Inside this month:

Chris McGloin, Vice President, Risk Management
& Insurance at Invensys, sets out his view of the
London market and our current reform initiatives

he aim of the Market Reform Group
Tis to ensure London remains the
market of choice for global insurance.
To see how we are measuring up against
that aim, we devote the majority of this

edition to an article by Chris McGloin - Vice
President, Risk Management & Insurance

reform
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at Invensys. As you will see from the detail
on page 3, Invensys is a sizeable customer
of our market and Chris himself sits on the
AIRMIC (Association of Insurers & Risk
Managers) Industry Steering Group. It
makes him well placed to judge how the
reform programme is doing in delivering to
the needs of our customers — after all they
are the ones who will choose which market
will receive their business.

We can take some encouragement
from his prognosis. Contract certainty has
been noticed at the client end — they do
see more documentation more promptly
than before (this is consistent with the
results of the Lloyd's customer surveys).
Our key focus on improving the efficiency
of the accounting and settlement and
claims processes strikes a chord. This
lends further justification to MRG's cur-
rent resolve to finish what we started. But

Client tells of the choice he needs...

there is also a clear message that this will
not be enough. To meet the needs of our
customers we must continue to reform
and improve our practices to deliver world
class services and products. And we must
aim to do so at as low a transaction cost
as is possible.

Recent events across the world’s
financial markets have re-emphasised, if
it were needed, the fact that no bastion
is immune from the power of global
market forces however long and glorious
its history. The best way to mitigate
against that threat is to continue to con-
centrate on the work that will deliver
results to our customers and ensure their
continued business. The reform pro-
gramme is taking us along this path.
Chris’ article shows us the ways in
which we, as a market, should look to
continue this progress.

Delivering delink to premium efficiency

Company market delinking 2007 & 2008
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We continue to see an
increased proportion of delinked
premium submissions reaching
the bureau - increasing the
likelihood of the premium
moving on the intended
settlement due date. The rate
follows a seasonal trend but, as
these figures from the company
market show, the monthly rate
in 2008 is running at least 10%
ahead of the equivalent figure
for 2007 (itself up on 2006).
Brokers are now receiving
league table data to help drive
this rate up further.



MRO Contacts

Head of MRO

Andy Brookes

Telephone: 020 7327 5734

Email: andy.brookes@marketreform.co.uk

Programme and Communications
Christopher Croft

Telephone: 020 7327 5278

Email: chris.croft@marketreform.co.uk

MRC and Endorsements

Steve Hulm

Telephone: 020 7327 5249

Email: steve.hulm@marketreform.co.uk

Lloyd’s Contacts
A&S and ECF

Simon Collins
Telephone: 020 7327 6683
Email: simon.collins@lloyds.com

LMA Contact

Rob Gillies
Telephone: 020 7327 8377
Email: robert.gillies@Imalloyds.com

LMBC Contact

Mark Barwick
Telephone: 020 7397 0207
Email: mark.barwick@Imbc.co.uk

IUA Contact

John Hobbs
Telephone: 020 7617 4445
Email: john.hobbs@iua.co.uk

ACORD Contact

Roy Laker
Telephone: 020 7617 6405
Email: rlaker@acord.org

Useful Links

MRO -www.marketreform.co.uk
LMA -www.Imalloyds.com
LMBC - www.Imbc.co.uk

IUA - www.iua.co.uk

ACORD - www.acord.org
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ECF Ml reports now available

The market, through the ECF User
Group with the approval of the London
Market Repository Board and MRG,
has commissioned a set of reports
providing management information on
the usage of ECF. The first three of
these reports have now been devel-

oped by Xchanging and are available
at no additional charge to syndicates,
brokers and companies wishing to
receive them.

For further information, see our website
www.marketreform.co.uk
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Dates for your diary

The Market Reform Forum sessions
are designed to provide an update on
the progress of the reform pro-
gramme and give more detailed
information on particular projects or
aspects of the process.

Forthcoming dates are provided
below. All sessions start at 9.15am.

Friday 31st October —
Willis Auditorium, Lime St

Monday 1st December — Willis
Auditorium, Lime St

Tuesday 20th January 2009 -
Willis Auditorium, Lime St

Only those who pre-register will
gain admittance. Online booking is
available via

Places are reserved on a first come
first served basis.

All sessions begin at 11am.

