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AMB #: 044173 - Convex Group Limited

Rating Rationale – for the Rating Unit Members
The Issuer Credit Ratings and Financial Strength Ratings of the member operating companies of the rating unit are determined in
accordance with Best's building block rating methodology as applied to the consolidated group's financial statements, and the
supporting analytics and results are described in the following sections of this report.
Balance Sheet Strength: Very Strong

•

Convex Group Limited (Convex Group) is expected to maintain the strongest level of consolidated risk-adjusted capitalisation, as
measured by Best's Capital Adequacy Ratio (BCAR), across the forecast period of five years taking into account AM Best's
additional capital requirements for new company formations.

•

The group's balance sheet strength is supported by a conservative investment portfolio and the absence of debt.

•

The group has material exposure to catastrophe risk and is dependent on reinsurance to manage this risk.

Operating Performance: Adequate

•

The assessment considers Convex Group's current five-year business plan, taking into account its competitive environment.

•

The likelihood of successful execution of the business plan is enhanced by the track record of senior management and
underwriters that have extensive experience in the insurance industry and targeted classes of business.

•

Potential earnings volatility is expected to be mitigated by prudent use of reinsurance.

•

The largely variable expense base is expected to support performance, particularly in the initial years of operation.

•

The group has a focused and scalable operating model that incorporates a modern IT infrastructure with no legacy systems or
claim liabilities as well as considerable use of outsourcing.

Business Profile: Limited

•

Convex Group is a new entrant in the very competitive specialty (re)insurance sector. The group writes insurance and reinsurance
from its London platform and reinsurance from its Bermuda platform.

•

The group faces strong competition from well-established peers in its target markets. Furthermore, it is highly reliant on brokers
to access business.

•

Market acceptance is likely to be enhanced by the senior management team that has an excellent network and reputation in its
target markets. The CEO grew the Catlin group from a Lloyd's start-up in 1984 to a leading global specialty (re)insurer, which was
sold in 2015.

Enterprise Risk Management: Appropriate

•

In line with plans, Convex Group's enterprise risk management (ERM) function has been developed over the last year, assisted by
the recruitment of a chief risk officer.

•

With operating entities domiciled in both the United Kingdom and Bermuda, the group has to comply with Solvency II and
Bermuda Solvency requirements, which has assisted in expediting the further formalisation of the ERM framework.

•

As the group executes its business plan, its ERM capabilities are expected to develop to remain commensurate to its risk profile.

Outlook

•

The stable outlooks reflect AM Best's expectation that the Convex Group will maintain its rating fundamentals in its initial years of
operation. The group's balance sheet strength is expected to be supported by internal capital generation, given the absence of
dividend payments in the initial years, and the effective use of reinsurance to reduce earnings volatility as the group develops its
profile in the specialty market.

Rating Drivers

•

Positive rating pressures may arise should the group successfully deliver its business plan and become an established player in
the specialty market.

•

Negative rating pressures may arise should the group not be able to execute its business plan resulting in weaker than
anticipated operating performance and/or risk-adjusted capitalisation.
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Key Financial Indicators
Best's Capital Adequacy Ratio (BCAR) Scores (%)
Confidence Level

95.0

99.0

99.5

99.6

BCAR Score

74.0

62.0

56.2

54.3

Source: Best's Capital Adequacy Ratio Model - Universal

Credit Analysis
Balance Sheet Strength
Convex’s balance sheet strength is underpinned by risk-adjusted capitalisation that is expected to be maintained at the strongest level,
as measured by Best's Capital Adequacy Ratio (BCAR), through a forecast period of five years, taking into account AM Best's additional
capital requirements for new company formations. Balance sheet strength is supported by a conservative investment portfolio and the
absence of debt. An offsetting factor is the group’s exposure to catastrophe risk and the dependence on reinsurance to manage this
risk.
Capitalization
The BCAR scores presented under the “Best’s Capital Adequacy Ratio Summary” section of this report are based on forecasts for yearend 2023. Convex is in its start-up phase and AM Best expects BCAR scores to stabilise around this level at the end of the group’s first
five years of operation.
The group has been capitalised initially with approximately USD 1.7 billion of common shareholders' equity. The group’s largest investor
is Onex Corporation (Onex), a private equity investor and manager with a track record of investing in the insurance industry. The
Convex management team has also personally invested USD 50 million into the group thereby aligning interests with other capital
providers. Although this may evolve as plans are monitored and updated, there are currently no plans to raise preferred equity or debt.
The investment horizon for the group’s principal investor is 10 years, which is longer than is typical for private equity funds. This
longer-term view should allow Convex’s management to take a disciplined approach to growth. In addition, shareholders' expectations
are not considered overly aggressive in the initial years of operation. Surplus capital, defined by the Board as amounts in excess of
150% solvency capital ratio and capital required to support AM Best baseline issuer credit rating of “a”, can be distributed to
shareholders via annual dividends once the business has achieved a steady state and scale.
Reinsurance: The key objective of the reinsurance programme is to protect group capital, particularly in the start-up phase, by reducing
the exposure to large single risk losses, catastrophe losses and an adverse aggregation of losses. A combination of proportional, nonproportional, and alternative capital cover has been used in the reinsurance programme. An intra-group quota share agreement is in
place between Convex UK and Convex Re to optimise capital allocation.
The use of external reinsurance will be high during the 'build-up' phase. However, once the group becomes more established, its
retention ratio is expected to rise to a level in line with that of market peers. The majority of the reinsurance panel are rated A- or
above. The group has made use of collateralised reinsurance. All collaterals (full limits less premiums) are held in trust accounts.
Concentration risk is closely monitored to ensure it remains in line with risk appetite.

