66,354 160.42
13 60,551 36,815 60.80 35,492 34,782 98.00
14 63,158 36,122 57.19 35,936 34,933 97.21
15 64,145 34,271 53.43 35,897 35,118 97.83
16 65,692 33,920 51.63 37,128 70,998 191.23
17 67,778 34,497 50.90
18 68,956 34,697 50.32
19 70,148 35,036 49.95
20 71,272 405,986 569.63

Source: LMA
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Loss Impact (7)
Major Shipbuilding Losses

Source: LMA

Lurssen Yacht Fire —14/09/2018
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Loss Impact (8)

Major Casualties/Losses — Climate change impact on weather patterns

MSC Ines 10/10/2017

Source: LMA
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Loss Impact (9)
Global Hull Stats

Chart 9: Hull premium / world fleet
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Loss Impact (10)
Global Hull Stats

Chart 11: Total losses, as a % of world fleet
Vessels > 500GT
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Loss Impact (11)
Global Cargo Stats

Chart 14: Cargo premium vs world trade values and exports
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Loss Impact (12)

Summary:

* After a long period of relatively benign major loss activity pre-2017, the cost of major claims to
the Lloyd’s market in 2018 is the fourth highest since 2003, in today’s terms

e This continued period of high losses follows on from 2017, which was the third highest year for
losses over that period

* Hull total losses are decreasing
* Butincreasing loss ratios illustrate the gap between declining income and expected claims cost

* With the cost of major catastrophes seemingly on the rise, this is a cause for concern
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WHERE ARE WE NOW?



Hard Market

* Closure of W.R. Berkley Marine Syndicate in January 2017 was the forerunner of things to come!

* Then Lloyds Underwriting Performance Directorate (UPD) took a more interventionist approach to
business plans for 2019!

Lloyds Performance Review

For those syndicates that have poor performing portfolios within the “Portfolio Review Classes”, we
require remediation plans at a class of business level. In the absence of a realistic and achievable plan,

we will require the syndicate to close that class. Jon Hancock, Lloyds Performance Director
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Hard Market

* UPD attempting to reverse several years of weakening underwriting and to position the Market to a
point of sustainable profit

e What is Decile 10?

 Remedial action began quickly with some Syndicates taking pre-emptive decisions to close Marine
lines

* As at today the following Syndicates have closed their Marine:-
 W.R. Berkley
* AmTrust
e Barbican
* Tokio Marine Kiln (Closed Hull Only)
* CNA Hardy (Closed Hull Only)
e Standard
 Channel*
* Pioneer (Closed Hull Only)
 Advent
* Aspen
e Skuld*



Lloyd’s Syndicate Review (3)

Other remedial action imposed on underperforming syndicates:
e Restriction on areas of business with poor results

* Restriction on income

* Syndicates pulling out of MGA and coverholder arrangements

 Rate increases across the board
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HOW DOES THE FUTURE LOOK?



Ongoing Scrutiny by Lloyd’s (1)
This is not a “"FLASH IN THE PAN" scenario!
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Ongoing Scrutiny by Lloyd’s (2)

 The UPD is currently reviewing and monitoring the progress of 2019 business plans of Decile 10
classes on a monthly basis

“there is a reality that in the short term, when you are trying to fix financial problems it can get worse
before it gets better”, Jon Hancock

Source: Insurance insider 12th September 2018

* Syndicates must demonstrate that they are adhering strictly to their business plans

* Hardening market for two main reasons:
e Restricting capacity for individual syndicates
e Less premium income whilst charging rises

* The ability of syndicates to be opportunistic and underwrite their way back to profitability is being
curtailed

29



Changing Marine Landscape and Current Constraints

* Fewer Syndicates writing Marine
* Possible further closures and/or mergers

* More stringent Underwriting criteria for both H&M and Cargo
» Severely restricted capacity for Broker Lineslips / Facilities
* Underwriting decisions being constantly reviewed by internal audit i.e. peer review / actuarial

* Brexit adding uncertainty to the mix and comes at a cost
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The Ripple Effect Impact on Global Markets

* Foreign Markets appear to be starting to follow London’s position
* Notably — Far East, Italy, France

* Reinsurance having an influence on direct market

* Will take time to permeate to a local level in territories such as Latin America, Africa, Middle East
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On a Positive Note!

Lloyd's reveals bold new
strategy for its future

The six new ideas outlined in The Future at Lloyd's illustrate how the market can respond to challenges and seize opportunities to transform the way it
delivers value to its customers. They are:

m A platform for complex risk that makes doing business easier and enables efficient digital placement of the most
difficult-to-cover risks.

s Lloyd's Risk Exchange through which less complex risks can be placed in minutes at a fraction of today's costs.
® Flexible capital that can simply and effectively access a diverse set of insurance risks on the Lloyd's platform.

® A Syndicate-in-a-Box, which offers a streamlined opportunity for innovators to bring new products and business into
the market.

® A next generation clams service that improves customer experience and increases trust in the market by speeding up
claims payments.

® An ecosystem of services that helps all market participants develop new business and provide outstanding service to
their customers.

Source: Lloyds Website
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On a Positive Note! (2)

John Neal, Lloyd's CEO said:

“Lloyd’s unique attributes — the ability to access unparalleled underwriting expertise, financial security and market access all in one place — are more
relevant today than ever. However, a dynamic risk environment combined with rapid advancements in technology have fundamentally changed the
world. Lloyd's is changing too, driven by a desire to provide the best (re)insurance products and services available anywhere.

"We will succeed by harnessing the entrepreneurial and innovative spirit that is at the heart of Lloyd's. Together we have a tremendous opportunity to
reimagine Lloyd’s and build a marketplace that is future focused, highly responsive to the changing and diverse needs of our global customers, with a
culture of inclusivity and innovation.”

Bruce Carnegie-Brown, Chairman of Lloyd’s, said:

*Throughout its history Lloyd's has always sought to reinvent itself by remaining at the forefront of insurance innovation. The proposals we have
announced today represent the culmination of months of engagement with stakeholders across the market and around the world. | believe they will set
Lloyd's up for success for the years to come.”

Chris Croft, CEO of the London & International Insurance Brokers' Association (LIIBA), added:

At LIIBA we have welcomed the very collaborative approach that Lloyd's has taken to drawing up these ideas and in seeking our help. We share a
common central objective: a strong, vibrant, innovative Lloyd’s market must be a key part of the offering we make to our clients. The ability to find
cover for clients that is simply not available elsewhere has always been at the heart of London’s unique offering. We must ensure it retains and grows
that ability, and we look forward to discussing what happens next.”

Bronek Masojada, CEO of Hiscox, said:

"These initiatives remind us of Lloyd's centrality to the global insurance market and its determination to remain central to it as the world evolves. We
look forward to working with all our Lloyd's colleagues to bring these ideas to realisation.”

Sheila Cameron, CEO of the Lloyd's Market Association, added:

“Today’s launch of “The Future at Lloyd's” demonstrates John Neal's commitment to put Lloyd's at the front of the insurance flotilla. It offers an
exciting view into how our shared marketplace can evolve and we are excited to work together with Lloyd’s on building out this braver future for the
ultimate benefit of our customers.”

Source: Lloyds Website



QUESTIONS?



