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1.  
Imagine Insurance Company Ltd
We are delighted to announce that the Imagine Group are providing significant support for Syndicate 994 for the 2003 Account: more detailed information regarding their investment will be issued by way of a letter to Shareholders in due course.  Imagine’s support combined with that provided by Greenfield Underwriting Ltd and Walsham Corporate Capital Ltd produces an overall premium limit for the syndicate of slightly in excess of £40M.   A strategic underwriting review is currently being conducted.

Imagine was formed in late 2000 with a capitalisation of $200M, recently increased to $350M.  The ultimate parent is a significant Canadian financial and management services Group, Brascan Financial Corporation, based in Toronto who operate in Canada, United States and South America:  

On 2nd July 2001,  Imagine acquired Enterprise Reinsurance Holdings Corporation with operating subsidiaries in New York, Bermuda and Copenhagen and, subsequently in November 2001, Imagine opened a reinsurance subsidiary in Dublin.  The Group has a strategy of writing finite risk reinsurance and the relationship with Greenwich will enable them to develop business opportunities within the Lloyd’s Market.  

2.
Lloyd’s Capacity in 2003

Lloyd’s has confirmed the underwriting capacity for the 2003 Account at £14.4BN (2002 - £12.3BN) a 17% increase.  In a confident and upbeat assessment the Chief Executive of Lloyd’s, Nick Prettejohn, described the increased capacity as “a demonstration of powerful commercial and financial strength , in defiance of the predictions of a number of pessimistic observers.  It is testimony to the unique features of a genuine and enduring Marketplace.  It is a new record which clearly demonstrates that Lloyd’s businesses have been successful in attracting new capital.  Indeed nearly $9BN of capital has been injected into the Lloyd’s Market over the last two years”.

The injection of capital referred to by Nick Prettejohn is all the more remarkable taken against the Market performance over the last five years.  Lloyd’s own summary of results and estimates as at 30th September 2002 paints a grim picture:-

	Year of Account
	Result  % of Capacity 

	1997
	(3.0)

	1998
	(13.9)

	1999
	(21.1)

	2000 (E)
	(20.5)

	2001 (E)
	(15.2)

	Total
	(73.7)


These truly awful figures show that, regardless of the Funds at Lloyd’s requirement as a limited or unlimited Member, during the period concerned any participant’s Funds at Lloyd’s would have been more than wiped out.  Accordingly in order to trade on, in almost all circumstances, the Member concerned has had to recapitalise.  

As a consequence Lloyd’s Corporate Members have embarked on one of the largest fund-raising exercises the Market has witnessed.  Towards the end of 2002 several high profile announcements from companies such as Kiln, Amlin & Hiscox covering boosts of underwriting capacity by more than 25% with Hiscox announcing a 40% increase.  It is calculated that over £1BN has been raised in the London Equity Markets by Lloyd’s quoted entities during the last twelve months with the largest of the capital issues being by Brit Insurance with a  £204M rights issue in September.  Subsequently Beazley raised £150M in one of the few Initial Public Offerings on the Stock Exchange  in the last quarter of 2002.  The success of these capital issues in such adverse Stock Market conditions is a reflection of investor’s perceptions of the improved Market conditions.  

An alternative approach taken by some Managing Agents has been to increase their Syndicates underwriting capacity by entering into qualifying quota share arrangements with other major reinsurers.  Exact statistics relating to the volume and quantum of quota share transactions are not made public by Lloyd’s.  In its simplest form the quota shares are an annual reinsurance contract, whereby a percentage of all transactions written in a calendar year by a syndicate are ceded to the reinsurer.  There are, however, limitations and quota share can only be used to increase capacity by up to 30%.  It has been suggested that overall Market capacity in 2003 has increased by well over £1BN from this form of capital.

The number of Syndicates trading in the Market has fallen by 15 to 71.  The top 10 Capital Providers are responsible in 2003 for over 60% of the Market’s total capacity.  As a consequence the average capacity per syndicate has increased by 43% to £203M, being the largest ever average size for Lloyd’s Syndicates.  Amlin (Syndicate 2001) at £861M is the largest capital provider with a 6% Market share followed by Limit (Syndicate 2999) at £843M and ACE (Syndicate 2488) at £725M.

Remarkably, traditional Lloyd’s capital, the unlimited liability Names, whilst declining from 2490 to 2198 increased its overall participation from £1.76BN to £1.84BN: combined with other private capital vehicles, such as Namecos Lloyd’s advise overall “private participation” for 2003 at £2.70BN.  

On the reverse side of the trend some of the Market’s largest capital providers did reduce their exposure to Lloyd’s for 2003 led by XL reducing by 23% to £340M: ACE reducing by 19% to £725M and St. Paul cutting back by 16% to £438M.

