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Getting your reinsurance house in order BDare you ready
to take advantage of the London Market Reform?

As the London Market Association (LMA) continues to surge forward with its
series of reforms, global participants need to not only figure out where they sit on
the continuum but how they will exploit the reforms for the benefit of their entire

insurance business as well as the market as a whole.

We know from STP initiatives in comparative industries, early adopters will
gain lasting advantages and the laggards will eventually be compromised, unable
to seamlessly connect with counterparties. However, Electronic Placement (EP)
and electronic claims settling is inevitable in the long term. This is why the focus
needs to now shift from the market itself to individual businesses as it is the
overhaul of their internal operations and the financial management from an end to
end perspective that will drive the true cost efficiencies for these organistions.
There is a certain futility in assuming that by adopting EP, as laid out by the LMA,
businesses will participate fully in the benefits. A recent briefing from the Lloyds
Market Association® Electronic Placing (EP) project makes the point that Ghe way
EP is used by any particular organisation has to reflect that organisation® business
model driven by the benefits which can be realised by that organisation.O [Project
Briefing Paper, v1.2, dated 10 August 2007]

These changes will provide only part of the solution; responsibility lies with the
organisations themselves for creating a business model that will provide lasting
benefits in line with the reforms. For example, in the case of global writers ceding
risks to the London Market, they must have internal systems and processes to
support the management of their ceded or retroceded business. Frequently,
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carriers do not manage this portion of their operations very effectively, and in
extreme cases it has actually contributed to their undoing.

This is hardly surprising considering the standard architecture of reinsurance
operations. It is common for large international carriers to manage their premium
and claims reinsurance reporting through a variety of interconnected spreadsheets,
departmental databases, and ad-hoc queries from myriad sources. Complexity in
any reinsurance scheme makes the task unwieldy, resulting in inaccurate
accounting and erroneous reporting to the reinsurance market. The vision of a fully
interconnected London Market, from cedant to broker to the market, is blurred by
the level of capability that exists at the very start of the processN the cedant. In a
stable environment, the problem is manageable at best. However, coupled with
changing market conditions, acquisitions/disposals and entry/exit of lines of
business, the challenge is truly untenable.

So what can individual carriers do to prepare themselves to take full advantage of
the developing market reforms? Many organisations have already focussed on
specific areas and breaks in individual processes. This is fine but addressing
localised issues in isolation will not bring about an enterprise-wide transformation
unless planned within the context of a wider initiative across the firm. Nor is there
likely to be any significant return on investment, as the end to end processes are
often riddled with exceptions and breaks.

However, the solution does not need to be all encompassing from the outset, but
the initial areas of improvement should be fully carried out. A carrier should select
one or more lines of business, and implement the necessary processes and
management solutions that manage the reinsurance process from end to end,

without extra spreadsheets, databases, or crystal balls.
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The approach should focus on the traditional areas of people, process and
technology, starting with a full capability assessment of the organisation which
separates the strategic value from transactions processing and accounting. The
current state of process should then be documented in detail and reviewed for
improvement having first defined the target process, including all external
processes, integration with partners and supporting technology. A firm®
reinsurance technology strategy should be consistent with its overall
technology/systems plan and direction. A long term, holistic view needs to be taken
as any technical improvements will require extensive data improvement and

conversion activity.

In a climate where perceived quick wins are the best means of securing
internal investment on an ongoing and significant scale, it is perhaps little wonder
that the reinsurance industry lags behind its peer industries in creating a fully
integrated and automated environment. Short term benefits are not easy to come
by. However, a detailed inventory of all reinsurance contracts and certificates, one
of the early activities, can deliver surprising and immediate results. Likewise, a
comprehensive understanding of the business at granular level, together with all its
interdependencies, may result in recouping hitherto uncollected claims that could
pay for any process automation implemented. For example, a major insurance firm
was recently able to identify $100M in recoverables after initiating a review of their

reinsurance. This was accomplished in just 12 months.

However, traditional ways of calculating benefits (headcount savings etc.)
will not, by themselves, highlight the true extent of the savings if these changes are
implemented. A clearer understanding of your business also allows for more
accurate pricing, giving you a competitive advantage in a soft market. Fully
integrated, automated processes create a nimble, dynamic organisation, capable of
moving strategically in and out of business lines, according to market demands.
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That is not to say these benefits sit squarely on the shoulders of the
individual organisation. A transformation on the scale of the reforms outlined by the
LMA is only as good as the sum of its parts. The true value for the rest of the
industry will only be realised when the major players take up the mantle and get
their own houses in order. It would be a shame if the LMG brought themselves to

the forefront only to find there is no one else at the finish line.
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