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Superstorm Sandy was the eighteenth named storm and the tenth hurricane of the 2012
Atlantic hurricane season and has caused substantial damage to parts of New Jersey, New York,
Pennsylvania and twenty one other states.



From the underwriters’ perspective, this is an especially complicated loss and estimates of the
final cost are fraught with uncertainty at present. This bulletin explains some of the issues and
the likely implications.



Sandy is not “market changing”, but it will certainly be market influencing, with ramifications in
the catastrophe reinsurance arena in the short term and in the direct insurance market in the
medium term.



Sandy may well halt the expected decline in rates for property catastrophe reinsurance in the
US.

Although Sandy was no longer packing hurricane strength winds by the time it made landfall at
Atlantic City in New Jersey early on the morning on 29 October, it was described by the local media as
a “Superstorm”, almost 1,000 miles in diameter (some sources say this is the largest on record) and
with sustained wind‐speeds of more than 90 mph.
The storm coincided with full moon high tides, and caused a storm surge measured at more than 4m
(13 feet) which swept into parts of New Jersey and New York, including Lower Manhattan. Sandy's
barometric pressure at landfall was 946 millibars, tying with the Great Long Island Express Hurricane
of 1938 as the most powerful storm ever to hit the Northeast USA. More than 100 people are dead or
reported missing in the US. Damage was reported in 24 separate States, from Florida in the South to
Maine in the North.
Sandy had earlier left a trail of destruction across the Caribbean, killing 54 in Haiti and leaving 200,000
people homeless. There were eleven reported deaths in Cuba, two in the Dominican Republic, two
more in the Bahamas and one in both Jamaica and Puerto Rico.

The table below shows the ten largest windstorm insured losses. It can be seen that, although
Sandy’s wind‐speeds were lower than all of the other events, it affected a much larger population
and was more destructive in terms of death toll than any loss other than Hurricane Katrina. It is
also likely that it hit more higher‐valued properties than the storms that have hit the Atlantic and
Gulf States in the past.

Event

Superstorm Sandy
Hurricane Katrina
Hurricane Andrew
Hurricane Ike
Hurricane Ivan
Hurricane Wilma
Hurricane Rita
Hurricane Charley
Typhoon Mireille
Hurricane Hugo

Date

Oct‐12
Aug‐05
Aug‐92
Sep‐08
Sep‐04
Oct‐05
Sep‐05
Aug‐04
Sep‐91
Sep‐89

Insured Loss
($bn)1

Victims2

Max wind
speeds 3

?
74,686
25,641
21,141
15,350
14,468
11,625
9,583
9,322
8,292

199
1,836
43
136
124
35
34
24
51
71

90
125
115
120
125
120
120
147
105
130

Estimated
Population
impacted 4
108,000,000
40,000,000
24,000,000
36,000,000
24,000,000
19,000,000
45,000,000
19,000,000
50,000,000
14,000,000

Notes
1
source Swiss Re and Sigma Research, inflated to 2011 values
2
source Swiss Re and Sigma Research (except Sandy, sourced from Washington Post 11/11/2012)
3
reported maximum sustained wind‐speeds over land, source AIR Worldwide
4
estimated population beneath storm track, source AIR Worldwide
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Forecast Levels of Loss
The total cost of the loss to the insurance industry has assumed an important role for a number of
reasons. The first is entirely practical; there are many reinsurance policies and catastrophe bonds
that are triggered by the quantum of a market loss. Second, many of the primary insurance
companies will know their market share in each State and will be able to benchmark their overall
exposure according to the cost to the overall market. A third reason is psychological; a large loss
will change the mindset of the industry, destroy some of the surplus capital and probably begin an
upswing in rating levels.
The size of the overall loss is also significant in that many reinsurance programmes are triggered
between market losses of $10 billion and $15 billion. At less than $15 billion, much of the loss is
retained by primary insurers, which will include some Lloyd’s syndicates’ direct and facultative
writings (including those assumed under binding authorities). As the loss moves up in scale,
reinsurers come more into play. At lower levels, it will be described as an “earnings event”,
wiping out one or more quarters’ profit. Medium sized losses could cause the company to declare
a loss for the year, but the largest losses may threaten the viability of some companies and will be
described as “capital events”, with new capital needed to be raised. No industry expert we have
seen is suggesting that Sandy losses are anything but an earnings event.
Unlike in the rest of the world, where the size of a market loss is largely estimated by analysts
studying insurers’ annual returns and publically / privately disclosed information, in the US there
is a formal methodology of collating and publishing overall loss costs. The Insurance Services
Office runs the Property Claims Services (PCS) Catastrophe Loss Index. It contacts insurers, loss
adjusters, brokers and public officials and gathers data on loss volumes and aggregates. It
publishes a market loss estimate in the weeks following an event and continues to resurvey this
population until the estimate is considered fully developed. In some instances, this process has
taken up to two years.
A number of organisations have made their own estimates of the total damage and insurance loss
inflicted by Sandy. These include catastrophe modelling firms, insurers and reinsurers, brokers
and government officials and the information they provide ranges from detailed analysis of wind‐
speeds, construction types and population densities to more speculative comment based on gut
instinct and industry experience. A recent report published by Guy Carpenter entitled Superstorm
Sandy: Initial Impacts and Implications included the following table.

