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firms as Blueprint Two cutover
approaches

With less than five months to go before phase one of the Blueprint
Two project to create a new digital, data-first market goes live, there is
significant work for the London market to do

The clock is ticking for London mar-
ket firms - insurers and brokers
operating in the London market
have less than five months to hit a
key deadline in the most ambitious
technological project the market
has ever undertaken, writes Michael
Faulkner.

From July 1, phase one of the Blue-
print Two digitalisation programme
will be implemented and all brokers
and carriers will need to use a new
cloud-based processing platform to
continue trading in the market.

And that is just the start of the pro-
ject. The phase one single market

cutover will be followed by phase
two, which will now go live in April
2025 after a six-month delay was
announced.

Phase two provides the complete
set of services that fully use the new
digital processing platform, enabling
“data-first” interactions between
brokers and carriers for risk place-
ment, premium and claims agree-
ments within the London market
using a new “digital gateway”.

Phase two has the potential to revolu-
tionise the way the market operates.

But it is the phase one cutover that

will be the key concern for the mar-
ket this year, when Velonetic, which
is building the technology, will move
all market participants to the new
single digital platform for premiums
and claims processing.

Surveys conducted by Velonetic late
last year suggest around 70% of mar-
ket firms were confident they will
be ready for the cutover — meaning
around 30% of participants were not
confident in meeting the deadline.
And a recent survey by technology
firm Novidea found around one-
third of London brokers and insur-
ers are only “slightly ready” for Blue-
print Two.
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The London market has work to do to deliver on Blueprint Two phase one

Graphic: Blueprint Two timeline for phase one digital services
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Work to do

It is clear there is a lot of work for
companies to do over the coming
months. London market trade bodies
and Velonetic are emphasising the
importance of preparation, with nu-
merous briefings and Q&A sessions
to help participants get ready.

Chris Halbard, Velonetic chief ex-
ecutive, says a “tipping point” was
reached last year when it became
apparent to the market the Blue-
print Two initiative was “real” and
work needed to be done. “In my
mind the market is very aware now
it has work to do to be ready and it is
putting that work in place,” he tells
Insurance Day.

Sheila Cameron, chief executive
of the Lloyd’s Market Association
(LMA), insists for managing agents
market readiness for phase one is
“eminently achievable”.

Cameron highlights four key areas
for managing agents to focus on. The
first is signing the contracts with Ve-
lonetic for the provision of the digital
services. Second is completing soft-

ware updates to ensure their systems
can interact with the new digital ser-
vices. Third is system testing and the
final element is staff training.

“I do feel those are four eminently
achievable things for a managing
agent,” Cameron says in an interview
with Insurance Day. “And I think we
should have confidence in that.”

For the London companies’ mar-
ket, the International Underwriting
Association (IUA) has launched a
campaign in conjunction with Velo-
netic to “ensure members are ready
to adopt and benefit from the up-
grades”, the IUA’s chief operating of-
ficer, Louise Day, says.

“This will cover ensuring contracts
are signed and system user permis-
sions are in place,” she says. “Train-
ing and education will be carried out
with online modules, classroom ses-
sions and support documentation.

“There will also be a digital support
network to assist with system testing
and help integration with other soft-
ware systems,” Day adds.

Much of phase one is about the tech-
nology development itself, handled
by Velonetic, which will see old leg-
acy systems replaced with a new
cloud-based system for processing
the tens of billions of pounds of pre-
miums and claims that flow through
the market each year, as well as for
processing the related tax and regu-
latory reporting, so it is essential the
technology itself works.

Halbard says the technology build is
“on track” to build the core services
for open market and delegated au-
thority business by the end of March
as planned. Property treaty business,
which was brought into the scope of
this section of the work at the end
of last year, will be completed at the
beginning of May, he continues. In-
ternal testing to date has shown the
“quality is holding very well”, Hal-
bard adds.

Functional testing will begin in ear-
ly February. This will be followed
by end-to-end testing by a group of
around 30 market leaders and their
software vendors and then wider
market testing. The aim, Halbard
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says, is to be “testing in earnest” in
April and May. “There’s a lot of work
to be done,” Halbard says, “but 'm
not seeing anything that says, ‘we’ve
got a major issue we can’t get past’.”
One of the benefits of phase two be-
ing delayed is it frees up capacity
to deal with addressing defects and
testing support, he adds.

In parallel with the testing pro-
gramme, Velonetic will be looking at
four areas, which Halbard summaris-
es as: Can you connect with me? Can
you understand me? Can you use me?
And have you contracted with me?

The first three cover issues such as
new URLSs, readiness for new mes-
saging formats and training on the
new portal. The final element relates
to the new contracts with the market,
known as digital processing services
agreements (DPSA). “There is a lot to
be done in Q2 of the calendar year,
but it is doable,” Halbard says.

Crucial contracts

The contractual element is a crucial
part of phase one. Every London
market firm will need to sign a DPSA
with Velonetic for provision of the
core services. The contracts, which
will cover pricing and service deliv-
ery as well as the termination of the
existing processing arrangements,
are expected to be sent out to market
firms by early February.

Contract negotiations involving the
LMA, the IUA, Lloyd’s and Velonet-
ic have been running for months. A
set of draft contracts were also re-
viewed by a panel of customer firms
in October. Bob Verber, commercial
director at Velonetic, described the
contract as “fair and balanced” at an
industry event last year. Cameron is
positive about the DPSA, saying the
initial review by market participants
“hasn’t shown anything up. There
are no show-stoppers”.

Nonetheless, the contract will need
to be signed off by the board of each
market participant. This will not be
a rubber-stamping process given the
materiality of the contract. Firms
must make time at board meetings in

“In my mind the market
is very aware now it
has work to do to be
ready and it is putting
that work in place”

Chris Halbard
Velonetic

the first quarter of the year to work
through the contracts, Cameron
says. “They are not all going to auto-
matically says ‘yes’ — and nor should
they,” she adds.

Companies should go through a “ro-
bust review to ensure they are com-
fortable Velonetic is providing the
services they need”, Cameron says,
adding: “That’s why we have allowed
a number of months for that process.”

Velonetic is targeting the end of
March for the signed contracts to be
returned to go live on July 1.

While the market is focused this year
on the technical elements of the pro-
ject’s implementation, the benefits of
the project should not be overlooked.
Blueprint Two is expected to lead to
cost savings and increase process-
ing speed. Lloyd’s is targeting £800m
($1bn) of market-wide cost savings
from the initiative.

Cheaper and faster

The new digital services provided by
Velonetic will be around 40% cheap-
er for market participants than the
expiring legacy systems. The intro-
duction of new technology will also
improve the security and resilience

of the market’s infrastructure. “Some
of those systems within Velonetic are
20 to 30 years old. They have served
us well, but they are not enabled for a
data-driven marketplace, so we have
got to replace them,” Cameron says.

But the bulk of the efficiency benefits
will come from phase two as compa-
nies roll out the new digital services
combined with the Core Data Record
(CDR) that is being developed. The
CDR is a key element in the digital-
isation of the London market and
relates to the critical transaction in-
formation that will drive an increase
in automated processes, such as ac-
counting and settlement.

“We’d like to get to a position where
one enters the data on to a platform
like PPL or Whitespace, it extracts the
CDR and it just passes straight over to
Velonetic for processing,” Cameron
says. The ambition is for this process,
including the subsequent payments
of premiums and claims, to take sec-
onds, rather than the weeks or even
months that it takes now.

More importantly, a “data-driven”
market using common date stand-
ards will create significant opportu-
nities for brokers and underwriters.
Cameron highlights the potential for
direct peer-to-peer trading between
participants, without the need for
third party placing platforms, and
for new underwriting models.

“We handle complex risks and not
everything is suitable for straight-
through processing. But there is a
substantial portion that can be much
more data-driven than it has been in
the past and that’s where we need to
get to,” Cameron says.

“If you look at what the likes of Ki
has done with algorithmic follow or
the algorithmic lead Hiscox is doing
with Google, there is a whole suite
of things that opens up if we are all
speaking the same data language,”
Cameron continues.

“I think the world is our oyster in
terms ofwhatwe could dofrom adata-
driven set of processes,” she adds. ®
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Blueprint Two is a significant
potential risk event

% //'Wﬁ% /!///
Blueprint Two is one of
the larger programmes
that most of us will
have experienced in
our careers and brings
the promise of many
benefits in terms of
improved data quality,
reduced costs and
increased resilience,
write Benoit Steulet
and Claire King, ICSR

The process of change itself intro-
duces significant risk.

It becomes very easy to look forward
and focus solely on the risks associ-
ated with the change. What happens

if something fails to go to plan? How
will we react? What impact might it
have on our cashflow, or on the way
we pay claim monies to customers?

These are all great questions and
ones that need to be considered col-
lectively and individually but, as a
market, we should not lose sight of
why we are undertaking this pro-
gramme of modernisation.

This change is happening precisely
because of “risk” - the risk that comes
with continuing to rely on technolo-
gy that pre-dates most of our careers.
As one colleague recently put it to us,
it pre-dates by a considerable period
of time the technology we now all
take for granted, our mobile phones.

There is significant risk in the on-
going use of this very old technolo-
gy not originally designed with the
modern era in mind. That risk has
now firmly tipped the balance scales
in favour of the need for change.

So, if we accept that doing nothing is
not an option, we can focus on how
we mitigate the risk associated with
market modernisation and how we
maximise our ability to cope with
any disruption that does occur. As a

market, we have collectively agreed
change is necessary, so as individual
firms, if we wish to continue being
part of the London market, we must
play by the collective rules and com-
mon processes we have all chosen to
abide by.

With that in mind, a lot of careful
thought has gone into the design of
phase one to ensure, in so far as it
is practicable to do so, that the level
of change market participants must
adapt to is limited. But this remains
a significant change event, both from
the technology and process perspec-
tives, and is one that rightly involves
our colleagues in risk functions.

It is clear there is a wide range of
disruption possible, with the scale
spanning anything from staff hav-
ing to train for and adapt to new
processes, through to the far more
significant possibility of system fail-
ure of some kind.

Key focus areas

In our conversations with market
participants, three key areas of risk
associated with the change itself have
generated the greatest level of focus.
These are: testing — strategy, scope
and timeframes; the overall timelines
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The onus now is very much on individual firms to
assume accountability for their own readiness,
making use of all the support and guidance

for change, which are very tight; and
the risk of disruption and how that
will be managed given that, if it hap-
pens, it is likely to be market-wide.

These are entirely understanda-
ble concerns given the scale and
timings of the change and will be
recognised by those running the
programme centrally. The level of
change for phase one is being kept
to a minimum, with significant in-
vestment being made in providing
market firms with as much guid-
ance, support and testing material
as it is practicable to deliver.

Velonetic has continued to evolve the
Blueprint Two website, with updated
information recently added on a va-
riety of topics, including electronic
data interchange technical specifica-
tions, market training material, car-
rier checklists, quality assessment,
assurance and governance, Van-
guard testing and customer testing.
In February, portal demonstrations
and customer testing Q&A sessions
are being hosted.

The onus now is very much on indi-
vidual firms to assume accountabil-
ity for their own readiness, making
use of all the support and guidance
that is being made available. Along-
side the change itself, they need to
consider their own internal gov-
ernance process and the way they
manage their internal risks and reg-
ulatory obligations.

A wide-ranging change programme
of this nature will almost certainly
require board approval on the final
go/no-go decision. And therein lies
a conundrum - phase one may well
have a July 1 cutover date attached,
but with the need for boards to sanc-
tion the change, the reality is, for
most firms, this approval will need to
be obtained a month or more ahead
of that date. With final testing yet to
get fully under way for many firms,

there is a feeling that time is against
the market but, in reality, much has
already been done centrally to en-
sure readiness.