ACE has argued that Lloyd’s is no longer the best place to access certain lines of business and has launched an underwriting entity within the London Company Market, whilst XL claim that they no longer need the network of Lloyd’s overseas licenses to write some of their business .
3.
Franchise – Latest News

There have been a number of developments following the appointment of Lloyd’s first Franchise Performance Director on 20th December 2002 (see www.greenwichgroup.co.uk for details).  Rolf Tolle will take up his new position in March and will report to the Franchise Board chaired by the new Lloyd’s Chairman, Lord Levene.  Executive Directors on the Board include Nick Prettejohn, the Lloyd’s Chief Executive and Andrew Moss, Director of Finance and Operations.  Representatives from the Market include Stephen Catlin, Chairman of Catlin Underwriting Agencies Ltd, Edward Creasy, Chief Executive of Kiln and Andrew Kendrick, Lloyd’s Underwriter for the Bermudan insurer ACE.  The external Non-Executive Members of the Board are Roy Brown, a former senior manger with Unilever, Judith Hanratty, Company Secretary of BP, Stephen Hodge, a former Director of Finance at Shell and Jim Stretton, Head of UK Operations at Standard Life.  The objectives of the new Board include:-

· To make Lloyd’s the preferred Market for policyholders, brokers, underwriters and capital.

· To create and maintain a commercial environment at Lloyd’s in which the long-term return for all Capital Providers is maximised.

· To create a disciplined marketplace of well managed businesses.  


As Franchisor Lloyd’s will…….

· Set target level of profitability for the Market over the cycle.

· Publish guidelines for franchisees.

· Define business planning process for syndicates.

· Approve Business Plans and monitor performance of syndicates against plan.

· Respect confidentiality information supplied by franchisees.


In return the Franchisee will……..

· Owe a duty to the franchisor to operate its business in accordance with the franchise principles.

· Promote and protect:-

· Brand and reputation, including standards of service.

· Security behind Lloyd’s policies and its ratings.

· Lloyd’s licenses.

· Prepare an annual Business Plan for each Syndicate in accordance with the long term profitability target and the guidelines.

2003 Business Plans have been received from all Managing Agents and review meetings have been held as part of a consultative process prior to a more rigorous implementation of the proposals for 2004.  Alongside these developments the Lloyd’s Risk Management Department (formerly The Regulatory Department) has been restructured such that it can focus on risk issues only, that is issues that will adversely impact the Market and/or individual Syndicates.  Meanwhile other regulatory functions have become the responsibility of the Financial Services Authority.  

The test of the franchise principle will not come in the current “hard” market conditions: it will need to demonstrate its strength during the early phase of the next “soft” part of the underwriting cycle where business should be turned away rather than underwritten.  An indication of the new Franchise Performance Director’s views was provided at a lecture given by Rolf Tolle in January when he said:- 

“The Market needs to ask itself whether there were any lines of business that should be rejected by Lloyd’s.  Lloyd’s should not be writing any lines of business that can only be profitable through investment income”.

He also added that the Franchise Board would carefully monitor Syndicate performance and gave a warning to all Managing Agents that he would not fail to use his powers of enforcement if necessary.  

4.
Lloyd’s Members’ Agency Services Ltd

Consistent with the Greenwich Group Strategy the final transfer of Names’ unlimited liability underwriting administration took place in February.  The Grenville IV Names who resigned their underwriting membership of Lloyd’s at 31st December 1999 represented the final tranche of Names for whom Greenwich Lloyd’s Underwriting Ltd was responsible: this company now becomes “dormant”, whilst remaining a registered Lloyd’s Members’ Agency.  If any shareholders should have any questions in relation to this development, please contact Christopher Hodgson. 

5. 
Market Conditions

The latest Quarterly Business Report (30th September 2002) contains the following key data:-

· All Markets expect rate rises to continue although Motor “appears to be flattening” and Aviation is “seeing some decreases in certain sectors”.  

· The Lloyd’s Policy Office shows average premium per transaction up by 23% on 2001.

· Gross premium projection for 2002 amended from £12.8BN to £13.4BN (2001 - £11.6BN).

· At nine months, all classes are reporting their lowest net loss ratio since 1996.

· After nine months of the calendar year overall actual costs are slightly higher than the budgeted levels for 2002.

A recent report by Lloyd’s Brokers, Heath Lambert has analysed the rate increases being applied to various parts of the underwriting market.  Both in the US and UK liability rates, specifically those applying to professional indemnity, are increasing by between 15% & 100% with, in some instances, higher rate increases in the UK for employer’s liability.  Following significant marine losses in 2002, both insurers and reinsurers have seen significant rate increases with capacity restraints being experienced in the associated energy market.

Heath Lambert reported, as was noted in the latest Lloyd’s Quarterly Business Report (see above) that some airlines were receiving rate reductions in the latter part of 2002.  Although the same airlines experienced substantial rate increases following the tragedy of 11th September 2001, it seems remarkable that there have been any decreases.  

In general, policyholders can expect to pay further increase in premium in most classes of business.  Swiss Re calculate that the insurance market has lost more than $200BN since 2000, and with only $30BN having been reinvested in the Market, there has been a considerable erosion of the capital base exacerbated by falling investment returns and the need to increase reserves for liability claims.  Most market observers believe that the current strong phase of the market has some period to run.  
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Please remember to visit our website.  Your comments are always welcomed
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