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Corporate insurers are exploring how to use
MGA model more effectively
10-09-2019

He added that they are looking to stimulate their business in new ways: by taking the portfolio away
from the legacy structure that exists in an insurer, putting it on a new platform and dropping in a new
management team in order to reinvigorate the business and get process efficiency behind it.

Chris Butcher, chief executive officer, Davies Insurance Services
There is a trend for corporate insurers to explore how to use the managing general agent
(MGA) model more effectively, Chris Butcher, chief executive officer, Intermediary Services for
Davies Insurance Services, told Monte Carlo Today.
“This is less by attaching new products lines and teams and more by considering having an
intermediary platform as a method of putting third party capital behind an MGA, allowing it to grow
fee revenue and support its client base without necessarily putting business on its own balance
sheet,” Butcher said.

He added that they are looking to stimulate their business in new ways: by taking the portfolio away
from the legacy structure that exists in an insurer, putting it on a new platform and dropping in a new
management team in order to reinvigorate the business and get process efficiency behind it.

“We’re looking at more big-ticket opportunities around re-energising the future of customer
experience,” he added.
Other current themes include the recent difficulties experienced by insurers backed by Lloyd’s
capacity.
“This is pitched against the positive messaging we are getting from Lloyd’s about how the market is
going to be very different in the future and how the six pillars are going to transform the Lloyd’s
market which is great, but that isn’t the position today in terms of the interaction with the market,”
Butcher said.
“That has given an opportunity to non-Lloyd’s insurers to step in and be more active in areas they are
looking to grow in,” he said.
Another hot topic is disintermediation, an aim that has led to reinsurers trying to get closer to the end
customer by entering the primary space.
“Linked to that is the same issue in the utilisation of the MGA model to achieve that shortening of the
supply chain,” he said.
“It’s an issue that’s been around for a while, but I think there’s traction behind it.
“There’s finally momentum around realising you don’t have to just think about it conceptually let’s get
on and make those changes.
“I hope that will drive sufficient change in the market, but from a personal perspective a lot of what we
are doing is technology-driven there is a realisation that we need to operate in a different way from
before,” he concluded.

“We’re looking at more big-ticket opportunities around re-energising the future of customer
experience,” he added.
Other current themes include the recent difficulties experienced by insurers backed by Lloyd’s
capacity.
“This is pitched against the positive messaging we are getting from Lloyd’s about how the market is
going to be very different in the future and how the six pillars are going to transform the Lloyd’s
market which is great, but that isn’t the position today in terms of the interaction with the market,”
Butcher
said. Report for Davies | 2019
Press
Coverage
“That has given an opportunity to non-Lloyd’s insurers to step in and be more active in areas they are
looking to grow in,” he said.
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The MGA
class of 2019
Chris Butcher explains why new entrants to the MGA market are
increasingly looking to incorporate technology into their offering

MGAs face
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espite a challenging UK
and international insurance
landscape, when it comes to the
will to launch MGAs, the momentum
has not been diminished.
Every year at the Managing General
Agents’ Association conference there is
no shortage of interest. The insurance
market is dynamic and innovative and
MGAs are viewed as an efficient way to
quickly bring new products and ideas
to market.
There remains an appetite from
experienced insurance professionals
who have identified opportunities in
the market, and they continue to seek
underwriting capacity to make the
most of these.
Ongoing M&A activity in
the industry has created an
environment where insurance
professionals may be left
questioning their future role
in a new combined entity. The
option to launch their own MGA
operation remains a popular one
for entrepeneurial underwriters
or brokers with less certain career
paths. The movement is also
driven by the continued hunt by
some in the market for niche
and specialist opportunities
that will put their capacity to
more profitable use.

InsurTech
collaborations

What has changed
noticeably over the past
12 months is that those
looking to shape a business
case for a new MGA are
increasingly using technology
as the key attraction in their

6
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offering. These new entrants view the
use of new technology as part and
parcel of their operations, not only to
win business but also to create further
efficiencies and to push down costs.
At a time when the Lloyd’s market
is undergoing its own period of
consultation on how it wishes to
operate in the future, it is clear that
technology will play an important part.
In its prospectus published in May
this year, Lloyd’s is explicit in seeking
to work with MGAs which are
backed by syndicate capacity
and capital.