Regulatory and operational
readiness

The change programme itself may be
driven by a need to deliver improved
operational resilience and cost effi-
ciencies. The process of change, how-
ever, brings the programme squarely
within the perimeter of regulators —
certainly in the UK, but also, to some
degree, internationally.

Risk and compliance practitioners
will need to consider the implica-
tions of the programme from a num-
ber of angles, paying specific regard
to the given regulator’s work on out-
sourcing and critical third parties,
and operational resilience.

The action taken by the Prudential
Regulation Authority (PRA) against the
chief information officer of TSB Bank
for failures associated with their own,
internal programme of change will
certainly be on the minds of a number
of accountable C-suite executives with
arole to play in this programme.

Blueprint Two introduces change
across a number of critical third
parties, impacts several important
business services and has the poten-
tial to test impact tolerance levels.
And with the action against TSB, it
is clear the PRA will not tolerate a
failure to plan.

It is no surprise, then, overall oper-
ational readiness and the tight time-
frames to complete testing have been
regular topics of conversation. Seen
through the lens of a risk profession-
al, a group tasked with the specific
responsibility to both identify opera-
tional risk and to help identify path-
ways to removing or mitigating those
risks, Blueprint Two is a significant
potential risk event.

Achieving readiness

The question firms need to be ask-
ing is, what does readiness look like
for their organisation? This will be
a combination of satisfaction they
have taken all appropriate actions to
reduce the risks associated with the
changes taking place; and confidence
they have maximised their ability to
cope with any disruption that does
arise. There will be significant over-
lap in that picture of “readiness”
across firms, but risk tolerances and
how firms conclude they need to ap-
proach contingency planning will
differ based on the specific operating
models, types of customer and types
of business written by each business.

Market organisations such as the
Lloyd’s Market Association, the Inter-
national Underwriting Association, the
London & International Insurance Bro-
kers’ Association and Lloyd’s are doing
an excellent job in identifying com-
mon ground and ensuring member
firms have a clear and common un-
derstanding of the issues. Ultimately,
though, there can be no delegation of
responsibility for the readiness assess-
ment in individual firms. Each must
answer the question for themselves.
The key areas firms need to consider
include: governance and oversight; im-
pact assessments; business continuity
planning; risk assessments; data integ-
rity, privacy and security; outsourcing/
third-party relationships; change man-
agement; testing and quality assur-
ance; and cutover plans.

With a change of this scale, perfec-
tion rightly remains the ultimate
objective, but finite budgets and re-
sources, and competing priorities,
make disruption of some magnitude
inevitable. Readiness is a state where
we have maximised our ability to
deal with any disruption that does
arise, with a lens that sees both the
company and customer implications
of such disruption. For any firm that
is taking its own readiness seriously,
that is very achievable and it is the
regulatory expectation. ®

Benoit Steulet is operations
director and Claire King is risk and
compliance director at ICSR

insurance day | Market modernisation

Page 8


http://insuranceday.com/

B ELECTRONIC PLACEMENT

Whitespace ready to roll out
‘headless’ integration: Broome

Electronic trading platform Whitespace's chief platform officer describes
how the re/insurance market is moving away from traditional documents
to working entirely with data

Digital e-trading platform White-
space has reached the next stage
in the evolution of electronic place-
ment — enabling its users to inte-
grate their data across systems via
APIs, according to its chief platform
officer, Marcus Broome, writes Lou-
ise Isted.

In an interview with Insurance Day,
Broome says an 18-month trial of
“headless” trading on Whitespace,
between a London broker and a Paris-
based underwriter, is now “moving
into production”.

“Headless means the Whitespace
platform’s APIs can connect direct-
ly to other systems. The Whitespace
browser and/or iOS applications
- the head - would be completely
hidden from the user,” Broome says,
adding this functionality is “ready to
roll out now”.

Users of Whitespace have al-
ways been connected to its plat-
form through its APIs, ever since
it launched five years ago, as the
Whitespace applications are them-
selves entirely API-driven. The “miss-

ing part”, Broome says, was connect-
ing another computer to them.

The development is a shift for the
market away from traditional doc-
uments to working entirely with
data. There is “substantial” interest
in systems integration, Broome says,
whereby brokers and underwriters
use their in-house systems seamless-
ly with the Whitespace platform.

There are 30 to 40 companies at “var-
ious stages” of integration with the
Whitespace platform.

“Everyone is welcome to integrate
fully with our APIs now and more
and more firms are doing so,”
Broome says. “These things take
time and very often organisations
want to start using the platform as
a browser experience. A decision on
full integration is a decision to spend
money, not necessarily with us but
usually on the customer’s side.”

Unique selling points

The fact Whitespace is designed to
be a fully data-driven platform is its
main unique selling point (USP), but

Broome highlights two more USPs.
The first of these is a “truly modern”
user experience.

He says: “When we started building
the platform, the first thing we built
was an iPhone app. The process of
getting an app approved to put on
the App Store entails running it past
Apple so it can carefully check the
way you've built the application
because it guards very jealously
the whole experience of apps on iP-
hones, iPads and its other devices.”

Data delivered this way enables a
good user experience on a small
device. “We’ve all had the job of
trying to read a PDF on a small
screen, where you’re constantly
pinching and scrolling and you can’t
remember what you’ve seen else-
where. But if you use a genuine app,
you can interact with the data,”
Broome says.

Whitespace’s other USP is the “sheer
scale and financial stability” of being
part of Verisk Analytics, which has
an insurance-related annual turn-
over of $3bn.

“Everyone is welcome to integrate fully with our

APIs now and more and more firms are doing
so. These things take time and very often

organisations want to start using the platform as a
browser experience. A decision on full integration

is a decision to spend money, not necessarily
with us but usually on the customer’s side”

Marcus Broome
Whitespace
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Being part of Verisk, Whitespace has
the freedom to innovate at its own
pace — and provides an environ-
ment that allows even the largest
of firms to contract with confidence
using standard commercial terms,
Broome adds.

Accelerating growth

Whitespace has more than 260 firms
trading on its platform, which in-
cludes more than 8,000 individual
users. They vary from start-up bro-
kers to the largest underwriters and
brokers in the market, Broome says.

Growth in the use of the Whitespace
was steady until October 2023,
when it started to accelerate “very
fast indeed”. “We had a tripling of
volumes going through Whitespace
and, by year end, we were close to
a four-times multiple,” he says. One
factor behind that growth has been
transactions from a large broker,
Marsh.

“We’re seeing more volume in Janu-
ary to date coming up to the February
1 renewals than we saw in December
last year, which is another indicator
that volumes on the platform are
ramping up,” Broome says.

Whitespace exclusively has invest-
ed in its platform, Broome stresses.
“We don’t ask anybody for develop-
ment funding and our costs are emi-
nently reasonable.”

Whitespace has two payment mod-
els: a “pay-as-you-go” monthly sub-
scription of between £122 ($154)
and £243 and an onboarding fee
of between £3,000 and £3,500, de-
pending on the size of the customer.

“We joke there’s every chance a user
would spend more on lunch in The
City in one day than they would for a
month using our platform,” Broome
says. “We’re priced aggressive-
ly with the aim of being deployed

wherever there is offer and accept-
ance in the insurance process.”

As well as a subscription fee,
Whitespace also offers an “all-you-
can-eat” option, which is a fixed fee
for firms that have yet to determine
how quickly they can integrate with
the platform. “A fixed fee for unlim-
ited use is a very popular option,”
Broome says. “Customers know the
price won’t change however many
risks they write and however many
of their brokers or underwriters use
the platform.”

It also offers an API-based “fee-
per-risk”, so an IT department of
a large broker can make a single
connection to the platform, “to do
the work of 1,000 people in a single
morning”.

“We needed to have a model that
recognised how the success of in-
tegration was compromising our

Whitespace usage accelerated rapidly over the final three months of 2023

Graph: Whitespace platform usage, 2019 to 2024
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subscription fee and so we have
this other model, on a per-risk basis
driven by the APIs.” Broome says,
“and the same ‘all-you-can-eat’ op-
tion is still available to API users,
meaning there is no danger of over-
spending.”

Speed to market

It takes “days, at most” to onboard
a new user of the platform, Broome
says. “Whitespace is ‘software-as-
a-service’, meaning we don’t have
to do any implementation work to
onboard someone; we merely have
to tell the software they’ve signed
a contract.”

He adds: “The thing that can some-
times take time is with the modern
single sign-on approach, so you don’t
need to have a new password to ac-
cess Whitespace. The Whitespace
technology will talk to your in-house
security to allow a single sign-in,
which can take a few days. For larg-
er customers, which might want to
bring in their business in other mar-
kets and trade with a lot of organi-
sations, we need to make sure their
partner firms are also onboarded,
which can take a few weeks.”

The speed of the onboarding pro-
cess is helped by the fact many new
customers are already familiar with
Whitespace from what they have
heard from their peers. “It’s a net-

work effect where our customer en-
gagement is not so much selling the
platform as enabling people who
have already reasoned with their
partners they too want to trade on
it,” Broome says.

Whitespace has had 99.98% of up-
time since its launch in August 2019
and 99.93% in the past six months.

“We’re delivering more uptime than
our service level of 99.8% dictates,”
Broome points out.

Roadmap milestones

A “major change” coming to the
platform in March or April, Broome
says, is enabling endorsements to be
recorded as a change to a subscrib-
er’s contract.

“The current system is a subscriber
receives a document for every new
endorsement, which is attached to
their original policy. The change
will be to embed endorsements into
their contract as a contract change.
That’s a major shift coming up with-
in our roadmap.”

Whitespace’s “aspirations”  for
2025 include enabling subscribers
to use its software for negotiating
complex claims contracts. A re-
cent change that would assist this
is the integrating of payment tech-
nologies that allow its customers

to organise the movement of funds
resulting from a transaction on
Whitespace between themselves.

Along with the JavaScript Object No-
tation format Whitespace uses, it has
“separately identifiable” formats for
Blueprint Two and Core Data Re-
cord. As its customers migrate to
data-only trading, Whitespace also
supports traditional documents.
“We have a substantial investment
going on now to make the migration
process quicker and easier by creat-
ing a more effective toolset for con-
tract building,” Broome says.

“There’s no point in us trying to com-
pete with Microsoft Word, but we do
aspire to have the best and most ef-
ficient way to create, edit and trade
fully digital contracts and we are in-
vesting at the moment in the ‘create’
part of that, which will move us sub-
stantially from where we are now.”

This functionality will resemble digi-
tal “bricks” that can be picked up in-
dividually or as a group and dropped
into a new contract. “And, like
everything else we do at Whitespace,
it will be available through our APIs,
so that another piece of a subscrib-
er’s technology will be able to look
for and find a given clause.”

Whitespace is taking practical steps
to build on its success in the Lon-
don market by launching in the US,
Broome says. This is a natural de-
velopment, given Whitespace has
been part of US data analytics and
risk assessment firm Verisk since
March 2021.

“We’re of the view Whitespace can be
used in the global specialty market,”
Broome says. “London is around 7%
of global specialty premium, so we
are looking to deploy the platform
internationally and we see no rea-
son why it can’t have a role wherev-
er there is offer and acceptance in
the insurance contracting process,
whether that offer and acceptance
occurs between individual people
negotiating or whether it is technolo-
gy matching an offer with an under-
writer’s appetite.” ®
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B ELECTRONIC PLACEMENT

Ebix Europe gears up to increase
competition in electro

London market technology specialist completed seven years as architect
and provider of the original London market electronic placement platform

at the end of 2023

Ebix Europe is all set to redefine the
modernisation of the London mar-
ket with its launch of PlacingHub,
a new electronic placing platform
that enables brokers and insurers to
quote, negotiate, bind and endorse
business digitally, according to its
vice-president, Pete Smyth, writes
Louise Isted.