ACORD Club dates:

ACORD Club provides an update on
the latest technological innovations
in the market. The venue for this is
Balls Brothers, Minster Court. Forth-
coming dates are

Thursday 30th October
Wednesday 26th November

For more details on upcoming speak-
ers, visit the ACORD website
(www.acord.org) or email Melanie
Harding (mharding@acord.org)

http://www.marketreform.co.uk/Market_reform_calendar2008.htm
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Exercising the choice...

Chris McGloin became Vice President, Risk Management & Insurance at
Invensys at the beginning of 2006. Prior to that he had spent over 30 years in
the insurance industry at Royal Insurance, Sedgwick and Aon. He has recently
been appointed to the council of the Association of Insurers & Risk Managers
(AIRMIC). This combination of experience makes him well placed to opine on
the key aspect of the reform programme — how will the changes that London is
implementing allow the market to better meet the needs of its clients?
Invensys, a FTSE 100 company, is a global technology and controls busi-
ness focussing on industrial automation, rail transportation and controls. It
employs 25,000 people and has facilities in more than 60 countries.

hen agreeing to contribute this
article, the essential question | was
asked to tackle was: “what do
clients look for from the London
insurance market; and how far off providing
that level of service is the market as it cur-

rently stands?” Not a straightforward
assignment as | am sure you will recognise.
In order to understand where the answers
to this question might come from, | think it
is worth taking a couple of steps back up
the chain. The starting point is: what leads
a company like Invensys to purchase insur-
ance in the first place?

At Invensys we fully subscribe to the
belief that effective corporate risk man-
agement is at the core of an efficient oper-
ation. So key to our organisation is the
ability to analyse the full range of risks
posed to our business. Armed with that
knowledge we then have to decide how
best we can address those risks. To my
mind there are two fundamental options.
Either we accept the risk and seek to min-
imise it through good management and
absorb any residual element; or we seek
to transfer it in some way.

The vital component that helps you
reach the right decision in this process is
good information. Invensys understands
its main areas of operation — engineering
and technology. This puts us well placed
to be able to deal with risks in these areas
internally. Our knowledge of our primary
operational risk allows us to minimise the
potential for realisation through such
things as tight terms with our customers.
It also allows us to have a good concept of
which risks we can simply carry ourselves.
Out of this process comes a collection of
risks that we think we cannot manage our-
selves. Typically this is where we have
insufficient knowledge of the likelihood of

the risk crystallizing and our suffering a
loss; or where the potential loss is suffi-
ciently significant that we could not easily
make adequate provision for it internally.
These are the risks that we are prepared to
pay money to transfer.

So the primary benefits we are seeking
to gain from an insurance transaction are
better knowledge and support than we
have in house to address the risk; and/or
access to sufficient capital to underwrite it.
Mostly we look therefore to cover catas-
trophe risks on property and casualty expo-
sures. On top of this, in our line of
business, we do have statutory obligations
to provide certain types of cover — Invensys
is active in more than 100 territories and
we need proof of certain insurances to be
able to trade in many of these.

Having made the decision to purchase
insurance, we gravitate towards London.
Invensys is a UK plc; my background
means that | know the environment in

Whilst progress has already
been significant, please do
not think that from a client
perspective it is anywhere
near sufficient. Some look at

the insurance industry and
doubt whether you have the
will to bring about the
improvements needed.

London and feel | can get the deals | need.
Above all, we understand the law that
underpins most London market deals and
feel comfortable with that. Even before the
impact of the credit crunch on certain car-
riers, | had not felt comfortable that alter-
native approaches using the capital
markets were of sufficient maturity to breed
confidence. In my mind therefore there is

still a strong market demand for conven-
tional insurance products.

Looked at on one level then, you could
say that London is delivering its customers’
needs. But delve a little deeper and | think
a different story begins to emerge. When
buying insurance | think most clients expect
a number of fundamentals:

e The ability to present the data that
informs the underwriting process in a
standard way (and preferably electroni-
cally) with confidence that the under-
writers’ expectations have been met;

* A document (the insurance contract)
that the insured can understand and
that clearly meets the requirements of
any of the territories that they operate in;

* For business to be settled in a clear
way; and

* Clarity on the ability and willingness to
pay claims with a transparent process
to deal with them.

