
CHIEF EXECUTIVE’S REVIEW

BALANCING
RISK AND 
REWARD
Good underwriting remains 
paramount, as does our ability to 
act quickly and nimbly to changing 
conditions and our preparedness to 
closely match our capital to the 
opportunities available to us.

Did Lancashire perform as you expected in 2016?
We’ve had a good set of results for 2016 with an RoE of 
13.5 per cent and a combined ratio of 76.5 per cent. Whilst 
these figures are the product of our disciplined underwriting 
and risk selection, they do tend to mask a difficult trading 
environment. I have spoken regularly about the current 
over-supply of capital and the resulting imbalance which  
this generates, leading to downwards pressure on pricing  
and coverage terms within the international insurance and 
reinsurance markets. Those conditions persisted in 2016, 
influenced in part by another year of modest catastrophe 
losses across the insurance industry. There has been little sign 
of improvement as we enter 2017, other than some evidence  
of a slowing of the rate of decline in pricing, principally in  
the property catastrophe reinsurance lines.

Are these market conditions ‘the new normal’?
I firmly believe that the insurance business is cyclical. We are 
now trading through what I consider to be a low point in the 
cycle. For a moment in early October 2016 the world watched 
as Hurricane Matthew caused devastation and tragic loss of life. 
It moved through the Caribbean to then skirt along the Florida 
coast and make landfall in South Carolina. As events developed 
the trajectory took the storm towards less densely populated 
areas. What might have been a major loss to the industry, in 
excess of those losses we have seen in recent years, in fact 
caused insured losses of a more attritional nature. There was 
erosion of earnings rather than serious capital impairment. 
However, Matthew illustrates that the market is operating  
at the very margins of profitability and that any material 
catastrophe loss could result in meaningful capital impairment. 
Macro-economic conditions and capital flows will change and 
catastrophe loss events will occur. Sooner or later the balance 
of capital and underwriting opportunity will readjust.

Has Lancashire’s strategy changed in the face of 
the current market challenges?
Lancashire’s strategy has remained constant, but our  
tactical implementation of strategy has changed over time,  
to rebalance the risk and return equation, to address current 
market conditions. Our strategy remains: to balance the risk 
that we assume against the potential return; to exercise our 
experience and be professional in our underwriting; and to 
demonstrate nimble capital management throughout the 
insurance cycle. During 2016 this meant that our underwriters 
worked hard to service the ongoing needs of our clients, whilst 
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showing discipline on both pricing and terms of coverage. On 
the other side of the equation, reinsurance can be an efficient 
form of capital management which allows us to maintain or 
reduce our aggregate risk exposures. This inevitably depresses 
returns in the current market, but I am confident that our 
tactical implementation of strategy will enable Lancashire to 
manage this stage of the cycle, protect its balance sheet, and 
meet the challenge of the next market moving event, when it 
does come. Our business is equipped with the right expertise 
and relationships, with our clients, their brokers and our capital 
providers, to remain a relevant and important provider of 
insurance and reinsurance solutions, wherever we find 
ourselves in the insurance cycle.

What are your plans for Lancashire’s Lloyd’s 
platform for the coming year?
In late December 2016 we welcomed Jon Barnes as the new 
designated Active Underwriter for Syndicate 2010, and last 
autumn we appointed John Spence as the Active Underwriter 
for Syndicate 3010. We have also appointed a further four  
new underwriters, Heather McKinlay as the CUL CFO,  
Emma Woolley as CUL’s Director of Compliance and we have 
promoted Adam Beardon to the role of CUL CRO. Andrew 
McKee will join as the new CEO for our Lloyd’s business in 
June 2017. I am particularly pleased to have attracted individuals 
of such high calibre, as it demonstrates Lancashire’s ability  
not only to cultivate home grown talent but also to attract  
the very best people from across the industry. Peter Clarke  
has described the parallel work which has been carried out  
in renewing and refreshing the CUL Board (see page 43). 
Therefore, as we enter 2017, Cathedral continues to be a 
Lloyd’s business not only with a reputation for its underwriting 
expertise, client service and ability to generate returns for its 
investors, but with a reinvigorated board, management and 
business team more closely aligned to Lancashire’s thinking 
and strategic objectives. These changes have not come easily, 
but the work of rebuilding has begun to create a business with 
more open lines of communication, better integrated strategic 
thinking and improved management and governance.