Following the acquisitions of London-
based Acord, messaging and trading
platform specialists TriSystems and

Qatarlyst (formerly RI3K), Ebix Eu-
rope was created to design, develop
and support a range of insurance
software solutions.

It designed and powered the tech-
nology used by Placing Platform Ltd
(PPL) from when this went live in
2016 until the end of last year with
the wind-down of PPLv3.

With its new independence, Ebix
Europe in January unveiled Placing-

“The market has spent an

awful lot of money on
electronic placement

platforms and are saying

they want a return on

that investment now, to
see something tangible
for their efforts”

Pete Smyth
Ebix Europe

Hub, which Smyth says offers an
“unparalleled level of robustness,
reliability, user-centric experience
and support”.

As such, he says PlacingHub is posi-
tioned to play a pivotal role in shap-
ing the future of electronic risk place-
ment. Smyth has been part of the
evolution of electronic placement,
having joined TriSystems in 1992.

In an interview with Insurance Day,
he says the first significant mile-
stone in that evolution was the RI3K
product used by brokers Aon and
BMS with about 100 carriers.

“That ran successfully for a number
of years, but they didn’t manage to
get more brokers on board, so it was
very much an Aon/BMS vehicle,”
Smyth says.

It was when Marsh was looking to
join Qatarlyst, he says, that PPL was
created to provide a platform for the
market as a whole. This was around
the time Ebix acquired Qatarlyst,
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B ELECTRONIC PLACEMENT

which had itself bought TriSystems.
Ebix proposed a placing platform
for PPL based on TriSystems’ Lime
Street platform for electronic en-
dorsements, which was used suc-
cessfully for nearly seven years.

There were classes of business, nota-
bly financial lines, that were “quick
to adopt” PPL, Smyth says, while
some aviation re/insurers initially
felt their product was too complex to
work on such a platform. “But there
is no class of business that failed to
use PPL,” he adds.

The Holy Grail in the evolution of
electronic placement is to have “one
true source of the data at the outset”,
Smyth says. “Where we’ve got so far
is to electronically reproduce the tra-
ditional way of placing transactions,
but I think where we’re going next
is for data to flow through the plat-
form without having to be rekeyed
or re-extracted.”

He adds: “It’s a dream of many com-
panies to be able to talk electronical-
ly through a placing platform from
their existing systems. That means
using APIs [application program-
ming interfaces] to access all the
functionality of a platform without
needing to see the screens associated
with it, so it comes from the back end
of their own systems.”

The first step in that direction will
be the ability of brokers to drop
their data directly into a placing
platform electronically so it is dis-
tributed seamlessly across their car-
riers, Smyth says.

The ultimate goal is “headless use”
with APIs.

Ebix Europe has APIs to put data in
and take data out of its PlacingHub
and has been testing them with some
of its partners to create a fully inte-
grated system, Smyth says.

The company is also working on a
“whole load of additional APIs” to
take that process a stage further.

Return on investment

The bottom line in the evolution
of electronic placement platforms,
though, is the bottom line of the us-
ers, Smyth stresses.

“The market has spent an awful lot of
money on electronic placement plat-
forms and are saying they want a re-
turn on that investment now, to see
something tangible for their efforts,”
he says.

Ebix Europe has dispensed with
fees for licensing or onboarding at
PlacingHub and only charges for
transactions and at a cost, moreo-
ver, that is “the lowest in the mar-
ket”, Smyth says.

“People will be using PlacingHub
because they want to and not be-
cause they are tied to us through a
licence fee,” he says. It can do this
because it has the expertise it needs
in-house, with no need to employ
external resources.

An example of its credentials is the
platform Ebix Europe was operating
for PPL had no downtime over the
final three months of 2023 and less
than 0.01% for the whole year.

“Both the hardware and the appli-
cation performed extremely well
and we’re proud of the uptime it

achieved,” Smyth says. “The same
people designed PlacingHub.”

They have built a new application on
Microsoft Azure, in the cloud, mean-
ing the platform will be “even more
resilient than it is now”.

Business intelligence

A feature of PlacingHub, which the
PPL platform did not have, is an on-
line built-in reporting tool to graphi-
cally display customised data insights.
This “business intelligence side” of
PlacingHub means the platform is as
relevant to the C-suite of a company as
itis to the operations side, Smyth says.

Ebix Europe plans to launch this
quarter the first iteration of the
“product and contract builder tool” it
has developed as a template for any
class of business. On the more dis-
tant horizon, Smyth says, is the use
of artificial intelligence in the sub-
mission phase of PlacingHub.

The key message Smyth has heard
from the market on electronic place-
ment is carriers and brokers “don’t
feel wedded to one particular plat-
form”. A lot of companies have used
both PPL and the Whitespace plat-
form, with a market split of about
90:10, and “we’ll be looking to take a
sizeable part of that”, he says.

Smyth concludes: “We have near-
ly 90% of the carrier market either
contracted or in contract negotia-
tions so far, by volume of their place-
ments on the previous PPL product.
We also have a number of brokers
signed up already, including from
among the top 20 broking firms, so
we expect live action on PlacingHub
during February.” m

“It's a dream of many companies to be able to talk electronically
through a placing platform from their existing systems. That means
using APIs to access all the functionality of a platform without
needing to see the screens associated with it, so it comes from the
back end of their own systems”

Pete Smyth
Ebix Europe
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B SYNDICATES-IN-A-BOX

How prospective syndicates help
Lloyd’s think outside the box

Asta and Greenlight
Re describe the
widening appeal of
the syndicate-in-a-box
mechanism

As many from the first syndicate-in-
a-box (SIAB) cohort reach the three-
year milestone towards full syndicate
status, the fog is lifting on whether
they kickstarted a new era of innova-
tion at Lloyd’s, writes Queenie Shaikh.

The SIAB initiative was unveiled
in September 2019 as a key feature
of Lloyd’s Blueprint One. The idea
was to help new underwriting en-
tities gain a foothold in the market,
thanks to less onerous requirements
for business plans and gross written
premium. In return, Lloyd’s would
be a testbed for innovation by giv-
ing SIABs the freedom they needed
to evolve into full syndicates.

x

With Blueprint Two on the horizon,
Lloyd’s is learning from the experi-
ence of these pioneers and working
with managing agents to enhance
their capacity to better prepare and
support new SIABs.

The initial hype around the SIAB
model may have largely dissipated
but that signals its maturity, Keith
Nevett, head of business develop-
ment at managing agent Asta, says.
“In the past, people were inquisi-

“In the past, people were

| inquisitive. What is it? How

_is it working? Today we're

¥ only getting people who are
ultimately interested in stepping
in to establish an SIAB”

Keith Nevett
Asta

tive. What is it? How is it working?
Today we’re only getting people who
are ultimately interested in stepping
in to establish an SIAB,” Nevett tells
Insurance Day.

Asta has been heavily involved in
the SIAB structure from the start,
managing a total of six, including
Carbon Underwriting, Parsyl and
Greenlight Re. It helps ensure each
market entrant’s business plan pro-
vides “accretive value” to Lloyd’s
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B SYNDICATES-IN-A-BOX

Lloyd's SIAB pioneers show the challenges and appeal of the framework

Table: Syndicate-in-a-box selected financials ($m)

Munich Re
Innovation 1840

Carbon 4747 14.7 50.9
Parsyl 1796 23.6
MCI 1902

Beazley 4321

Greenlight

Innovation 3456
0IC 2880

MCI 5183

Combined ratio
2020

Munich Re Innovation

1840 380.0%

Carbon 4747 2,229.5%

Parsyl 1796
MCI 1902

Beazley 4321

Greenlight Innovation
3456

0IC 2880

MCI 5183

*in run-off **now full syndicate
Source: company announcements

and it supports them for the stand-
ard three-year term.

The SIAB initiative has “absolute-
ly worked” to bring more Lloyd’s
newbies to Asta’s door, Nevett says.
“There’s quite an educational pro-
cess we must go through. When we
onboard a new syndicate, we hold its
hand a lot and take it through the op-
erational mechanics at Lloyd’s, what
it does and why it does it,” he adds.

The model has also accelerated the
creation of captive syndicates, ac-
cording to Nevett, who predicts they

60.4 132.2%* 2.3
21.7 23.6
48.5 66.4
36.5
19.3 39.4
27.7 37.2
11.5 33.0
Combined ratio
2021 2022
207.8% 127.8%
166.8% 130.0%
110.1% 982.0%
102.2%
165.0%
230.9%
88.1%
7,579.1%

will become a primary driver of the
model’s success.

“For a captive, it’s all about costs.
Keeping costs to a minimum for a
full syndicate under the existing
regime doesn’t work. For a captive
syndicate within an SIAB frame-
work, the costs are potentially bet-
ter when they enter the Lloyd’s mar-
ket,” Nevett says.

Mixed expectations
The initial response to the new
structure had been mixed. As Insur-

ance Day reported in 2021, the SIAB

Capacity Capacity Capacity Capacity Gross written Gross written Gross written
2020 2021 2022 2023 premium 2020 premium 2021 premium 2022
239 24.4 2383 & 1.8 49 4.7

26.2 56.4
0.6 2.0
28.2

10.5

6.3

18.4

7.3

Earnings Earnings Earnings
2020 2021 2022
-1.1 =13 -0.6

-5.8 -5.9
-0.1 -0.7
0.1

&2
-0.9

1.2

-0.6

framework attracted a lot of inter-
est from underwriters who might
otherwise have never considered
Lloyd’s as a place to develop their
business. At the same time there
were concerns, not least about the
additional time and effort needed to
explain the idiosyncrasies of Lloyd’s
structure to a new pipeline of poten-
tial market participants.

The first SIAB was launched by Mu-
nich Re on January 1, 2020, with the
aim of designing, developing and
launching innovative insurance
products. That subsequently went
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B SYNDICATES-IN-A-BOX

into run-off in December 2022.
On the heels of Munich Re’s SIAB
came Carbon Underwriting’s syn-
dicate 4747, which focuses on data-
driven delegated underwriting.
Carbon became the first SIAB to
gain full syndicate status, in Janu-
ary 2023. The latest SIAB to receive
Lloyd’s approval, MCI’s syndicate
1966, will provide insurance for
clinical trial funding to biotech
firms. It aims to commence under-
writing from April 2024.

The SIAB model has succeeded in
supporting Lloyd’s modernisation
mission, Patrick O’Brien, chief ex-
ecutive and director for Ireland
of property/casualty reinsurer
Greenlight Re, says. It has been a
mechanism for insurtechs to ac-
cess Lloyd’s capacity in a way that
would not have been possible be-
fore, he adds.

Greenlight Re established its SIAB,
syndicate 3456, in 2022. “We ap-
proached Lloyd’s with the vision of
establishing an insurtech syndicate
we would use to provide capacity
to our portfolio companies we in-
vested in. On a broader basis, we
also write other innovation-related
business through that syndicate,”
O’Brien says.

The SIAB model has enabled Green-
light to scale its business to now
invest in more than 35 insurtechs,
most of which are managing gen-
eral agents. O’Brien says: “As our
existing entities were reinsurance-
focused, we required a fronting car-
rier. We recognised Lloyd’s interest
in innovation and it found the pro-
posal appealing. SIAB allowed us
to cautiously explore the value of
Lloyd’s without committing to sub-
stantial premium volumes. As we
grow in scale over time, our plan
is to transition and migrate to full
[syndicate] status.”