At the moment, from where | stand, | am
not sure how well the market is meeting
these needs. | judge that any reasonably
sophisticated client is capable of providing
all the information an insurer needs to
assess a risk in any format required by any
insurer. Certainly this is true of Invensys.
The problem we face is that insurers find
it difficult to decide what it is that they
want. Information requirements and for-
mats vary from company to company; and
from year to year. | accept that the devel-
opment of the slip standard and the
increasing take up of electronic placing are
beginning to address this issue, but |
would urge you all to make sure that this
process is not allowed to falter. The end
result should be better information, better

www.marketreform.co.uk 3
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coverage, improved prices and happier
insurers — and insureds!

| have noticed that the contract cer-
tainty exercise has had a significant effect
on the market. Itis now at least a question
of when rather than whether you will
receive your insurance documents. But |
would urge the market not to focus solely
on production at the expense of quality.
One only has to look at some of the media
stories around NHS targets (remember
Tony Blair being confronted on Question
Time about GP appointments) to see the
dangers of concentrating too much on one
aspect of a process. Don't undermine the
genuine progress made by the market by
falling in to this trap.

| found the accounting and settlement
process opaque when | worked in the
industry. It is twice as bad now | am a
buyer. Customers like to know where their
money is going and how it gets there. If
an industry is not moving the money
around in a simple, efficient manner, you
wonder where else it is allowing unneces-
sary complication to the process. The
removal of paper submissions from the
London market is commendable up to a
point — the move to exchanging structured
data will be a further improvement. Even
then, | think we clients will be entitled to
ask “what took you so long?”

The fundamental point for any client
when purchasing insurance is that money
is being paid in return for a promise to pay
for losses. How the market delivers on
that promise is the single most important
aspect of the service you offer to your cus-
tomers. My experience is that | can have
up to a dozen different parties involved in
the reporting process for my claim before
it even starts. It is difficult to understand
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what each party adds to the process apart
from complexity or delay. Why should the
interests of the reinsurer or someone fur-
ther down that chain matter to me? |
want support to help me manage the inci-
dent and my money in compensation for
a valid event.

So, at the least, anything that makes
information available to all these people
simultaneously must be a good thing. |

I think the challenge for
London is not just to get better
at what it does already, but to

completely reappraise the
offering to clients to provide a
product more geared to
client need and less driven
by internal practice and
reinsurance cycles

am encouraged therefore by news of the
electronic claims file. But | believe fer-
vently that the thinking needs to go
beyond this. The London market needs to
develop a claims model that genuinely
puts the interests of the client over those of
other parties if it is to remain an attractive
place to purchase cover.

| also believe there is a need to extend
this client centric thinking into more than
just the claims arena. One of the things
that really frustrates me as a risk manager
is the annual renewal cycle. | would far
rather purchase a five year contract, say,
where the longevity of the relationship
would deliver better value and where |
could be less concerned about price fluc-
tuation. Long term deals like this would
also allow the insurer to change approach
and rather than spending 90% of its time
focussed on the transaction, it could spend

90% of its time focussed on business
development and service quality. Concen-
tration of resources on the tasks that can
add most value is at the heart of a modern
service model.

But, you might say, for all this, many
buyers still choose to bring their business
to London. That is true. But to a degree
that is only for want of a viable alterna-
tive. In 10 years time will that still be the
case? | am not sure. | see developments
in Shanghai and in the Middle East either
of which could provide an alternative
market of choice. | am not sure there is
too much mileage in London believing
custom will always come because there
is nowhere else to go.

| applaud the effort made thus far to
improve the efficiency of the London
market. Importantly the Market Reform
Group is working with AIRMIC and other
client groups to understand their position.
But whilst progress has already been sig-
nificant, please do not think that from a
client perspective it is anywhere near suffi-
cient. Itis not just my colleagues in Airmic
and the risk management industry that you
need to listen to. Your target audience is
also the top management from major com-
panies across different industries who have
had to work very hard to improve their own
business models. Some of these look at the
insurance industry and doubt whether you
have the will to bring about the improve-
ments needed. Given my background, | am
keen they are proved wrong.

| think the challenge for London is not
just to get better at what it does already,
but to completely reappraise the offering
to clients to provide a product more geared
to client need and less driven by internal
practice and reinsurance cycles. | have
seen it quoted that the frictional cost of
placing business is 35% of premium.
That means that, at present, insurers can
only commit 65% of the industry’s income
to paying claims — the key factor that all
clients value above all. That must affect
insurers’ attitude to claims management.
There is an enormous opportunity here.
Suppose you could deliver a market where
that transactional cost began to bear com-
parison with that in other wholesale finan-
cial markets. Imagine if insurers could
commit, say, 90% of industry income to
paying claims. That allows for an entirely
different business model — and one that
could redefine your relationship with the
end customer for the better.