Asset Liability Management - Investments
The group maintains a conservative and liquid investment portfolio, consisting primarily of high quality assets with an average duration
of approximately two years. In particular, the group operates with sufficient liquidity to withstand a 1-in-200 year combined risk event
and be able to pay its obligations. Currently there is no exposure to foreign currencies and, going forward, the portfolio is expected to
be 90% USD-denominated, in line with the business currency mix.
The group's investment portfolio consists primarily of high quality assets. At year-end 2019, the investment portfolio was invested
almost entirely in investment-grade USD fixed income securities, with a smaller proportion invested in cash and cash equivalents. The
portfolio is relatively well diversified across US treasuries (30%), corporate bonds (44%), and high-grade structured securities. AM Best
expects that the group will increase diversification and gain exposure to riskier asset classes, although investment risk is expected to
remain moderate.
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Balance Sheet Strength (Continued...)
Reserve Adequacy
The reserving process involves a high level of interaction between the claims, underwriting, and the wider portfolio optimisation
functions. Reserves for attritional losses are determined using standard actuarial techniques, using market data. For large, catastrophe
and complex losses there will be significant input from the exposure management and claims teams where their evaluation of a realistic
outcome will guide the reserving process.
Currently, Convex outsources its actuarial function that carries out quarterly US GAAP reserve reviews as well as produces both
Solvency II and Bermuda technical provisions and solvency capital requirements reporting.
Reviews performed by the outsourced actuarial function are presented to the Convex Reserve Committee where findings are discussed
and challenged. AM Best expects the actuarial function to be moved in-house once the group gains sufficient scale.
Operating Performance
The operating performance assessment of adequate considers Convex’s latest five-year business plan, taking into account its
competitive environment and heightened execution risk during the start-up phase. For the period from 24 October 2018 (date of
incorporation) to 31 December 2019 the group generated a net loss for the period of USD 38.3 million, which is in line with our
expectations for a group at this early stage of its business cycle.
Convex is expected to produce solid underwriting profits over its initial five years of operation, with the potential for earnings volatility
mitigated by the prudent use of reinsurance. Building acceptance among clients and brokers will be challenging as Convex faces strong
competition. However, the likelihood of successful execution of the business plan is enhanced by senior management and underwriting
teams that have extensive experience in the insurance industry and the targeted classes of business. Projected accident-year loss ratios
appear realistic when compared to the historical performance of peers and placed in the context of current market conditions. In
addition, performance should benefit from a low cost infrastructure that makes extensive use of outsourcing.
The group uses a focused operating model that incorporates a modern IT infrastructure with no legacy systems. Convex is also not
burdened by claims liabilities associated with legacy business. The cost structure shows that circa 95% of costs will variable, growing in
line with the business. Convex continues to strengthen its teams, and personnel will quickly consist largely of underwriters and actuarial
support. Non-core functions, such as policy administration, claims processing, accounting/external reporting and HR administration, will
be carried out by WNS Global Services, an outsourcing firm based in Mumbai, India.
As a newly formed (re)insurer, Convex is in a better position than peers to make such extensive use of outsourcing, as it does not have
any legacy systems, processes or claims. If the group is able to successfully execute its low cost strategy it could prove a competitive
advantage, particularly in an unfavourable pricing environment.
The group's operations are supported by modern, well-integrated IT platform with no legacy technology. This eliminates related
maintenance, reduces required personnel, and enables the capture of good quality data for analytics. Technology and the effective
collection and use of data play an important role in the group's portfolio optimisation initiative, which is designed to lead to better
underwriting and risk selection.
Business Profile
Convex is a specialty (re)insurance group headquartered in Bermuda with subsidiaries in London and Bermuda. Insurance and
reinsurance is written from London and reinsurance from Bermuda. The group focuses on complex risks, primarily in the US, across a
diverse range of business lines.
The business mix in the initial years is likely to consist of insurance (60% of gross written premiums (GWP)) and reinsurance (40% of