The Lloyd’s brand underpins the
value of the SIAB, O’Brien con-
tinues, and is seen as an asset for
Greenlight’s insurtech partners. The
structure also acts as a “creative
bridge, connecting Lloyd’s to the

> N
“SIAB allowed us to
cautiously explore
the value of Lloyd's
without committing to
substantial premium
volumes. As we grow
in scale over time, our
plan is to transition
and migrate to full
[syndicate] status”

Patrick O'Brien
Greenlight Re

evolving landscape of insurtech”,
he says. As a result, Greenlight’s
SIAB not only supports its port-
folio companies, but also enables
it to engage in a broad range of
innovation-related business.

Ups and downs

O’Brien says the SIAB mechanism
encourages traditional insurers
to be more creative. “Lloyd’s has a
keen interest to grow in the inno-
vation and insurtech arena, which
makes it possible for syndicates
to do things differently,” he says.
Lloyd’s vision for SIAB was always
to attract “creative business that
was different from the traditional
business Lloyd’s had”, he adds.

SIABs have their challenges, but
these are not because of the busi-
ness model, and rather because of
the time it takes to generate a pipe-
line of opportunities, O’Brien says.

“For Greenlight, securing the initial

contracts for its SIAB tooklonger than
expected, a challenge compounded
by its client base’s relative unfamil-
iarity with the Lloyd’s environment.
Since our portfolio companies are of-
ten not coverholders, navigating the
coverholder approval process added
a time constraint,” he says.

Acknowledging the initial phase
was a learning curve, O’Brien says
Greenlight’'s SIAB is now anticipat-
ing gaining momentum in the com-
ing months. Syndicate 3456 is half
of the way to the critical three-year
milestone, at which every SIAB is
reviewed by Lloyd’s against the
key performance indicators (KPIs)
agreed at its launch. Meeting these
KPIs is a central consideration when
deciding whether the business can
progress to full syndicate status.

More than anything, O’Brien says
Greenlight needs to demonstrate
premiums can be generated in a
profitable way. “If we can do that
for the first three years of SIAB
successfully, there’s the opportunity
to migrate to full syndicate status
in time.”

Fundamentally, O’Brien says insur-
ers considering an SIAB need to un-
derstand it is a “box under certain
restrictions”.

The key is to agree KPIs “up front”
with Lloyd’s and with as much clari-
ty on both sides “as to what that box
is”, he adds.

O’Brien is glad the SIAB model is at-
tracting companies that are “prob-
ably a little bit different from the
market as a whole” because this
creates diversity. “SIABs are not as
aligned to the hard market condi-
tions as some traditional players,”
he adds.

For all their teething problems, new
SIABs continue to be launched. For
the concept’s supporters, including
O’Brien and Nevett, the results are
clear: SIABs have opened new doors
(and perhaps new hoxes) for those
who want to dip their toe in the
Lloyd’s market. =
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Carbon Underwriting's platform
‘democratises’ insurance data

Chief technology officer at Lloyd's first syndicate-in-a-box explains why
Carbon Underwriting created its own underwriting platform

Carbon Underwriting’s post-bind
analytics and pricing platform chal-
lenges industry norms and views
on data ingestion, analysis and con-
sumption, according to its chief tech-
nology officer, Ben Laidlaw, writes
Louise Isted.

Carbon became Lloyd’s first syndi-
cate-in-a-box in July 2020 and grad-
uated to a full Lloyd’s syndicate in
January 2023. The London-based
firm created its own underwriting
platform, which it called Graphene,
after the allotrope of carbon.

In an interview with Insurance Day,
Laidlaw says Graphene was “built in-
house and without the constraints of
legacy infrastructures or mindsets”,
employing the latest data processing
and analysis techniques that allow
Carbon to “capture unique insights
which may otherwise be overlooked
by underwriters”.

Graphene is managed by a team of
quants and IT developers who em-
ploy machine learning and artifi-
cial intelligence. Leveraging Google
Cloud Platform to “democratise” data
and empower its users with actiona-
ble insights, Graphene standardises
and homogenises claims risk and
premium bordereaux, augmented

with third party data. It enables Car-
bon’s underwriters to draw insights
at a binder, coverholder, territory or
class of business level.

“Graphene allows for the democra-
tisation of insurance data, with the
platform and its conclusions being
shared with all of Carbon’s
partners, whether cover-
holders, brokers, follow
markets or reinsur-
ers,” Laidlaw says.

By underwriters for
underwriting

Carbon Underwriting
recently received ap-
proval from ILloyd’s for a
36% increase in the stamp ca-
pacity of its syndicate 4747, whose
gross written premium will increase
from £150m ($189.9m) in 2023 to an
expected £204m this year.

Carbon set out in 2018 with a mission
to transform the world of delegat-
ed underwriting and a vision to set
a global benchmark, and Graphene
was built “by underwriters for un-
derwriting”, Laidlaw says.

“Our data models have provided us
as a syndicate with a scalable run-
way to build amazing data products

£204m

Expected gross
written premium of
Carbon's syndicate
4747 for 2024, up

from £150m

that allow underwriters to focus on
underwriting, actuaries on their
modelling and increased efficiency
across the entire business. It has
also allowed us to expand across
multiple territories and increase
our premium base significantly with
a minimal increase in headcount,”
he says.

“Graphene underpins
everything we do be-
cause it presents all
parties in the distri-
bution chain — under-
writers, brokers and
coverholders - with
superior data to en-
sure they are completely

aligned. Our approach is quite
simple — data model before applica-
tion,” he adds.

A scalable common data model al-
lows Graphene to contextualise
inconsistent bordereaux data and
enrich it with third-party datasets
to produce hyper-granular insights.
Google large language models are
used to classify claim descriptions
and risk occupancies, streamlining
underwriting processes and ensur-
ing accuracy. Visualisations and bidi-
rectional event listening provide cus-
tomised dashboards and real-time

R ) Ben Laidlaw
A\ Carbon Underwriting

“Our data models have provided us as a syndicate with
a scalable runway to build amazing data products that
allow underwriters to focus on underwriting, actuaries
. on their modelling and increased efficiency across the
entire business”
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updates, tailored to individual user
needs, and a dedicated tool simpli-
fies data ingestion, ensuring efficient
data capture and management.

In-house machine learning models
help Carbon identify the loss-making
parts of its book of business, which it
says would take a human hours - if
not days - to find.

“Graphene goes beyond static re-
ports by offering a dynamic view,”
Laidlaw says. “Its asynchronous
data pipelines clean, enrich and ex-
tend information — ultimately creat-
ing a single source of truth for the
entire business.”

This allows users to gain insights into
individual binders, portfolio-wide
performance, and identify loss areas
“with ease”, he says. A “Google-like”
search tool uses natural language
processing to generate insights “in-
stantly”, he adds, facilitating faster
decision-making.

“By prioritising data models before
applications, Graphene ensures flex-
ibility and scalability. Its cloud-based

A\

“Graphene underpins everything we do
because it presents all parties in the
distribution chain — underwriters, brokers and
coverholders - with superior data to ensure
they are completely aligned”

Ben Laidlaw
Carbon Underwriting

infrastructure adapts to evolving
needs and integrates seamlessly with
new technologies,” Laidlaw says.

Graphene is used internally across
Carbon’s entire business - claims,
actuarial, underwriting, finance and
operations. All its coverholders, bro-
kers, re/insurance partners, funds at
Lloyd's (FAL) providers and manag-
ing agents have access to a "person-
alised version" of the platform.

Graphene is "more than just" a
next-generation analytics platform,
Laidlaw insists.

“By enabling closer scrutiny of del-
egated authority facilities, it should

assist in generating profits for fu-
ture underwriting of these risks
across the market. Graphene has
not only challenged industry norms
but shattered them - revolutionis-
ing data ingestion, analysis and
consumption."”

He concludes: “For coverholders, bro-
kers and reinsurers, such technologi-
cal progress is allowing them to move
away from traditional linear, mo-
no-directional modes of communica-
tion, which in turn is allowing them to
gather collective insight to underpin
corrective strategies. The outcome of
this will be a sector that is more pro-
active and less reactive when it comes
to risk management.” ®
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A meeting of minds? Ways to
adopt artificial intelligence

Brokers, carriers and insurtechs are united in
their quest to get the best from Al

“Never send a human to do a ma-
chine’s job,” Agent Smith, the artifi-
cial intelligence (AI) program in the
sci-fi movie The Matrix, says. The
opposite is also true because techno-
logical transformation is about un-
derstanding the strengths and limita-
tions of both humans and machines,
writes Louise Isted.

Re/insurers are prepared for Al to
move beyond task automation and
machine learning to advanced uses
in 2024, but they first need to over-
come certain hurdles. Xceedance sees
four main challenges: generative Al
testing; reinventing insurance work-
flows; embracing “the power of one”;
and integrating information sources.

To realise the full potential of Al the
challenge is to become comforta-
ble with computers making choices,
from the level and type of coverage to
claims recommendations. To achieve
that level of trust, testing will be cru-
cial, the insurtech says.

Most insurance workflows were de-
signed more than 60 years ago and so

insurers will need to combine tech-
nology, data and Al, and revise insur-
ance processes from the ground up.

Insurance models have historically
considered clusters of risks in deter-
mining rates and coverage. The abil-
ity to quickly analyse large volumes
of data is enabling this to change and
some insurers are starting to look
at risks individually, no matter how
small, Xceedance says, and are con-
sidering business they may not have
previously, and identifying new mar-
ket approaches.

Generative Al requires a lot of data
and the challenge for insurers will be
integrating data sources into Al plat-
forms so information can be used to
make decisions. Xceedance stresses
it is also important to populate the
platforms employees use so that the
information is accessible.

Legal advice

The latest advances in Al and related
innovations have signalled the need
to embrace digital transformation
with increasing urgency, according

N

“There are so many
opportunities from
Al, but it's important
to recognise we
cannot lean on

it completely.lt's
about upskilling the
workforce to equip
and empower them
to be very efficient
with Al as their
copilot”

Carolina Klint
Marsh McLennan
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to Fleur Rochester, president of the
London Forum of Insurance Law-
yers and partner at Kennedys, and
Deborah Newberry, corporate affairs
director at Kennedys.

Alongside the significant benefits,
they warn there are legal issues
arising from technologies that have
the potential to bring innovation
to insurance - requiring a careful
balancing act between risks and
rewards. Those issues include con-
cerns about data privacy, bias and
discrimination. Use of data and data
privacy is a “particular pressure
point”, they say, in how consumers
view insurance innovation.

To mitigate risks and realise the po-
tential of AI technologies, insurers
must create robust Al governance
frameworks to ensure best practice;
including with regard to data govern-
ance, explainability and transparen-
cy, as well as continuous monitoring.

Doing so, the legal experts say, will
help send a strong message to cus-
tomers — and the wider market — that
the commitment to fostering respon-
sible AI practices will go hand in
hand with applying ethical Al princi-
ples associated with Al technologies.

Wider risks

In its Global Risks Report for 2024
the World Economic Forum says the
“adverse outcomes of AI technolo-
gies” is a new entrant to the top 10
list of global risks ranked by severity.
Marsh McLennan’s chief commercial
officer for Europe, Carolina Klint,
notes that Al-generated misinforma-
tion, cyber attacks and cyber insecu-
rity are now considered top risks.

“And it’s about time, if I may say so,
because these risks have not been
prominently featured in past years,
which I think is surprising given our
dependency on technology, but also
given the acceleration of digitisation
following the pandemic,” Klint says.