MGA REVIEW

Many start-ups are using InsurTech
and believe that this new approach
will enhance their ability to win the
backing of capacity providers. For
insurers and reinsurers, these MGAs
are a perfect testing ground for such
technology – which, if successful,
can then be scaled-up quickly and
potentially more widely integrated in
other classes of business.
The use of new technology and
systems is not simply restricted to
emerging areas of the business. It is
also being applied by those that are
looking to create operations to access
the more traditional B2B classes. They
are keen to work with brokers and
believe that a technology-enabled
front end will prove to be a significant
positive in their operations.
Many are using technology to better
assess risks by delivering broader
and richer data on which they can
base their risk selection and pricing
decisions. Either working with their
brokers or direct with their clients they
are using data more effectively and
finding new systems which can deliver
those benefits.
This allows MGAs to potentially
offer solutions that are not currently
available. Such an approach
should ensure that volumes
of business and the
pipeline of start-up
MGAs remain stable
throughout 2019 and
beyond.
Lloyd’s has recognised the need to
deliver efficiencies and to reduce the
cost of doing business and it is those
frictional costs that MGAs believe
they impact via a more responsive
operating model.
The “syndicate in a box” model,
one of six options outlined by Lloyd’s,
has created a new option for some
MGAs as they look to shape their
structure. It could be part of an MGA’s
route to market and there have been
conversations as to how such a system
would work and the benefits it could
bring to new or existing MGAs.

Regulatory scrutiny

It is clear that regulatory pressure is
also shaping the MGA market in 2019

www.insuranceinsider.com

MGA Review 2019.indb 7
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“It is clear that regulatory pressure
is also shaping the MGA market in
2019 and dictating the way in which
new start-ups are being formed”

Chris Butcher
is CEO of Davies
Insurance Services

and dictating the way in which new
Few, if any, MGAs are formed by
start-ups are being formed. In the wake those who come from a compliance
of the Financial Conduct Authority’s
background. By their nature, MGAs
(FCA) review of the wholesale broking
are focused on a business area believed
market there is little doubt that the
to be underserved, ignored or ripe for
regulators now have the insurance
disruption and are typically driven
industry and its stakeholders in their
by those from an underwriting and
sights.
broking background.
The Prudential Regulation Authority
This is changing slightly as those
is understood to be looking at the
with a technology background, who
MGA sector given its operating model.
can see how those systems can benefit
There is said to be some concern
the insurance sector, are now engaging
that
MGAs underwrite risks and are
with capacity providers. The issue
www.insuranceinsider.com
deploying capacity but do so without
then is to demonstrate to the capacity
themselves holding reserves. From the
provider how this new way of working
regulator’s perspective they are acting
can translate into better underwriting.
26/06/2019 11:58
as insurers, but from a significantly
The final quarter of the year will no
lower capital base.
doubt be focused on Lloyd’s blueprint
It is clear that the regulator will
for its future and how MGAs can fit
continue to monitor the sector’s
into the new framework. It is certain
efforts to meet the requirements of
to provide opportunities for those
the Insurance Distribution Directive,
targeting the speciality and emerging
falling as they do within its remit. We
risk classes, such as cyber. It may
have seen, and continue to see, that
also provide options for those who
MGAs which have established their
are looking at more commoditised
business and their client base are
products.
now looking to move away from the
But as MGAs look to seize these
authorised representative status to seek opportunities they cannot ignore their
full FCA authorisation.
regulatory and internal responsibilities.
Such authorisation requires a
The business needs to be built on a
clear set of standards when it comes
foundation that focuses on compliance,
to internal procedures. We have
automation and the efficient delivery
found, as we work through the
of products. A track record in
process with our MGA partners, that
underwriting or broking is no longer
they require a significant amount of
enough to launch a new start-up.
work before they are confident that
The next generation of MGAs will
need to collaborate with entities or
their internal procedures are at a
individuals that can offer compliance
level that would meet the regulator’s
and tech knowhow.
requirements.