Does Lancashire remain distinctive?
We are still different to our competitors. Lancashire has had 
some excellent results over many years, but my management 
team is not interested in accolades, rather in identifying the 
challenges of the present moment and doing what needs to be 
done quickly and effectively. Our headcount remains around 
200 globally and that helps promote a very lean and nimble 
business culture. Without cutting corners we still have the 
ability to move very quickly to develop opportunities and/or 
address areas of risk. There is a ‘can do’ attitude amongst our 
employees who like our culture and working environment and 
the financial rewards and career opportunities that they can 
bring. I also believe that our business structure, with respected 
Lancashire (re)insurance operating companies in London and 
Bermuda, our Lloyd’s platform and the Kinesis third-party 
capital management facility, gives us the ability to trade on  
at least equal terms with competitors who may operate far 
more complex and intrinsically costly businesses.

What are the biggest threats and opportunities  
for Lancashire?
I have already spoken about the corrosive effect of excess 
capital in our sector. There has been much debate around the 
threat of ‘disruptors’ within the insurance industry, whether 
that is through alternative technologies, forms of distribution, 
underwriting or capital. Change in one form or another is  
a certainty, but I believe that Lancashire’s commitment to 
offering bespoke, tailored specialty insurance products to our 
clients will help mitigate these threats. The ability to add value 
in a transaction and to service client requirements will remain 
central to our future success. To that end we will continue  
to service and protect our core book of business and seek to 
retain and reward all those people who are key to the success 
of our operations. This requires patience and discipline.  
The last couple of years have seen instances of insurance 
businesses effectively changing themselves through mergers 
and rationalisation of existing operations. That approach may 
buy time for some. However, the insurance industry cannot 
afford to operate on such tight margins over the longer term, 
in particular faced with the threat of a material upturn in 
global insured catastrophe losses, which will materialise sooner 
or later. Lancashire is ready for that moment of opportunity.

“Our business is equipped with the right expertise 
and relationships, with our clients, their brokers 
and our capital providers, to remain a relevant 
and important provider of insurance and 
reinsurance solutions, wherever we find 
ourselves in the insurance cycle.”

Alex Maloney
Group Chief Executive Officer
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OUR STRATEGY

MAINTAINING
CONSISTENCY

OUR STRATEGY
The Group executes its strategy by concentrating on three strategic priorities that  
enable the Group to meet its goal of maximising risk-adjusted returns for shareholders: 
underwriting comes first; effectively balance risk and return; and operate nimbly through 
the cycle. These strategic priorities enable the Group to serve clients and brokers with 
significant capacity across the cycle, not just in the core business the Group aims to renew 
every year, but also in times or in areas where capacity is scarce: the opportunistic part of 
the Group’s portfolio. The Group maintains a lean structure and keeps overheads under 
strict control so that resources may be refocused quickly. The Group tests its assumptions 
and performance constantly through its structure using its daily underwriting calls or 
exception reporting to management, its fortnightly RRC meeting with all disciplines 
within the Group represented, and a series of supporting committees at management 
and Board levels. The Group’s risk function and internal audit supply challenge  
and assurance to management and the Boards through a simple and continuous 
reporting process.

OUR CULTURE – THE BEDROCK OF OUR STRATEGY
Lancashire encourages a culture of cooperation and respect based on open 
challenge. This can be seen clearly in the LICL and LUK daily underwriting and 
marketing call where junior and senior underwriters debate the risks they want to 
write and their fit to the portfolio and market. It also characterises the Group-wide 
RRC which brings together underwriting, actuarial, modeling, finance, treasury, 
risk and operations to challenge the assumptions used in all areas of our business.

