Inside view

We've converged! Where do
we go from here?

David Spiller urges reinsurers to take a back-to-basics approach, with a
keen focus on the fundamentals of data
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Considering capital-market solutions for risk transfer
is no longer an exception, it's an expectation. The
much-anticipated convergence of the capital markets
and reinsurance markets is here.

Catastrophe bonds, sidecars and index products
were utilised with unprecedented frequency in
2006. Last year's catastrophe-bond market alone
saw new highs in everything — from total transac-
tions ($4.6bn) to number of issuances; from number
of perils securitised to diversity of trigger type.

Now that we know traditional reinsurance and
capital-markets solutions can happily coexist, even
when conventional reinsurance capacity is gener-
ally widely available, what's next?

| believe that in order to move full speed ahead
into the future of
convergence, we [—

> In today’s ‘converged’ world,

analytical tools do. For instance, consider an
insurer that has a portfolio of residential poli-
cies in Florida. This information as such is of little
value to investors.

The loss profile of that portfolio, however, is a
different story. The ability to slice and dice risks
to understand them better — and to serve them
up effectively to an ever-wider variety of inves-
tors, each with a specific risk appetite — must
continue to grow.

Such increased scrutiny of risk will not be
restricted to the insurance side of the fence. Inves-
tors will also be driven to a more detailed analysis
of their general portfolio of assets. The fact that
catastrophe-insurance risk is generally uncorrelat-
ed with economic
risk and equities-
market risk makes

need to go back to
basics and focus on

information is king. Terrible losses

it attractive to

the fundamental

have shone a harsh light on the
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importance of data.
At the same time, we

industry’s need to understand its

diversification. But
what about an

must concentrate on

catastrophe-loss exposure better.

investor seeking to

building and continu-
ally improving the
analytical tools that
allow these data to be interpreted and understood
by investing parties.

Years ago, when | first joined this great industry
of ours, data were less important than they are now.
Major underwriting decisions in the reinsurance
industry were based, to a large extent, on a sub-
jective assessment of the management calibre of
ceding companies. Ours was a people business;
relationships ruled.

In today's ‘converged” world, information is king.
Terrible losses — such as those from Hurricane
Andrew, European storms and the World Trade
Centre attack — have shone a harsh light on the
industry’s need to understand its catastrophe-loss
exposure better. Significant strides in data collec-
tion and modelling have been made ever since.

That investors have become more comfortable in
the realm of insurance company risk is a credit to
our progress in collecting more and more granular
data. The march must continue.

Just as insurers need to understand portfolio
information and quantify exposures for reinsurers
and rating agencies better, insurers and reinsurers
must be able to give investors meaningful informa-
tion to comprehend the amount and type of risk
they are assuming.

Inert data doesn’t do the trick. Data-powered
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diversify into Cali-
fornia earthquake
risk, not realising
it is already carrying a hefty California exposure in
its Real Estate Investment Trust venture? This type
of scenario compels the development of more
finely refined investment data as well.

In addition, the more capable we become at
pulverising data and sifting it into meaningful
information, the better indices we can create for
capital markets' risk-transfer structures, and the
better we'll get at quantifying (and, hence, mini-
mising) basis risk.

Capital markets" insurance risk-transfer solu-
tions are now an integral part of our business. We
welcome them as vital complements to traditional
reinsurance mechanisms for shouldering catastro-
phe risks. It is now our role as reinsurance brokers
to allow our clients to move fluidly and produc-
tively between the realms of the reinsurance and
capital markets, enabling them to consider their
full spectrum of options for transferring the great-
est of risks.

It is now also our responsibility as an indus-
try to continue to invest in collecting appropriate
data and building the tools needed to interpret
the numbers. We have done it before, as our
ongoing advances in analytics for traditional
reinsurance risk assessment attest; | have no
doubt we'll do it again.

reinsurance

Editorial

Editor

Mark Geoghegan

Reporter

Mairi MacDonald

Sub-editor

Jane Cahane

Art director

Nicky Brown

Editor-in-chief

Antony Gould

Editorial tel +44 (0) 20 7484 9933
Editorial fax +44 (020) 7484 9900
E-mail addresses
name.surname@incisivemedia.com