The Syndicate-in-a-Box route to
market – a glimpse of the future
Lloyd’s new Syndicate-in-a-Box option could make
joining the market much easier and more costeffective for new, innovative entrants. The joining
process promises to be fast, streamlined and
digital, making it much easier to bring capital to
market and attach it to risks. Capital providers are
matched with risks or syndicates based on pre-set
preferences, with the option to set up syndicates
remotely, avoiding the expense of setting up an
office in London.
Risks are placed electronically and there will be
access to all the data and services available in the

Lloyd’s ecosystem. The Syndicate-in-a-Box model
will allow participants to buy centralised services
from other market players or third-party providers –
functions like HR, payroll, reporting and claims. As
syndicates grow, they can outsource more of these
services or bring them in-house as is needed.
Everyone is set to benefit from these lower costs
– not least customers.
The other benefit from Syndicate-in-a-Box
is access to Lloyd’s Centre for Innovation, a
centralised hub of both Lloyd’s market and thirdparty data and insights.

Source: Lloyd's
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Lloyd’s bad business clampdown has had a knock-on effect for some MGAs

Strict requirements

said, comes
down to the line underwriter and portfolio manager being under more
Lloyd’s bad business clampdown has had a knock-on effect This,
for he
some
MGAs

When the plug was pulled on Aspen’s MGA by its new owners, it sent shockwaves through
the broking community.

pressure than ever to ensure they are backing profitable business.

Stricter
from capacity providers
have seen MGAs turn to unrated carriers in
When the plug was pulled on Aspen’s MGA by its new owners,
it requirements
sent shockwaves
through

The business was generally well regarded by brokers, but in a period of hardening markets
it was an example of the struggles MGAs are having in maintaining capacity.

the last few years.

“I’ve heard anecdotally there are more MGAs changing their capacity now than there have

Ex-Towergate head of pricing Michael Muzio in 2016 turned to Gibraltarian-based unrated

the broking community.

been for many years,” Charles Manchester, chairman of the MGAA and chief executive at

insurer LAMP to provide capacity for his start-up MGA Now4cover due to what he described

The business was generally well regarded by brokers, but inasaa conservativeness
period of hardening
markets
around UK insurers
hesitant to back his offering.

Manchester Underwriting Management (MUM), told Insurance Times.

it was an example of the struggles MGAs are having in maintaining
capacity.
Despite making an underwriting profit for the carrier, LAMP was subsequently declared

The problems, he said, were started by the Lloyd’s business review last year, which has led
to cuts in capacity for underperforming lines.

insolvent leaving 13,500 policyholders without home cover.

“I’ve heard anecdotally there are more MGAs changing theirDavies
capacity
than
Insurancenow
Services
won’tthere
work withhave
MGAs that write on unrated paper, but Butcher

Gerry Sheehy is chief executive of Fiducia, an MGA that started trading in 2017 which uses

if secure carriers don’t ease their requirements, it becomes more likely such situations
been for many years,” Charles Manchester, chairman of the said
MGAA
and chief executive at

predominantly Lloyd’s capacity. He had to replace Hiscox as its lead capacity writer on a

cargo and freight facility this year in light of the insurer’s permitted exposure being cut. He

will happen again.

Manchester Underwriting Management (MUM), told Insurance Times.

said a number of syndicates had withdrawn from cargo and freight, as well as engineering,
another line Fiducia writes.

Although Manchester said insurers have good reason for becoming more conservative.
“After 15 years of falling rates and ever widening terms why wouldn’t they be,” he said.

The problems, he said, were started by the Lloyd’s business review last year, which has led

“Expenses are high and people are looking at their expenses and historical loss ratios. If the

to cuts in capacity for underperforming lines.

historical loss ratios are not performing, then something needs to happen,” he explained.
“Clearly the Lloyd’s review has covered both those aspects. They’ve looked at the worst
performing areas of insurance, and cargo and freight and engineering seem to be up there,

Motor

Motor is a highly competitive field, where capacity has been scarce for a number of years.
The current sharp focus on pricing has only intensified the issue.

Gerry Sheehy is chief executive of Fiducia, an MGA that started trading in 2017 which uses

and all of a sudden they have focussed in on that.”

Brightside-owned motor MGA Kitsune had initially planned to launch in September 2017,

predominantly Lloyd’s capacity. He had to replace Hiscox asbutits
lead
capacity
writeraton
ended
up taking
its first customer
the a
start of this year.