The “sudden accessibility” of user-
friendly interfaces like ChatGPT,
larger-scale AI models and synthetic
content to manipulate public opin-

“Google Could was
very keen to partner
with someone around
lead underwriting
and we'd done a lot of
commentary around
the fact everything
we're doing at Hiscox
has been about lead
underwriting and so
it was very much a
meeting of minds”

Kate Markham
Hiscox London Markets

ion means “it is no wonder ‘misin-
formation and disinformation’ is
ranked by respondents to the report
as the top risk in the short-term out-
look”, she says.

Klint stresses the use of AI “comes
with so many fantastic opportuni-
ties”, but businesses must also con-
sider the societal, economic and se-
curity implications of using it.

“There are so many opportunities
from AJ, but it’s important to recog-
nise we cannot lean on it complete-
ly,” she says. “It’s about upskilling
the workforce to equip and empower
them to be very efficient with Al as
their copilot.”

Tech collaboration

The collaboration between Hiscox
and Goodle Cloud in AI could cut
lead open-market quotes from three

days to three minutes, according to
Hiscox London Market’s chief execu-
tive, Kate Markham.

The collaboration combines Hiscox
London Market’s recently built tech-
nology platform, Hiscox AI Labora-
tories (Hailo), with Google Cloud’s
generative Al technology to automate
lead algorithmic underwriting from
submission to quote. The work lev-
erages both Google Cloud’s BigQuery
and Vertex Al platform to extract key
data and insights from email submis-
sions — a manual process that can
typically take up to three days in to-
day’s insurance operating model.

Markham says the proof of concept
was undertaken in Hiscox’s sabo-
tage and terrorism line of business,
although the principles will apply
to other lines “within and beyond
big-ticket insurance”.

Google Cloud had been working in
the Lloyd’s market for a number of
years but from a follow insurance
point of view only. “It was very keen
to partner with someone around
lead underwriting and we’d done a
lot of commentary around the fact
everything we’re doing at Hiscox
has been about lead underwriting
and so it was very much a meeting of
minds,” Markham says.

Carrier partnerships

Insurtech Cytora and data firm Rela-
tivity6 plan to replicate the partner-
ship they formed at Beazley in the
US with other carriers and in other
geographies, according to their chief
operating officers, Juan de Castro

and Josh Lurie.

Cytora is using the industry classi-
fication modelling of Relativity6 to
enhance the underwriting process
on its digital risk processing plat-
form. Their integration enables un-
derwriters to accelerate commercial
quotes while using more accurate
risk insights with intelligent industry
classification data. The process turns
data from freeform text into stand-
ard industry classifications.

Its partnership with Relativity6 fol-
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\ ~ Juan de Castro
) | Cytora

lows the launch of the latest enhance-
ment to Cytora’s platform: leveraging
large language models (LLMs) along-
side its proprietary Al.

“With Relativity6 data, we have done
two things: one is we attach it to
every single risk, so a human doesn’t
need to do that manually. That means
when an underwriter receives a risk,
it already contains the data. The sec-
ond thing is two underwriters might
make different decisions, so we’re
driving consistency of outcomes
based on that same data.”

Relativity6 has an “end-to-end Al
solution” that finds, classifies and
monitors businesses and their activi-
ties, Lurie says. It searches the entire
open public web to determine all of
this in “under two seconds”. More
than that, it forms a “confidence
score” of each insured and delivers
this through different classification
taxonomies, such as the National
Association of Insurance Commis-
sioners code and Standard Industrial
Classification codes.

Al strategies

People and resources are “scarce and
expensive” and so an Al strategy for
re/insurers begins with “deliberate
selections”, according to Jeff Cohen,

senior vice-president of Zywave.

The brokerage software provider’s in-
surer clients are “dabbling right now”,
he says, “by biting off small pieces of
impact” for underwriting, reserving,
claims handling and loss control.

“An obvious requirement is sound
data, and those insurers that have
organised their internal data have
an advantage here. When com-

bined with external data sources,
the potential to learn quickly, greatly
transcends what a single individual
could learn over the course of years,”
Cohen says.

For example, when Al is applied to
the text descriptions of Zywave’s one
million loss data records, a specific
underwriter could immediately de-
cipher factors that trigger large loss
scenarios.

“Insurers that have
organised their
internal data have
an advantage here.
When combined with
external data sources,
the potential to

learn quickly greatly
transcends what a
single individual
could learn over the
course of years”

Jeff Cohen
Zywave

_“With Relativity6 data, we have done two things: one is we
R attach it to every single risk, so a human doesn’t need to
§ do that manually. The second thing is two underwriters
might make different decisions, so we're driving
consistency of outcomes based on that same data”

The mid- and long-term scenarios of
an Al strategy will likely involve an
effort to figure out how to expand
into other areas and across lines of
business, as well as how organisa-
tions shift their data collection efforts.

Zywave’s clients are concerned about
the impact of climate change and ex-
treme weather, social inflation, and
litigation in fines arising from fac-
tors such as General Data Protection
Regulation and meta-pixel data.

Last September, Zywave announced
its strategic partnership with Cowbell,
a provider of cyber insurance tailored
for small- and medium-sized enter-
prises. Their collaboration is facili-
tated by Herald, a digital infrastruc-
ture provider connecting software
developers to commercial insurance
carriers through a unified application
programming interface (API).

Their partnership represents the first
standalone cyber insurance offering
on Zywave’s hub, which accelerates
access to cyber insurance products
for managing general agents (MGAS),
wholesale brokers and retailers.

Knowledge versus model

A data catalog built on a knowledge
graph addresses three of the limita-
tions associated with LLMs, accord-

ing to the principal scientist at data.
world, Juan Sequeda.

An LLM is a type of Al program that
can recognise and generate text,
among other tasks. Despite their ca-
pabilities, LLMs present significant
challenges when it comes to storing
and retrieving facts because they
function as statistical pattern-match-
ing systems. In contrast, knowledge
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graphs are a collection of interlinked
descriptions of entities that put data
into context and enable data integra-
tion, analytics and sharing.

Sequeda says LLMs analyse vast
quantities of data to generate statis-
tically likely responses to prompts,
but they do not store facts in the tra-
ditional sense. Instead, they produce
the most probable response based
on patterns detected during training.
This can create difficulties when the
inquiry is business-critical and nu-
anced, such as, “What is the amount
of total loss claims this quarter?”

Sequeda says LLMs have three main
shortcomings — a lack of accuracy, a
lack of explainability and a lack of
governance. A data catalog built on
a knowledge graph overcomes all
three of these, by creating a map of
what data exists in an organisation
and tying that data to meaning — se-
mantics and context. The transfor-
mation from rigid tables to a flexi-
ble graph structure allows for more
complex relationships between data
points, providing a “richer and more
comprehensive” understanding of
the data, people and processes that
drive a business, Sequeda says. Once
that data is mapped and connected,
it can then be shared with the LLM.

More embedded

AI will enhance embedded insurance
to the extent that traditional affinity
products will soon be a distant mem-
ory, according to Nelson Castellanos,
chief partnerships officer at HDI Em-
bedded. Affinity insurance leverages
a brand’s distribution channel, while
embedded insurance adds value to
the product. With Al that value is
multiplied, Castellanos says.

“[This year] will see a transformative
shift in the industry as insurtechs
and embedded insurance providers
expand into diverse new markets,
such as the internet of things [IoT].
This expansion will allow insurers
to integrate with emerging technolo-
gies, offering specialised coverage for
IoT-connected appliances,” he says.

With IoT, sensors have facts running

through them, and the identifying in-
formation is transmitted on the inter-
net. With Al the system learns from
errors or background activity and at-
tempts to grow itself to perform better.

“By tailoring insurance products to
specific needs, companies gain even
more data and can therefore provide
truly relevant and comprehensive
coverage, attracting a wider custom-
er base and, in many cases, even au-
tomating insurance enrolment and
staying ahead in the transformation
that we’re seeing in the insurance
sector,” Castellanos says.

“We’re already seeing financial ser-
vices explore AI to create chatbots
and virtual avatars to support cus-
tomers. These virtual assistants will
soon be able to offer 24/7 personal-
ised guidance, based on the custom-
ers’ individual preferences and inter-
actions, for seamless and user-centric
experiences,” he adds.

End-to-end insurance

Insurers that fail to adopt new tech-
nologies to manage ever-increasing
volumes of data will not be part of
the future of their sector, which will
be shaped instead by collaborations
with Big Tech firms, according to the
co-founder and chief executive of
Foxquilt, Mark Morissette.

The North American digital MGA,
which provides small business insur-
ance through an embedded distribu-
tion model in the US and Canada, re-
cently formed a strategic long-term
capacity relationship with Markel.

Morissette says joint venture part-
nerships that marry the underwrit-
ing expertise of insurance companies
with the technological expertise of
insurtechs will enable future collabo-
rations with the “Amazons or Teslas”.

Morissette says: “I don’t believe the
big technology companies necessar-
ily want to get into what is a very
complex, highly capital-intensive in-
dustry, which could be distracting to
their existing business. But if I was
on the C-suite of a Big Tech firm, I
would very much argue legacy in-

“By tailoring insurance
products to specific
needs, companies
gain even more data
and can therefore
provide truly relevant
and comprehensive
coverage”

Nelson Castellanos
HDI Embedded

surance carriers must get ready for
collaboration with them, through in-
vestment in or strategic acquisition
of an insurtech to get them there.”

Foxquilt uses a combination of data
analytics and AI to recommend the
best insurance coverage and price to
meet the individual needs of its small
business customers through brokers,
agents and enterprise partners. It uses
a “full-stack” underwriting platform,
powered by data analytics, to recom-
mend tailored coverage and pricing
from its own proprietary commercial
insurance products. Small business
and micro-enterprise owners can
also, in turn, quote and bind entirely
online, which Foxquilt describes as a
“true end-to-end insurance journey”.

“In a world where buyer autonomy
and instant end-to-end results have
been normalised,” Morissette says,
“the insurance space has lacked the
technology investment that affords
this table-stakes experience.”

Whichever type of Al experience re/
insurers choose to explore, thankfully
they have more choice than the blue
pill/red pill offered by Morpheus. ®
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Balancing the opportunities
and risks of generative Al

This year the focus on
generative Al will only
intensify — so it is time
for a balanced view on
the opportunities and
risks when it comes

to using this powerful
technology, writes
Pravina Ladva, Swiss Re

Artificial intelligence (AI), in its
present form, has proven invalu-
able in insurance, providing more
accurate data insights, enhancing
operational efficiency and fostering
innovation.

Industry applications today pre-
dominantly rely on traditional AI
methods with a focus on automat-
ing routine tasks and extracting
insights from vast datasets. This
technology has played a vital role
in portfolio management, risk as-
sessment, streamlining claims and
submissions processing, making it
more efficient for insurers and cus-
tomers alike.

Increasing global demand for in-
surance services necessitates a con-
tinuous quest to optimise processes
across the entire value chain. The
emergence of more advanced gen-
erative Al tools proficient in han-

dling unstructured data, such as
ChatGPT, has the potential to help
our industry innovate and develop
cutting-edge solutions that drive op-
erational and business efficiencies.

We will go through a steep learning
curve this year when it comes to ap-
plying generative Al - it is an excit-
ing time to be at the confluence of
insurance and digital technology.

Exploring generative Al use cases
Entering 2024, the opportunities and
challenges of generative Al in insur-
ance become more pronounced.

The industry’s exploration of this
technology is marked by a cautious
optimism, recognising the need for
a balanced approach. Concrete use
cases are being tested, aligning with
regulatory requirements and inter-
nal standards to ensure responsible
and ethical deployment.
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While traditional AI has already
demonstrated its prowess in in-
surance, the industry is yet to ex-
plore generative AI’'s full poten-
tial, while also keeping track of its
emerging risks.