Advertisement sales

Publisher

Jonathan Trinder

Sales manager

Graeme Roche

Advertising tel

+44 (0)20 7484 9942
Advertising fax

+44 (0)20 7484 9992
name.surname@incisivemedia.com

Incisive Media

Chief operating officer

James Hanbury

Group editorial services director
David Worsfold

Managing director, insurance
division

Graham Harman

Marketing manager

Ro Osborne

Group production manager
Lorna Graham

Customer services

Tel (UK) +44 0870 240 8859
Tel (US) +1(212) 925 6990
E-mail cs@incisivemedia.co.uk

Subscription hotline
Tel +44 (0)20 8606 7516
Fax +44 (020) 8606 7303
Email sigs@wdis.co.uk

Annual subscriptions: UK £225 Airmail
Europe £242 (€357) Airmail RoW £272
(€402). Remittances by cheque or interna-
tional money order to be sent with order
and made payable to Incisive Financial
Publishing Ltd. Overseas cheques should
be drawn in sterling.

Head office

Incisive RWG Ltd, Haymarket House,

28-29 Haymarket, London SW1Y 4RX

Tel +44 (0)20 7484 9700

US & Canada office

Incisive RWG Inc, 270 Lafayette Street,

Suite 700, New York, New York 10012, US

Tel +(212) 925 6990

Asia & Pacific office

Incisive RWG Ltd, Unit 2708, 27th Floor,

The Centre, 99 Queen's Road, Central,

Hong Kong, SAR China

Tel +(852) 2545 2710 s
B

Average net circulationw@tg/‘/

from 01/07/2005 to

30/06/2006: 9,208 A%

incisivemediac

publication

© Incisive Media
Investments Ltd

ISSN 0048-7171
Reproduction: CTT, London

Printer: The Grange Press,
Southwick

Member of the Audit Bureau of
Circulations

Www.reinsurancemagazine.com




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (Europe ISO Coated FOGRA27)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.3
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile true
  /CreateJobTicket true
  /DefaultRenderingIntent /Default
  /DetectBlends false
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize false
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness false
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Remove
  /UsePrologue false
  /ColorSettingsFile (None)
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages false
  /ColorImageMinResolution 150
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages false
  /GrayImageMinResolution 150
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages false
  /MonoImageMinResolution 550
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 2400
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.00000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /PDFX1a:2001
  ]
  /PDFX1aCheck true
  /PDFX3Check false
  /PDFXCompliantPDFOnly true
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox false
  /PDFXBleedBoxToTrimBoxOffset [
    0.30000
    0.30000
    0.30000
    0.30000
  ]
  /PDFXOutputIntentProfile (ISO Web Coated)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /Description <<
    /ENU (Use these settings to create Adobe PDF documents created to the pass4press Version 7 guidelines.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides true
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AllowImageBreaks true
      /AllowTableBreaks true
      /ExpandPage false
      /HonorBaseURL true
      /HonorRolloverEffect false
      /IgnoreHTMLPageBreaks false
      /IncludeHeaderFooter false
      /MarginOffset [
        0
        0
        0
        0
      ]
      /MetadataAuthor ()
      /MetadataKeywords ()
      /MetadataSubject ()
      /MetadataTitle ()
      /MetricPageSize [
        0
        0
      ]
      /MetricUnit /inch
      /MobileCompatible 0
      /Namespace [
        (Adobe)
        (GoLive)
        (8.0)
      ]
      /OpenZoomToHTMLFontSize false
      /PageOrientation /Portrait
      /RemoveBackground false
      /ShrinkContent true
      /TreatColorsAs /MainMonitorColors
      /UseEmbeddedProfiles false
      /UseHTMLTitleAsMetadata true
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks true
      /AddPageInfo true
      /AddRegMarks true
      /BleedOffset [
        8.503940
        8.503940
        8.503940
        8.503940
      ]
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName (Europe ISO Coated FOGRA27)
      /DestinationProfileSelector /UseName
      /Downsample16BitImages true
      /FlattenerPreset <<
        /ClipComplexRegions false
        /ConvertStrokesToOutlines false
        /ConvertTextToOutlines false
        /GradientResolution 600
        /LineArtTextResolution 2400
        /PresetName (p4p_v6_flattener)
        /PresetSelector /UseName
        /RasterVectorBalance 1
      >>
      /FormElements true
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MarksOffset 8.503940
      /MarksWeight 0.250000
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /UseName
      /PageMarksFile /RomanDefault
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [651.969 898.583]
>> setpagedevice