Company

Insured Loss Estimate

Date of Estimate

AIR Worldwide (catastrophe modeller)

$7 billion to $15 billion

31/10/12

1

Dowling & Partners (equity research
boutique)

<$20 billion

05/11/12

2

Endurance Specialty Holdings Limited
(reinsurer)

$15 billion

01/11/12

3

EQECAT (catastrophe modeller)

$10 billion to $20 billion

01/11/12

4

Risk Management Solutions (RMS)
(catastrophe modeller)

No estimate made

02/11/12

5
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Note

Notes
1.

Does not include losses paid out by the National Flood Insurance Program (NFIP), resulting
from the compromise of existing defences, the flooding of tunnels and subways, uninsured
properties, infrastructure, states distant to the storm’s centre, extra‐contractual obligations,
hazardous waste clean‐up, vandalism, civil commotion, other non‐modelled losses and losses
for US offshore assets and non‐US property.

2.

Expect initial reported losses will likely not equal “ultimate losses”. At a $20 billion market
loss, Sandy should help North American pricing on the margin but it won’t “turn” the Market.

3.

CEO David Cash said “its my sense today that economic damage in excess of $30 billion and
insured losses in excess of $15 billion are quite plausible”.

4.

Insured losses would be in the range of $10 billion to $20 billion, with total economic damage
rising to $30 billion to $50 billion. Most insured losses will be triggered from business
interruption losses.

5.

“It is evident that Sandy’s impacts are widespread and multiple, with mounting super‐cat like
elements. The event is still live and several variables are yet to play out. Consequently, it
remains too early to provide a reliable estimate of the total insured losses”.

Subsequent to the publication of this report, RMS has issued a report (14 November) which
estimates the insurance industry insured losses at $20 billion to $25 billion, excluding losses to the
NFIP.
Lloyd’s insurers have been more cautious, and have given little guidance on their overall expected
losses in the recent round of interim management statements.
On 5 November, Hiscox said “We have not received any material notifications of claims from our
insureds at this stage which makes it too early to produce any meaningful estimate of claims from
Sandy.”
By the end of the same week (9 November), Beazley was no more revealing, stating: “Sandy has
just occurred and will result in a material loss to the insurance industry. It is not possible to
quantify the impact on Beazley at this stage.”
Catlin was just as opaque on 12 November when it said “The losses caused by Hurricane Sandy are
complex to assess, given the sheer size of the storm and the many different types of claims it has
created. Like the New Zealand earthquake, Japanese earthquake/tsunami and Thai floods in
2011, existing catastrophe models are unlikely to predict the quantum of insured damage with a
high degree of certainty. The losses to Catlin are expected to be clearer when the Group reports its
2012 full‐year results.”
Amlin was no more illuminating in its interim management statement of 15 November when it
said “Given the timing and magnitude of the event, and the fact that ongoing disruption in the
affected area means information is limited, Sandy's impact is still to be determined. However, a
favourable first nine months means we are well placed to absorb claims.”
One underwriter described this as the “cheating phase”. That is to say, there is no incentive to
come out with an accurate estimate at this stage, especially if it looks out of line in comparison to
peers. A larger than expected loss will result in the company being punished by both stock
markets and reinsurers. He said he expects it will not be until the January 2014 renewal season
(i.e. in twelve months time) that underwriters own up to their true exposure.
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Lloyd’s Realistic Disaster Scenario (RDS)
All syndicates are required to model the impact of a hurricane making landfall in New York State
and generating significant loss in New Jersey, Connecticut, Massachusetts, Rhode Island and
Pennsylvania, as part of their business planning process. This RDS is part of the ‘Two Events’
scenario and identified in Argenta’s 2012 Lloyd’s Syndicate Profiles book as ‘Two Events – North
East Windstorm’.
The loss is modelled as a market event costing $80.5 billion, made up of $47.5 billion residential
property and $30.5 billion commercial property, $1.75 billion auto and $750 million marine.
Syndicates are also required to consider any impact on specie, fine art, personal accident,
aviation, liability and contingency (including event cancellation). Lloyd’s lists three major ports
and eleven major airports that should be considered in making the return.
Syndicates are also required to model both demand surge (the increased cost of repairs following
a major disaster due to scarcity of both labour and materials) and storm surge (abnormally large
waves driven inland by high winds).
Given the complexity, Lloyd’s does not ask syndicates to include an analysis of projected
contingent business interruption losses in the RDS returns, although primary business interruption
losses are included. The returns prepared for the $80.5 billion North East Windstorm RDS for
2012 showed a projected net loss for the Market portfolio at 16.9% of capacity. The Market
portfolio comprises all the participations of non‐aligned members advised by members’ agents and
so gives a meaningful average of the likely expected loss across all members’ portfolios. Individual
figures may vary according to the portfolio of supported syndicates.