At Swiss Re, we have been testing
the capabilities of large language
models (LLMs) for more than three
years. Selected use cases have been
deployed to pilot user groups and we
expect to deploy them to a broader
user base this year.

The emergence of more advanced
generative Al tools proficient in
handling unstructured data, such as
ChatGPT, has the potential to help
our industry innovate and develop
cutting-edge solutions that drive op-
erational and business efficiencies

On the operational side, generative
Al is set to introduce significant dig-
ital workplace enhancements. We
are collaborating with leading tech
partners to equip our employees
with AI assistants by embedding
LLM capabilities into the workplace.

Our aim is to continue driving em-
ployee efficiency and creativity and
thus achieving better results for our
clients. What is important is the us-
ers of this novel technology always
remain in control; they decide when
to use what kind of AI-powered out-
comes in a secure environment.

From a business perspective, there
are promising use cases applying
LLMs to efficiently analyse and
process large documents and data-
sets powered by advanced natural
language processing (NLP) applica-
tions. Engineering high-quality data
foundations is key to reaping the

many future benefits LLMs may of-
fer to drive efficiency across the in-
surance value chain.

Also, it is paramount to ensure
the proper guardrails are in place
before releasing new Al-powered
solutions, also to gain the trust of
our clients and make them part of
this journey.

Blending technology, talent and
purpose

Our experience shows how impor-
tant it is to have the necessary tech
talent and expertise in-house to ef-
fectively develop, fine-tune and de-
ploy such solutions at scale. As such,
the rise of Al creates a huge demand
for experts in the field in the race to
harness the full potential of AL

The significance of technology is
paramount — equally important is
attracting top tech talents, which
requires providing state-of-the-art
tools and engaging them with chal-
lenging problems. This approach
not only leverages the best of tech-
nology but also fosters a culture of
continuous upskilling, essential for
innovation.

Taking a strategic approach to tech
talent acquisition and retention, we
offer three key attractions for tech
talents at Swiss Re: a strong link be-
tween tech and our business strate-
gy; opportunities for individual de-
velopment within our organisation;
and a compelling purpose of making
the world more resilient.

Applying new technologies to ad-
dress major global challenges, from
climate change and natural ca-
tastrophes to healthcare crises and
economic distress, makes working

The emergence of more advanced generative
Al tools proficient in handling unstructured
data, such as ChatGPT, has the potential

to help our industry innovate and develop
cutting-edge solutions that drive operational
and business efficiencies

in our industry particularly inter-
esting and rewarding.

As we embrace the potential of
generative Al, it is crucial to ac-
knowledge and address the poten-
tial risks as well. Clearly, any gen-
erative Al initiatives and projects
must always be aligned with the
ever-evolving risk landscape and
regulatory requirements.

Overarching Al-related risks with
respect to data privacy, data pro-
tection and confidentiality remain.
Additional risks, such as embedded
bias and robustness of the results
are either new or amplified by gen-
erative Al; so too are its capabilities
to generate new content based on
the training data.

A multifaceted approach to miti-
gating these risks helps establish
a balance between leveraging this
powerful technology while driving
the development of ethical Al that
aligns with our values and needs.

Therefore, the focus on responsible
use of generative Al and the preven-
tion of biased outcomes — and wrong
but plausible-sounding answers -
through regular and stringent val-
idation of AI models is paramount.

The generative Al journey holds the
promise of unlocking new dimen-
sions in risk insights, operational
efficiency, and innovative solutions.

However, it is our goal to steer this
transformative technology towards
a future where Al augments human
knowledge for the greater good. The
very promising opportunities Al
opens to re/insurers rely on a har-
monised interplay human expertise
and intuition with creativity of gen-
erative Al

As the insurance industry unveils
the full potential and navigates the
challenges of generative AI in 2024,
it marks a significant chapter in the
ongoing evolution of our sector. ®

Pravina Ladva is group chief digital
and technology officer at Swiss Re
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Artificial intelligence for re/
insurance should be made to
fail the Turing test

A human in the loop should be a permanent
feature of a re/insurer’s Al strategy

As any fan of Benedict Cumberbatch
will tell you, artificial intelligence
(AD isn’t new, writes Louise Isted.

What they might not know is that an
invisible pendulum has been swing-
ing between two groups of data sci-
entists in the decades since Alan
Turing’s time as a codebreaker at
Bletchley Park.

The Turing test, which in 1950 the

famous mathematician called the
imitation game, is a test of a com-
puter's ability to communicate in-
distinguishably from a human.

Turing proposed that a human eval-
uator would judge natural language
conversations between another
human and a machine designed to
generate human-like responses, and
if the evaluator could not reliably
tell the machine from the human,

An invisible
pendulum has been
swinging between
two groups of data
scientists in the
decades since Alan
Turing’s time as

a codebreaker at
Bletchley Park
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the machine would be said to have
passed the test.

Underlying principles

Fast forward to the 1990s, and Peter
Norvig and Stuart Russell argued
that AI researchers had devoted
little effort to passing the Turing
test, believing it is more important
to study the underlying principles
of intelligence than to duplicate
an exemplar.

The quest for artificial flight suc-
ceeded, Norvig and Russell said,
when the Wright brothers stopped
the practice of imitating birds.

“Aeronautical engineering texts do
not define the goal of their field as
making machines that fly so exactly
like pigeons,” the two computer sci-
entists quipped, “that they can fool
even other pigeons.”

The pendulum has swung between
statistical Al, which is good at in-
tuitive judgements, such as pat-
tern recognition and object clas-
sification, and symbolic Al, which
is good at principled judgements,
such as logical reasoning and rule-
based diagnoses.

Al winters

When research by either of these
two groups hits a wall, the other
has tended to pick up the slack (and
funding).

Meanwhile, the first group tells sto-
ries of regret about the hype they
generated as they sit around the
campfire in their latest AI winter.

One such AI winter followed Fifth
Generation  Computer  Systems
(FGCS), the initiative begun in 1982
by Japan's Ministry of International
Trade and Industry.

Critics said it was a commercial flop,
while sympathisers said (much lat-
er) that it was ahead of its time.

The sympathisers were right: FGCS
spurred the development of concur-
rent logic programming.

Scientists will tell you, it is often
during the “winters” that they
make advances, perhaps because
no one else is watching and so they
can concentrate.

There was even more focus on data
throughout the 2000s, and the next
evolutionary stage of Al during the
2010s was machine learning.

So far, so good, until you see an Al
hallucination and, without warning,
the pendulum swings again.

Where we are today is with large
language models, or statistical pre-
dictions, but the next stage in AI’s
evolution will be finding ways that
best combine the two different ap-
proaches - statistical and symbolic.

There are still two separate groups
of AI scientists. There are those
working on machine learning and
computational neuroscience, who
gather at conferences like NeurlIPS,
and there is the semantic web com-
munity, who hang out every year at
the Snowflake summit.

Bridging the gap

There is, however, a third group.
They are the scientists who want to
be bridges between the other two.
As one of them said, poetically: “The
light is going to be shining on the
folks who are combining.”

The risks from re/insurers using
Al - to be better, faster, and even
perhaps, fairer — are fewer than the

risks from them not using it. The
positives far outweigh the nega-
tives, we’re told.

While pursuing the art of the possi-
ble, however, it will be better if Al
technology for re/insurance fails the
Turing test.

Why? Eugene Goostman.

Eugene Goostman is the chatbot
developed in 2001 by one Ukraini-
an and two Russian computer pro-
grammers. Eugene is portrayed as
a 13-year-old Ukrainian boy. These
characteristics are intended to in-
duce forgiveness — for grammati-
cal errors and any lack of general
knowledge - in those with whom
“he” interacts.

Eugene eventually validated Tu-
ring’s prediction that, by the year
2000, machines would be capable of
fooling 30% of human judges after
five minutes of questioning.

At a competition marking the 60th
anniversary of Turing's death, on
June 7, 2014 — three months after
Russia annexed Crimea — 33% of
the event's judges thought Eugene
was human.

The cruel irony is lost on no one. No
one with human intelligence, that is.

It would, however, be lost on Al

Re/insurers are there to do social
good, and with so much inhumanity
in the world, it would be wrong to de-
humanise their work. By all means,
have a machine crunch the data, but
let a person help the client.

Insurance is a promise to pay. No
machine could understand the senti-
ment behind that. ®

The risks from re/insurers using Al — to be better, faster, and even
perhaps, fairer — are fewer than the risks from them not using it. The
positives far outweigh the negatives, we're told. While pursuing the
art of the possible, however, it will be better if Al technology for
re/insurance fails the Turing test
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H AUTOMATION

Underwriters plot route to
automation

Algorithmic underwriting is a matter of ‘when, not if', but insurers are
taking a variety of approaches to the technology

In many ways the Lloyd’s follow
market is primed for automation:
lead underwriters will have already
structured and priced the risk and
hashed out terms and conditions,
leaving follow underwriters to de-
cide whether that risk fits their ap-
petite and portfolio, writes Francis
Churchill.

“It’s a matter of when, not if,” Mark
Allan, chief executive of Ki, Brit’s
smart follow syndicate, says. “It’s
hard to see a high-cost manual fol-
low market in the long term.”

Artificial intelligence (AI) and auto-
mation are often used interchange-
able and while the technologies can
overlap, they also have their distinct
characteristics and use cases. While
both use algorithms to turn inputs
into outputs, automated technologies

do not necessarily need to be “smart”
or to be able to learn.

When it comes to assisting with un-
derwriting decisions, many busi-
nesses are already using these tools
to manipulate and evaluate data,
triage submissions and even send
quotes to brokers. The technology is
set to become more prevalent, but
not all underwriters are using it in
the same way.

When Brit launched its algorithmic
follow syndicate Ki in 2021, the focus
was simply to stay ahead of the com-
petition. “We were looking at [dig-
italisation] as both an opportunity
and a threat,” Allan says, “the threat
being, if you’re not prepared for the
change then you can get left behind.”

For Ki, the aim was to find the most

immediate commercial value from
the technology. “A digital business
model isn’t very useful unless you’re
in a digital market, so we said let’s
focus on a commercial opportunity,”
Allan says. In lead underwriting, this
meant digitising the process and us-
ing algorithms to prepare and present
data to underwriters more efficiently.
But in follow, “there was more of an
immediate digital opportunity”.

“It can still take one or two weeks to
get follow capacity. In a traditional
process, follow capacity often comes
with conditions or requests for a dif-
ferent price and you get a small line,
with brokers running around the
market trying to get these small piec-
es of capacity placed in a really inef-
ficient way. We thought there was a
real opportunity to offer a differenti-
ated process to the broker.”
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H AUTOMATION

Ki’s algorithm uses the information
submitted by brokers to decide line
size and offer committed capacity in
asshort a time as 10 seconds. The algo-
rithms have clear boundaries around
the maximum line size they can offer,
which Allan describes as “control by
design”, and their underwriting per-
formance is constantly monitored.

Ki’s algorithms are completely auton-
omous, meaning they allocate capac-
ity without any human intervention.
While this is not the norm in specialty,
direct insurers have been doing it for
years. “That’s how they write millions
and millions of policies every year,”
Allan says. “I think we have this
mindset that because it’s different [in
specialty lines], it’s riskier in some
way. But with the right procedures in
place, it’s very, very well controlled.”

Ki expects to write $1bn in premiums
this year, excluding the additional
capacity that will be brought to the
table through its recent partnerships
with Aspens and Travelers.

On a spectrum

Several underwriters speaking to In-
surance Day describe automation as
a spectrum. At one end there is as-
sisted or augmented underwriting,
where digital tools are used to speed
up processes such as reading slips or
cleaning data. At the other are fully
autonomous systems such as smart
trackers. They all agree this was the
direction the market was going.