Cross-cycle  
return of risk-free plus 13%

Profitable 4 years out of 5

Peak-zone  
PML limits  of 25% of capital

Effectively balance 
risk and return

Operate nimbly 
through the cycle

Underwriting  
comes first

SHAREHOLDER 
RETURN

Description

UNDERWRITING COMES FIRST

We focus on maintaining our portfolio 
structure, with the bulk of our exposures 
balanced towards market moving events, and  
a strong commitment to core clients. We use  
the principle of peer review throughout the 
Group, usually pre-underwriting for LICL,  
LUK and Kinesis, the platforms that accept 
larger net exposures, and post-underwriting at 
Cathedral, with its much smaller net exposures.

EFFECTIVELY BALANCE RISK AND RETURN

By bringing together all our disciplines 
– underwriting, actuarial, modeling, finance, 
treasury, risk and operations – at our fortnightly 
RRC meetings, we are able to look at how 
different parts of our operations are working 
together. We stress test our business plans and 
gauge where we can be most effective without 
undue volatility.

OPERATE NIMBLY THROUGH THE CYCLE

As capital continues to accumulate in the  
(re)insurance market, the need to be nimble  
is more important than ever. This means  
being ready to deploy capital quickly when 
it is needed, and having the discipline to  
return it when it is not.
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Achievements Performance Associated strategic risks

We have reduced our written 
premium and PMLs by turning 
down under-priced business,  
whilst retaining our core book.

We have grown the number of 
Kinesis investors and the number 
of cedants to double figures.

At 1 January 2017 Cathedral was 
successful in renewing its business, 
despite intense competition.

COMBINED RATIO

76.5%
A market leading combined 
ratio, even in difficult 
markets, evidencing  
the continued focus on 
underwriting, superior  
risk selection and  
portfolio construction.

GROSS PREMIUMS WRITTEN

$633.9m
We focused on protecting  
our core portfolios, but 
maintained the discipline  
to decline or re-structure  
our participation on 
under-priced or poorly 
performing business.

The key risk in the current market 
phase is the loss of relevance to 
brokers and clients. With so much 
surplus capacity, insurers need to 
have a unique selling point. For 
the Group, that is found in its 
mixture of underwriting capacity, 
leadership capability, significant 
reinsurance expenditure and 
multiple balance sheet options.

We have had to reduce income  
in some areas of our business in 
response to a weakening market. 
However, we have been able  
to find substantial outwards 
reinsurance opportunities that 
allowed us to mitigate some of  
the effects of price reductions,  
and reduce our net exposures 
until the time is right for us to 
retain more risk.

RETURN ON EQUITY

13.5%
A good result despite a 
challenging market and  
the incidence of risk  
losses, helped by our 
improved outwards 
reinsurance programme.

PROBABLE MAXIMUM LOSS

$157.5m*
We continued to reduce our 
exposure to key catastrophe 
perils as the market has 
become more competitive, 
demonstrating our discipline 
and nimbleness.

*  1 in 100 year Gulf of Mexico Hurricane 
expected net loss at 1 January 2017.

The key issue for Lancashire is to 
continue to serve our clients and 
brokers with significant capacity, 
whilst ensuring that the portfolio 
is balanced. This means constantly 
re-assessing our business mix, and 
testing key risk assumptions.

Lancashire renewed its 15 per cent 
disapplication of pre-emption 
rights at the 2016 AGM to assist 
potential future capital raises.

PERCENTAGE OF 
COMPREHENSIVE  
INCOME RETURNED  
TO SHAREHOLDERS

113.3%
Lancashire continues to 
exercise the discipline of 
giving back capital it cannot 
profitably deploy, but remains 
open to new opportunities.

DIVIDEND YIELD

10.5%
Whilst buying back shares  
can be a part of right-sizing 
capital, special dividends 
allow the Group to make 
substantial capital 
adjustments when  
these are justified.

Lancashire has developed an 
expectation among its shareholders 
that it will produce a consistent 
return and pay ordinary dividends 
and special dividends when  
it makes sense to do so. All 
shareholders understand that  
in hard markets Lancashire will 
retain, and even raise, capital  
to take full advantage of 
underwriting opportunities.

     Read more on page 21 Read about our Risk Management on 
page 31
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