Major Loss Report
Lloyd’s has asked all syndicates to make a major loss return on their expected exposures to Sandy.
This is a routine exercise which is carried out following all major losses. Last year, Lloyd’s issued
questionnaires in respect of the following losses: flooding in Australia, the New Zealand
earthquake, the earthquake and tsunami in Japan, and the floods in Thailand.
Lloyd’s has asked managing agents to make their returns based on industry losses of $12 billion
and of $25 billion, as well as providing details of how they have arrived at their own assumptions
of loss. The deadline for submission of the completed questionnaire to Lloyd’s is 12 December.
Lloyd’s usually issues what appears to be a prudent overall loss estimate some weeks after the
return of the submissions, so we would not expect an announcement until the New Year.

Coverage Issues
Flood v. wind v. wind driven water
Large and complex losses of this type inevitably bring difficulties in settling individual claims. The
storm surge will have produced a large number of flood losses. Flood insurance for residential
property is usually obtained from the NFIP, which is a government scheme, although some
homeowners do buy cover in excess of the NFIP programme in the private market.
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The NFIP also offers cover to owners of commercial property, although the maximum amount
available is $500,000 per property, which is insufficient for many buyers’ needs. Commercial
insurers may provide flood cover in excess of the NFIP limit, although some buyers may either
extend coverage on their standard programme, or buy wraparound ‘difference in conditions’
cover from a different insurer.
For both residential and commercial property, standard cover includes windstorm damage and
wind‐driven water damage. The latter is defined as water damage before the water comes into
contact with the ground. These subtle differences can have big implications as regards which
insurer becomes liable for a loss. It becomes essential to establish the exact sequence of events.
For example, was the building damaged by wind before the flood waters arrived? Following
Hurricane Katrina, some insurers found themselves liable to pay for flood damage which they
believed should not have been covered under standard policies. However, underwriters have
suggested to us that to rely on exclusions and policy semantics is unlikely to be successful when
there is little or no alternative coverage. The New Jersey and New York courtrooms are not noted
for their sympathy to alien insurance companies when it comes to interpretation of policy
wordings.
Deductibles
A number of insurance commissioners (including those in Connecticut, Delaware, Maryland, New
Jersey, New York, Pennsylvania and Rhode Island) have already announced that, as the hurricane
force winds had subsidised prior to Sandy making landfall, hurricane deductibles are not
applicable. Hurricane deductibles are normally expressed as a percentage of the building’s total
insured value, and reduce the insurers’ liability when compared to the standard policy deductible,
which is expressed in US Dollars. This could significantly increase the total cost of the loss to
insurers.
(Contingent) Business Interruption
In order to qualify for a business interruption (BI) claim, a policyholder must suffer an actual
physical loss to his property in consequence of a peril covered under the policy. Some
policyholders extend this cover to contingent business interruption (CBI), covering loss of profits
in cases where a supplier’s premises is damaged by an insured peril.
A wide variety of businesses have been impacted by such a large loss. BI has historically been one
of the most difficult components of a loss to quantify. The length of time during which businesses
are without power, together with the number of policyholders making claims, will increase the
delay in getting businesses up and running in the aftermath of the storm and will increase the size
of the BI/CBI component of the loss. Note, however, that being without power, or your supplier
being without power, is by itself insufficient to give rise to a claim.