Lloyd’s focus

cargo and freight facility this year in light of the insurer’s permitted
exposure being cut. He
It’s managing director Trevor Bowers revealed part of the delay was to do with securing the

Manchester said the lines Lloyd’s had made it most difficult for syndicates to get involved

While the
ready-madewith
through
arrangement
provider
Randall Brightside
& Quilter. made the start-up more appealing,
said a number of syndicates had withdrawn from cargo andcapacity
freight,
as welldistribution
as
engineering,

in are cargo and freight, non-US professional indemnity and marine.

another line Fiducia writes.

“With the tightening up last year there is within Lloyd’s quite a focus on getting back to
overall profitability and that affects just about everybody that’s doing business with Lloyd’s
– MGAs are certainly no exception,” Manchester said. “Because underwriting is being
delegated to MGAs, they are particularly in focus.”

Bowers says the key is delivering a strong result for the carrier.

“Capacity is scarce. You have to do a lot of work to convince the people that want to give

Shrinkage
capacity
that you’re a good opportunity for them,” he said. “It wasn’t an easy hurdle, and

one of the reasons it took Kitsune a bit longer to get to market than we had originally
And large established MGAs like MUM and Pen Underwriting agree that a profitable
intended was purely because we had to have that confidence that the capacity was there so
underwriting performance for the capacity provider has to be a priority, even if it does
we could build the infrastructure, because the investment was quite significant.”
mean shrinking the book.

But the ripples of what started at Lloyd’s have been felt far and wide.
John Turner, managing director at Pen, said: “We’ve pulled back from some of our
Chris Butcher is chief executive of intermediary services at Davies Insurance Services, a

commercial sectors where pricing has been challenging, and we’ve had a few sizeable

leading MGA incubator that works with around 40 MGAs. He says that financial lines and

losses that we need to react to and make sure we have the risk selection criteria right.
Looking forward he said rate rises on the underperforming

Read more: London

“Over the last couple of years, we have shut down businesses - we’re not afraid to take

Lloyd’s lines could also encourage capacity providers back

market shake-up could

“A lot of it is a reaction to not just portfolio deterioration, but particularly in London we are

tough decisions if the sector is going against us or we don’t think we can make our carriers

into the market next year.

see MGAs underwrite at

tending to grab hold of what Lloyd’s has done,” Butcher said. “It doesn’t necessarily apply

money.

professional indemnity are the two sectors that have been hardest hit.

underlying problems on pricing.”
Even in other lines where more insurers are maintaining

Lloyd’s
“I suspect it’s probably a good time to start dipping your toe in

to every insurer that acts in the UK, but Lloyd’s reaction is a good barometer to our
“It’s frustrating because you build a business and then you have to shrink it, but we also

the water again,” he said. “It would be very brave for them to

know that it’s the right thing to do and we’re fully behind making the changes and making

come in just now because they’ve only just had their business

sure we deliver on what we said we were going to do for our carriers.”

plans approved.

Manchester says MUM has also had to take a hit on book size by not lowering pricing to

“But it might be that in 2020 the capacity providers may decide they want to get back into

unsustainable levels, but says the upside is that the firm has never struggled at renewing

classes of business because some of the premiums being charged will be at more realistic

capacity.

levels.”

involvement, Butcher says his clients are finding the whole
process of securing the capacity is taking longer.
“It’s a general tightening of the market,” he said. “We work
with a lot of start-up businesses. What’s happening in that
space is things are taking a lot longer to get going.
“A discussion that would have taken two or three months to
bed in a new proposition is tending to go out to 12 months or
longer of discussion. They’re more strict at every level.”

MGA problems started
with Lloyd’s capacity
crunch: Charles
Manchester

Rate rises
But while firms have had to accept some shrinkage and more stringent requirements to
secure capacity, there is at least some optimism that things will get easier.
Fiducia also writes marine business, one of the lines most affected by the Lloyd’s review,
and while Sheehy has had to change his lead underwriter, he has kept several of his
supporting syndicates.
Compared to its competitors Fiducia has performed well and
maintained most of its original capacity providers, and he said
maintaining a low loss ratio and minimising distribution costs
has been important.
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What do tougher regulatory developments mean for global
reinsurers operating in emerging market regions?
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“Scor has a long history of operating in emerging markets. Indeed, about one-third of our premium
in P&C comes from Asia, the Middle East, Africa, and Latin America. We have operated in most
emerging jurisdictions for many years. Over the years, we have built teams led by nationals of the
local country. This is a feature of our business model, as it allows us to get first access to attractive
risk and let the rest go to wholesale markets abroad.
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