"Smart" Underwriting: The Wz{y/
to Weather a Lengthy Soft Market

ACE Executive Predicts Looser Pricing, Terms, Conditions;
Trends Expected for 3-5 Years

BOSTON — A smart and diligent underwriting strategy will be the key to
navigating a soft market that is likely to continue for the next three to five
years, according to Wolfgang Friedel, vice president of property and specialty
lines at ACE USA.

"The market in 2008 and beyond will not be a good one." Friedel recently
told members of the Boston Chapter of the CPCU Society, "You have rates
that are dropping anywhere between 10 to 15 to 20%. It's not a fun place
for underwriting. So what do underwriters do? Smart underwriters look at
selection.”

Friedel told members of the Boston CPCU Society that in the first and second
quarter of 2008, insurers would not retain the same returns and deductions you
got last year. He said insurers must manage their expectations.

"The eritical thing in the perfect storm is to understand the numbers behind
it," he said.

Pricing Declines
2007 saw the most rapid pricing decline in market history, Friedel said.

"If you look back to the mid ‘%0s we had a consecutive decline in markets start-
ing in 1987 all the way up until 2001," he said. "By the time 2001 came around,
it was virtually impossible to make money in the property market. When 9/11
came around it changed everything overnight. And then Katrina came along, -
and Wilma, and it still disappointed everything.”

In 2006, the industry's combined ratio was 93%. "Anytime you have a 93% indus-
try combined, it is starting to get cheap,"” Friedel said. The anticipated industry
combined for 2007 is stagnant at approximately 93% or 94%, he noted.
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"From a property perspective the market
should be moving in the second quarter,”
Friedel said. "It's all lines of business
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essentially that are changing."

Saving Reserves

The tell, Friedel commented, would be
how the property catastrophe market
plays out over the next few months,
and how well insurers retain organic
growth,

"Most companies in 2007 continued to
be successful based on their organic
growth." he said. "There was very little
merger activity. 8o we have to continued
to deal with the same operations with
the same companies. Most companies
will be making an underlying profit
anywhere between 2 and 10%."

Friedel noted that ACE USA is look-
ing at the organic growth of insurers
across the board and noting how selec-
tive acquisitions will replace organic
growth. The insurers that are best able
to manage their expenses will be the
most successful in competition in 2008
and bevond, Friedel said.

Friedel said that insurers should start
to release reserves in the end of 2008
and into 2009,

"Companies are starting to release re-
serves to cover things over and that
will last a year or two," he said. "2007
was even from a reserve perspective.
The first thing that goes are prices,
~then there’s limits creeping up, deduct-
ibles will be coming down and terms
and conditions will be changed — and
that's the stinkiest one of them all.
You don't know what it really does to
you. I expect limits kicking up, and
terms and conditioning softening in
certain places."

Pick and Choose

Friedel said the most important deci-
sion underwriters make wil be their
business partners.

"If I'm doing business with a company
that T can deal with, that I can com-
municate with on a cooperative basis,
that's the type of company I want to do
business with, especially in this market,"
he said. "The closer you get to your
carrier in this marketplace, the better
it will be in this marketplace.”

The best way to grow business in 2008,
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Friedel advised, was to investigate
potential opportunities overseas.

"We are pressured to show growth and
profitability, and growth will come to open-

ing to markets overseas," he said,

Evaluate Beforehand

When it comes to ACE USA's under-
writing process, Friedel said that he
thinks it is better for all parties involved

to fully evaluate the risk before the

policy goes into effect.

"We have been pushed by some of
our colleagues on the broker side to
respond faster with our quotes,” he
said. "We model every exposure be-
fore we commit to capacity. We know
exactly what we underwrite before we
quote it and before we put it on the
books. We know how it impacts our

portfolio. Others model, but they model ﬁ""
- after the fact. There are two different

approaches. We model first. We know
we can stand behind it."

Friedel added that a smart underwriter
knows when to walk away from a bad
risk.

"A disciplined underwriter understands
the risk and knows when to walk away,"

«vr