Impact on Lloyd’s Results and Current Estimates
We have received a number of updated forecasts for the 2010 and 2011 years of account from
managing agents, and are expecting the complete run by the end of November. The forecasts will
be based on figures as at 30 September (Q3), so will not include any detail on Sandy. However,
given the timing of the event, we anticipate that the majority of the loss will fall on the 2012
underwriting year.
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There will be limited impact on the 2011 account via late attaching insurance renewals, some
risks‐attaching reinsurance programmes and through business accepted under binding authorities
and lineslips, where the master policy incepted in 2011. That said, we do not currently see this as
sufficient to change the overall forecast ranges for 2011.
We will recast our 2012 forecast results on receipt of the Q3 figures. The figures included in
Argenta’s Lloyd’s Syndicate Profiles, published in August, included substantial loadings for
unexpired catastrophe risk. 2012 has been a year light on catastrophe losses, with major losses
adding just 3.4% to the Market’s combined ratio at the half‐year stage (on a Generally Accepted
Accounting Principles (GAAP) basis). 2011’s catastrophe toll added 25.5% to that year’s combined
ratio and 2010’s catastrophes 12.7% on the same basis.
In speculating on the impact of Sandy on the Lloyd’s Market, analysts compare Lloyd’s share of
previous major losses, historically around 10%. So, if Sandy reaches $25 billion, its share will be
$2.5 billion or £1.55 billion (based on a rate of exchange of £1.00:$1.61). Lloyd’s announced a
profit of £1.53bn for the first six months of 2012, so on those numbers it seems unlikely to cause
Lloyd’s to declare a loss for the 2012 year on a GAAP basis.

Impact on Reinsurance Markets
Prior to Sandy, reinsurers were looking at a highly profitable year, with most making back the
losses they had made in 2010 and 2011 and more. The combination of good results and
increasing levels of surplus capital in the industry meant that most reinsurers were reluctantly
acknowledging that some rate reductions were inevitable, especially on the key US book.
Although rates would still be close to all time highs, prospective returns would undoubtedly be
reduced by lower rates.
Even at the highest end of loss ranges, Sandy is unlikely to reduce reinsurance industry
capitalisation significantly. A $40 billion loss would reduce the overall reinsurance industry
surplus by less than 5%. However, there is undoubtedly a change in sentiment. One underwriter
has said he was expecting to quote renewal at expiring prices, but would probably end up giving
firm orders with a 5% reduction. Signed lines could also come under pressure, and his
expectation was for 2013 income to be around 10% down on 2012.
A few reinsurance programmes have already been renewed for 2013, but most buyers wait until
December before entering the Market. Since Sandy, the underwriter in question says he has been
quoting renewals at a minimum 5% increase on expiring prices and expects less resistance from
clients before they agree to a final price. Renewals impacted by Sandy, or those where underlying
layers are impacted, will be subject to larger increases. As a large number of insurance companies
across US States have been impacted in some way by Sandy, the weighted average of rate
increases for US business is likely to be in excess of 5%.
Another factor is behaviour of clients and brokers as regards the renewal of a policy. Typically,
clients will leave renewal as late as possible in a falling market, in the hope of securing the best
possible terms, as reinsurance underwriters realise they are falling short of their income targets.
In a firming market, there is more to be gained from an early renewal, before the reinsurers begin
to run out of the capacity they can offer. Whereas underwriters had seen only a handful of
traditional early renewals before Sandy, they are now reporting a sudden inundation of renewal
submissions.
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Impact on Insurance Markets
There was some evidence of a bottoming out in the rating environment for direct property
insurance in the first half of this year. US insurance exchange MarketScout reported rates falling
for 78 consecutive months between March 2005 and August 2011. Since then, it has been
reporting increases of between 1% and 6% on most lines of business.
There are signs of distress amongst US insurers. The US Property & Casualty industry has
returned combined ratios of at least 100% for the last four years, and even in the benign (from a
catastrophe viewpoint) first half‐year recorded only a breakeven result. Sandy has caused losses
in an area where that many insurers considered as safe from losses of Sandy’s magnitude. Just as
in the reinsurance arena, there are many companies that write in the impacted area and Sandy
losses are likely to push many of them into loss for the year. The low interest rate environment
looks set to continue, so the only way the US primary insurers can improve their results is through
stricter underwriting. This means it is likely that the domestic insurers, licensed in each State, will
become more choosy about what they will underwrite, and will withdraw from classes of business
they consider too risky. Large volumes of business will be transferred from the admitted market
to the excess and surplus lines markets. We expect this to be a much slower process than the
revisions to the rating environment in the reinsurance sphere discussed above.

This document is issued for general information purpose only and should not be construed as investment advice. Whilst
all reasonable care has been taken to ensure that the information contained in this document is accurate at the time of
publication, Argenta Insurance Research Limited does not make any representations as to the accuracy or completeness of
such information. Argenta Insurance Research Limited is a wholly owned subsidiary of Argenta Private Capital Limited
which is regulated and authorised by the Financial Services Authority.
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