“I's not even about competitive-
ness. Just to be able to trade, you’re
going to have to use these tools and
datasets to help you with that under-
writing process,” says Frank Perkins,
chief executive of insurtech Inari,
which provides data and automation
tools to managing general agents.
There will still be a place for humans
in more complex and detailed under-
writing, but there is a growing num-
ber of risks that do not make sense to
underwrite individually, he says.

If an insurer knows its risk appetite
for a particular line of business and
it can find a lead that shares its out-
look, as a follow underwriter there is

“In a traditional process,
follow capacity often
comes with conditions
or requests for a
different price and you
get a small line... we
thought there was a real
opportunity to offer a
differentiated process”

Mark Allan
Ki

not a lot of value to be gained from
writing those risks individually, Per-
kins says.“I really don’t need to go
right into the details of it; I can just
look at that on a portfolio basis,” he
says. “That frees up time for me to go
to non-follow risks; bigger, chunkier
things that really require more dis-
section and analysis.” With the preva-
lence of off-the-shelf automation tools,
it will only take a couple of years be-
fore everyone is using them, he adds.

Farris Salah, head of smart follow at
Apollo, also predicts a spectrum of au-
tomation in the follow space. “There’s
room for everyone on that spectrum.
Depending on the product they want
to sell, it makes total sense for some
capacity to sit in that far end of the
automated space where they want to
write big volumes,” he says.

Apollo has placed itself in the mid-
dle of that spectrum. The Lloyd’s
re/insurer’s smart follow business,
which began writing towards the
end of 2023, runs an “added-value”
model that keeps human underwrit-
ers at the forefront. “We want to

be the first broker any market goes
to after it has its lead,” Salah says.
“That means our offering is human
delivered, with insights.”

The aim is to speed up the underwrit-
ing process while using digital tools
to provide better insights. Through
its smart follow model, Salah says
Apollo will provide brokers with a
yes or no answer along with a reason
for the decision within 24 hours of re-
ceiving a submission. “That certainty
trumps speed,” Salah says. “We’re
not trying to say, we will give you a
response within three seconds, be-
cause we don’t think that’s where the
value is. And we want to always give
a reason for our decision as well.”

To deliver that certainty of response
and accompanying insight at speed
and scale, Apollo is working with a
variety of tools to help ingest submis-
sions, structure and enrich data and
measure it against a business’s own
underwriting appetite. In marine,
for example, it uses the shipping ves-
sel’s unique International Maritime
Organization number to connect
third-party data to submissions.

When it comes to underwriting deci-
sions, Apollo uses algorithms to issue
a “quick decline” if the risk triggers
hard stops relating to its risk appetite —
for example, if it fails sanction checks.
If the risk passes this stage, it is then
assessed on “risk preference”, where
it is given a score based on a range of
factors including external data sets.
Finally, it is measured on “risk toler-
ance”, where the algorithms assess
how it fits into Apollo’s portfolio. Im-
portantly, there is an underwriter
signing off decisions at every stage.

Having a human in the loop is a con-
trol measure Apollo wants to keep.
“If you try to be too machine-based
you open yourself up to systemic mis-
takes, so, especially in the early days,
we want to keep that underwriting
control,” he says. There is also a lot
algorithms can learn from human
underwriters, who have an under-
standing of an issue beyond the scope
of the algorithm. “We’re keen to keep
that symbiosis alive,” he says.
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There are other motivations behind
developing algorithmic underwrit-
ing models beyond speed, insight and
freeing up human capacity. Salah ex-
pects cost savings to become a more
salient issue over time, especially as
improvements to underwriting per-
formance become more marginal.

“To get underwriting performance
you’ll always need good underwriters.
However, the challenge now is how
can we achieve some of that under-
writing performance at a lower cost
base through using these technolo-
gies,” he says. “It’s about how do we re-
duce our expense ratio because there
is a limit to how far we can improve
our underwriting performance.”

Benefits to reinsurers
Automation is not only for primary
underwriters to capitalise on. The
technology has many implications
for reinsurers, too.

“Al is very good at being able to intel-
ligently process huge amounts of in-
formation and deliver insight,” says
John Wingate, chief technical officer
at Envelop Risk, a cyber reinsurance
managing general agent that recent-
ly launched a ILloyd’s special-purpose
arrangement with Apollo.

As with other underwriters, Envelop
uses different tools at different stages
of the underwriting process. Unlike
primary insurance, a reinsurance
submission can contain millions of
individual policies, all of which are
structured differently and use var-
ying terminologies. One of the tools
Envelop uses standardises them into
a consistent and usable format. “It
would take literally months if we
were to do that as a human. We’ve
turned that process into something
that can be done in around 30 min-
utes,” Wingate says.

Another uses large language models
— a type of Al - to locate individual
company names and link them to
the reinsurer’s own dataset, which
has “dozens, if not hundreds” of da-
tapoints, Wingate says. Those addi-
tional insights can be fed into other
machine learning models to pull out

other data points such as loss fre-
quency, likely attack types and the
potential distribution and severity of
loss. “This provides a very rich tex-
ture to our underwriting team. They
understand the historic performance
of that cedant on a number of levels
compared to their peers and how the
market is doing overall,” he says.

Wingate stresses there is always a
human in the loop. “We will never
get to the point where that is a fire-
and-forget type task,” he says. The
underwriting team is also constantly
talking to the technology team about
the changing needs of the business
and what is possible to build and im-
plement. “We are one team. It’s not
as if the technology team would go
in, build something really clever and
throw it over the wall to the under-
writing team,” Wingate says.

Because of that, whenever there are
any issues or a need for new features,
the feedbackloops are very quick. Out-
sourcing this technology will always
limit insurers’ ability to understand
what features are important and their

“The technology has
existed to do what we're
doing now for a long
time, but there's been

a belief and adoption

by humans at scale in
the market that's really
helped accelerate and
drive things along”

David King
Artificial Labs

ability to improve their risk estima-
tion, Wingate says. “Until more insur-
ers bring that capability in-house, that
will always be the case,” he adds.

Reaching critical mass

David King, co-chief executive at Ar-
tificial Labs, an insurtech that creates
automation tools for underwriters
and has worked with both Apollo and
the London e-trading platform PPL on
their algorithms, says automated un-
derwriting is starting to reach critical
mass. Not necessarily because of the
technology itself. “It’s more of a hu-
man thing,” King says. “The technolo-
gy has existed to do what we’re doing
now for a long time, but there’s been
a belief and adoption by humans at
scale in the market that’s really helped
accelerate and drive things along.”
This has been spurred by businesses
such as Ki, which have shown algo-
rithms can work at scale, and by com-
plementary digitalisation efforts, such
as Lloyd’s Blueprint Two strategy.

Not all markets are moving in the
right direction, King says, but even
if 25% of the market were algorith-
mically placed, that would be a sig-
nificant volume. Conversations with
brokers over the past few years have
become less about whether the tech-
nologies are a fad or worth investing
in, and more about whether the part-
nerships are strategic or response
times quick enough. King says: “To
be one of the most efficient entities in
the follow space you will have to have
an element of this technology, be-
cause otherwise you’ll face expense
ratio challenges that mean you would
struggle to compete.”

This is echoed by Allan. “It’s hard to
see a high-cost follow market in the
long term,” he says. “What will sustain
is the market structure: leaders offer
quotes, sometimes they win the lead,
sometimes they don’t and will want
to be second on the slip. We need to
have a sustainable lead market and
that part of the process will operate
in the same way. What will change
is how you then place the remaining
50% to 60% of the slip and we should
be driving towards efficiency in that
part of the placement process.” ®
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B BLOCKCHAIN

Insurers
grapple W|th

blockchain

challenge

There has been limited demand for blockchain-based products in insurance
because insurers do not face the same pressures as banks for speedier or
cheaper payments, and do not issue as many asset-backed securities

There are few topics in financial ser-
vices that have excited more atten-
tion in recent years than blockchain
- even among those who don't have
a firm grasp of what a blockchain is,
writes Ben Margulies.

In the insurance sector, however,
blockchains seem to have produced
less excitement. “Insurance has
been slower in adopting DLT [dis-
tributed ledger technology] relative
to other financial services sectors
(eg, payments, market infrastruc-
ture) for a few reasons,” says Phil
Anselmino, a partner in the finan-
cial services practice at Bain & Com-
pany. Regulatory concerns, low or
uncertain demand and competing
technological priorities are among
the factors that have slowed the
adoption of DLT in the sector.

So far, insurers have made relative-
ly small investments in blockchain.
In a blogpost published in 2018,
Accenture executive Jim Bramblet
estimated the global market for
blockchain in insurance was expect-
ed to grow from $64.5m in 2018 to
$1.39bn in 2023.

By 2022, however, Boston Consulting
Group was estimating that “block-
chain technology-related revenues
for the insurance industry” was only
$425m in 2022.

Is the insurance sector really a laggard
in embracing this new technology?
And what would insurers use it for?

Not Bitcoin

DLT works by sharing record-keep-
ing across a network of computers. A
blockchain is a DLT in which each en-
try in the ledger is linked to the prior
record by a cryptographic process,
which also controls the addition of
new data in the chain.

“In a popular way, many times it is a
technology that is reduced to ‘some-
thing related to cryptocurrencies’,
when the reality is that these are
based on the blockchain for its oper-
ation, but the latter is much more,”
says Andrés Hevia, deputy director
for architecture and innovation for
the Spanish insurer Mapfre. Bitcoin,
the best-known cryptocurrency, op-
erates on a blockchain.

Hevia says the sector’s sluggish
adoption of DLT like blockchain has
three principal causes: regulation,
consortia, and lack of knowledge.
Regulators have yet to establish le-
gal bases that would allow the use of
blockchain-supported functions, and
“unfortunately, everything that has
to do with regulation is quite slow”,
he says.

Anselmino adds insurers face multi-

ple technological challenges, such as
employing cloud computing, which
can make DLT seem like a second-
ary issue. While distributed ledgers
might make insurance operations
cheaper or more efficient, the tech-
nology “doesn’t pose the same type
of longer-term disruptive threat to
the industry like DLT could in pay-
ments or market infrastructure”.

The technology has proven itself
as a way of managing business-to-
business operations and transac-
tions, Danny Chun Wong, enterprise
architect and head of global block-
chain at Allianz Technology, says.
However, customers have yet to ac-
cept DLT to the same degree, in part
because of poor user experiences
with cryptocurrency, he continues.

“Blockchain and DLT should be con-
sidered as a base layer of transactions
and value transfer highway. Once it is
widely accepted by society and gov-
ernments, insurance as one of the use
cases will come,” he says.

Oliver Suf3, head of external commu-
nications at Hannover Re, describes
the insurer’s attitude towards block-
chain technologies as “pragmatic”.
“We are not driven by technology,
but rather by our clients’ needs. And
the same applies to blockchain or
DLT in general,” he says.
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What to do with it

Wong mentions several areas where
insurers are examining the use of
DLT infrastructure, including inter-
national programmes, cross-border
business and reinsurance. He also
says consumers could verify their
identities through blockchains, via
an arrangement called “self-sover-
eign identity”, which could “poten-
tially change the ‘know your cus-
tomer’ and onboarding process of
customers, and agent/broker creden-
tial management for large insurers.”

One commonly suggested use for
blockchain is as a platform for smart
contracts. IBM defines these as “sim-
ply programs stored on a blockchain
that run when predetermined condi-
tions are met”. This could be useful,
for example, in parametric insur-
ance, which is triggered when certain
quantitative benchmarks are met.

DLT can also help speed up claims
processing and make it easier for
consortia to manage their policies,
Bain & Co’s Anselmino says. For syn-
dicates, “a platform on top of a block-
chain-enabled database can stand-
ardise and securely share relevant
information between parties and fa-
cilitate transactions”.