GWP), with the expectation that the portfolio will become more evenly balanced as it matures. The insurance book will be a traditional
specialty book with a focus on casualty, energy and marine, property and political lines of business. The reinsurance book will consist
primarily of property, casualty, and specialty lines.
As a new entrant in the specialty (re)insurance sector, Convex faces strong competition from well-established peers and is highly reliant
on brokers to access business. In recent years, market conditions, particularly in the reinsurance sector, have been strained given
excess capacity and pressure on rates. However, Convex has entered the market at a time when strong rate increases were noted on a
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Business Profile (Continued...)
range of specialty lines, including aviation and casualty, and overall there is a positive outlook on the pricing environment. Regardless,
it is still a difficult market in which to establish a new company. For Convex, market acceptance is likely to be helped by senior
management and underwriting teams that have an excellent network and reputation in its target markets.
The senior management team of Convex were previously the key management and underwriters of the Catlin group, which was
acquired by XL in 2015. The principal senior management figures, Stephen Catlin (CEO), Paul Brand (Deputy CEO), and Benji Meuli
(CFO) are the former Catlin CEO, CUO, and CFO, respectively, and each have extensive industry experience. Other senior roles, such as
Head of Insurance, Head of Reinsurance, and Chief Operations Officer, have been filled by personnel that held similar roles at Catlin.
The CEO, Stephen Catlin, grew the Catlin group from a Lloyd's start-up to a leading global specialty (re)insurer, which was sold for USD
4.3 billion in 2015. The Catlin group had a track record of good performance through economic and insurance cycles.
Enterprise Risk Management
Convex’s enterprise risk management (ERM) is considered to be supportive of an appropriate assessment. Key elements of the ERM
framework were developed ahead of the group starting to underwrite business. In line with plans, the ERM function has been
developed, supported by the appointment of a Chief Risk Officer in 2019. The requirement of subsidiaries to comply with either
Solvency II or Bermuda Solvency requirements has assisted in expediting the formalisation of the ERM framework. Risk management
capabilities are expected to develop to remain aligned with the expanding risk profile of the group, supported by a clear sponsorship of
risk management from the senior management team.
The group is in the early implementation phase of its governance model. AM Best expects there to be a strong corporate governance
framework that includes Board ownership and monitoring of risk across the organisation. The Board consists of nine Directors including
three independent non-executive Directors. Stephen Catlin is currently both the CEO and Chairman of the Board. However, AM Best
expects these two roles will be separated in the first years of operation in line with strong governance practices.
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A Best's Financial Strength Rating opinion addresses the relative ability of an insurer to meet its ongoing insurance obligations. The ratings are not assigned to specific insurance policies or contracts
and do not address any other risk, including, but not limited to, an insurer's claims-payment policies or procedures; the ability of the insurer to dispute or deny claims payment on grounds of
misrepresentation or fraud; or any specific liability contractually borne by the policy or contract holder. A Financial Strength Rating is not a recommendation to purchase, hold or terminate any
insurance policy, contract or any other financial obligation issued by an insurer, nor does it address the suitability of any particular policy or contract for a specific purpose or purchaser.
A Best's Issue/Issuer Credit Rating is an opinion regarding the relative future credit risk of an entity, a credit commitment or a debt or debt-like security.
Credit risk is the risk that an entity may not meet its contractual, financial obligations as they come due. These credit ratings do not address any other risk, including but not limited to liquidity risk,
market value risk or price volatility of rated securities. The rating is not a recommendation to buy, sell or hold any securities, insurance policies, contracts or any other financial obligations, nor does it
address the suitability of any particular financial obligation for a specific purpose or purchaser.
In arriving at a rating decision, AM Best relies on third-party audited financial data and/or other information provided to it. While this information is believed to be reliable, AM Best does not
independently verify the accuracy or reliability of the information. Any and all ratings, opinions and information contained herein are provided "as is," without any express or implied warranty.
Visit http://www.ambest.com/ratings/index.html for additional information or http://www.ambest.com/terms.html for details on the Terms of Use.
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