In 2017, Axa launched fizzy, an auto-
mated flight insurance platform that
used the Ethereum blockchain to
autonomously process payments for
flight delays. The programme ended
in late 2019 due to lack of demand.

Insurers and reinsurers could also
use blockchains to operate insur-
ance-linked securities. A Swiss in-
vestment management firm, Solidum
Partners, executed the first cat bond
settlement on a blockchain in 2017.
Hannover Re is piloting the use of
blockchain for that purpose.

Mapfre’s Hevia says DLT can be use-
ful where two or more parties need
to connect different proprietary da-
tabases, allowing them to share the
database on the ledger, rather than
undertaking tricky “conciliation”
measures or building a special shared
data collection facility.

Working in consortia

Hevia says most blockchain func-
tions in insurance require multiple
insurers working together in con-
sortia to become feasible. “The de-
velopment and execution of projects
of this type within the company it-
self is complex; when three or four
companies have to be grouped to-
gether, the difficulty increases sub-
stantially,” he says.

Several insurance firms created a
consortium, the Blockchain Insur-
ance Industry Initiative (B3i) in 2016,
to investigate blockchain use in the
sector. The alliance in time counted
majors like Aon, AIG, QBE Re, Covéa,
Everest Re and Mapfre Re as backers.

B3i eventually became an independ-
ent company. Using a blockchain
called Corda, its platform supported
a number of reinsurance contracts:
Allianz and Swiss Re placed a ca-
tastrophe excess-of-loss contract on
B3i’s reinsurance platform in April
2022. But that July, the company
filed for bankruptcy. Hevia said B3i
“has left us with great lessons that
we will be able to incorporate into
new projects as they arise”.

Another consortium, the non-profit
Institutes RiskStream Collaborative,
remains in business. Working with
Kaleido, a “blockchain business
cloud” service provider, RiskStream
has developed an insurance-specific
blockchain application called Cano-
py. The system permits users to in-
corporate blockchains into their op-
erations, and “enable data exchange
and verification for specific use cas-
es or applications”.

RiskStream and Arbol, a managing
general agent that offers insurance
policies on a blockchain platform, in-
troduced a blockchain-based tool for
parametric re/insurance smart con-
tracts called dRe in mid-2023.

Limitations

Blockchain cannot support every
function in the insurance sector. In
a 2016 report, McKinsey pointed out
that blockchain can only process so
much data. The report said that high-

speed/high-volume transactions, re-
al-time data capture, and storage of
large volumes of data “are not the
intended domains of blockchain”.

Hevia says many kinds of insurance
functions do not require DLT. “If
there is no need for traceability, im-
mutability of the data, or, even, for
extra trust in the application, there
is no need to use blockchain either.”
Anselmino agrees “there are many
applications where current data ar-
chitecture is sufficient and the addi-
tional complexity of a DLT system is
not required”.

Even where blockchain is an appro-
priate solution, regulators still have
to permit its use. Policymakers in
other industry sectors have been no-
tably hostile to crypto assets: Fabio
Panetta, then a member of the Euro-
pean Central Bank board, said crypto
was “an industry that has so far pro-
duced no societal benefits”.

Wong says “permissioned block-
chain” poses few issues, because the
users have already been vetted. “For
permission-less public chain and use
cases, it is trickier due to its globally
decentralised nature,” he says. He
adds EU regulators have become
more familiar with DLT, and have in-
corporated provisions for it in recent
legislation like last year’s Markets in
Crypto-Assets regulation, which es-
tablishes standards for crypto-asset
transactions.

The insurance sector has certainly
shown a willingness to investigate
the potential of DLT, but the failures
of fizzy and B3i suggest there may
not yet be any great demand for
blockchain-based products in insur-
ance. Unlike banks, insurers do not
face the same pressures for speedier
or cheaper payments, and do not is-
sue as many asset-backed securities.

Unlike the internet or cloud comput-
ing, DLT has not yet proven itself in-
dispensable to our modern financial
infrastructure. Only time will tell if
blockchain becomes central to the
industry’s workings, or if it is aban-
doned like Betamax and laserdisc. =
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H DIGITAL APPS

Smart medical devices and
digital health apps have
implications for insurers

The development

of wearables and
Al-enabled devices
can improve patient
outcomes, but

creates new risks

for healthcare
professionals and
device manufacturers,
write Karishma Paroha
and Jane Summerfield,
Hogan Lovells

Pivotal trends in 2024 that will af-
fect medical device manufacturers
are digitalisation via the use of soft-
ware, devices that are enabled by
artificial intelligence (AI) and the
adoption of telehealth and digital
tools for purposes such as remote
patient monitoring.

The innovation of smart medical de-
vices and digital health apps contin-
ues at pace, with a constant flow of
new products to the market such as
wearables, diagnostic monitors and
implantable devices. Established
products include wearable coin-size
blood glucose monitors with an app
to allow patients to monitor and scan
their blood sugar readings in real

time, as well as wearable blood pres-
sure monitors and pulse oximeters
that allow users to self-monitor vital
conditions and minimise hospitalisa-
tion. Under UK medical device legis-
lation, any device that uses patient
data to make a diagnosis could be
considered a medical device.

Products of the future hitting the
headlines include cutting-edge smart
implantable devices that can per-
sonalise treatment for patients with
movement disorders such as epi-
lepsy and paralysis. Ground-break-
ing research is also under way for
life-transforming smart patches,
which automatically release neces-
sary drug doses into the bloodstream
as required.

The potential benefits of these prod-
ucts are vast: more cost-effective
healthcare, increased service quality
and access, interoperability, conven-
ient mobile health and personalised
medical treatment where the real-
time diagnostic data can be accessed
by the treating medical staff to im-
prove patient outcomes and en-
hanced patient engagement.

Emerging risks

At the same time, insurers will be
considering the types of risks that
can arise. As with any technological
advancement, there is the potential
for an alleged defective design, pos-
sible inadequate warnings or po-
tentially software interruptions and
malfunctions. Risks also include, for
example, whether patients input cor-
rect data (where inputs are required)
and whether the treating doctor can
accurately use and accommodate
any new device.

The risk of bias and differential per-

formance across different patient
sub-groups also need to be consid-
ered in relation to Al-enabled med-
ical devices. Connectivity and pre-
vention of harm from cyber attacks
are also relevant risks for the insur-
er to consider.

Scale of risk is also a consideration:
an error by a doctor is likely to affect
a limited number of patients; an er-
ror in a smart medical device or dig-
ital health app could potential affect
many more patients.

UK developments

On January 9 the UK Medicines and
Healthcare Products Regulatory
Agency (MHRA) updated its roadm-
ap for revising existing UK medical
device legislation via a series of new
statutory instruments. The MHRA
is prioritising measures to protect
patient safety through enhances
post-market surveillance require-
ments, which will come into place
in 2024.

Further measures will be introduced
in 2025 including improvements for
implantable medical devices with
higher classification, resulting in
more stringent pre- and post-mar-
ket requirements for most devices,
and unique device identifiers for all
devices.

There will be greater alignment of
the requirements for medical devic-
es being placed on the UK market
with those in the EU market (for ex-
ample, cyber security requirements
for software as a medical device and
compliance with regulations and
legislation relevant to the defence of
product liability claims).

The MHRA also has a change pro-
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H DIGITAL APPS

gramme tasked with delivering a
clear regulatory framework that ad-
dresses the specific challenges and
risks presented by software and Al
medical devices. This runs alongside
its broader work on updating medi-
cal device legislation.

The UK government consulted on
its white paper on AI in 2023. The
response to the consultation is ex-
pected to be published this year
setting out policies regarding Al
and providing guidance to regula-
tors on how to deploy their existing
powers, which will feed into to the
MHRA’s software and Al as a medical
device change programme.

EU developments

Taking alook at the EU, there are also
key developments in the product lia-
bility legislation which any insurer
needs to have in mind if insuring for
risks that could arise in the EU in re-
lation to smart medical devices and
health apps.

For example, on December 8, 2023
the European parliament and Coun-
cil of the EU reached political agree-
ment on the content of the draft EU
AI Act, which prohibits Al systems
that pose an “unacceptable risk”
and increases requirements for
“high-risk” Al systems. However,
it does not contain specific liability
provisions.

It is likely to become law in mid-2024
with various prohibitions and pro-
visions coming into force at differ-
ent intervals from the end of 2024
to 2027. This is in parallel with the
proposed EU Al Liability Directive on
adapting non-contractual civil liabil-
ity rules to artificial intelligence.

Meanwhile, on January 24 the con-
solidated text for the Directive of
the European parliament and of
the council on liability for defective
products was approved by the Euro-
pean Council. The proposal widens
the scope of the existing EU Product
Liability Directive and confirms soft-
ware and products containing Al are
“products”. It seeks to ensure claim-
ants can claim compensation when
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a defective Al-based product caus-
es death, personal injury, property
damage or data loss.

It reduces the burden of proof on
consumers by including provisions
requiring manufacturers to disclose
evidence as well as rebuttable pre-
sumptions of defect and causation
where there is technical complexity.
The hope is to maintain the balance
between encouraging new tech-
nological innovation, while ensur-
ing the same level of protection for
smart product users.

Establishing liability
Apportioning and determining li-
ability in relation to smart health
devices and apps is particularly
complex. There could be potential
multiple defendants such as the
system designer, the manufacturer,
shipper, retailer, software or net-
work provider and/or professional
intermediaries such as doctors and
hospital staff.

Ultimately, much may depend on the
contract between the treating hos-
pital/doctor and those in the supply
chain of the AI technology service/
product and the relevant contractual
warranties, liability, indemnity and
limitation clauses in place.

From a causation perspective, the
patients could also be found contrib-
utory negligent for any harm suf-
fered as a result of their own failure
to care for their smart medical devic-
es and/or to use them in accordance

with the instructions. Overall, manu-
facturers are likely to bear the major
share of any potential liability and
could face huge reputational damage
and costly product liability and data
breach related group actions and
product recalls.

As the landscape of digital health
continues to evolve, smart medical
devices and digital health app stake-
holders can look to mitigate their lia-
bility risks by having robust software
design, development protocols and
post-market surveillance; reviewing
labelling, warnings and instructions
to ensure they accurately reflect
risks and performance accuracy;
and conducting global risk manage-
ment for cyber security, data privacy
including an incident response plan
for a cyber attack.

There needs to be comprehensive
compliance with existing and emerg-
inglegal and regulatory requirements
and there needs to be a re-evaluation
of insurance coverage bearing in
mind insurance policies may not pro-
vide coverage for every consequence
of a cyber attack and considering be-
spoke combined cover.

These products can transform and
improve patient outcomes. That said,
they give rise to complex potential
risks and liability issues that need to
be navigated. m

Karishma Paroha is a senior
associate and Jane Summerfield is a
partner at Hogan Lovells
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Lloyd’s List Intelligence

Seasearcher

Seaseaq rcher Advahced Risk & Compliance. -

With international sanctions enforcement increasing, it is more vital than ever to find
the right maritime risk & compliance solution for your business. With unrivalled data
and methodologies, Seasearcher Advanced Risk & Compliance enables you to quickly
and efficiently screen and investigate vessels for risk, all in one place.

Reduce your false positives, cut out the manual checks, and confidently identify
suspicious activity to stay compliant.

Market-first features include:

Identify vessels Screen vessels for
engaged in dark Q Detect dark QA risk and escalate
ship-to-ship =12 J port callings ; investigations all within
transfers the same platform

1 trillion 60+ analysts researching and
data points validating data

3,000+ reliable and 500+ agents across
trusted data sources.. 170 countries
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