Howden Re

Casualty in focus

A strategic opportunity
or an unavoidable reality
for global companies?

USA casualty exposure for non-USA companies

An article by
Wolfram-

Ferdinand Schultz,
Head of Casualty
Treaty for Continental
Europe, Howden Re

June 2025




The topic of international exposure to the United States
of America’s (USA) casualty is not a novel concept. For
as long as non-USA companies have traded products and
services with USA companies, they have been subject

to American jurisdictional and legislative requirements.
Over the years, trade relations have grown through

the establishment of local subsidiaries in the USA or
through exports to the USA, which in turn has increased
companies’ exposure to American legal claims.

For these companies, securing On the reinsurance side, this
insurance protection meant that once simultaneously meant that reinsurers
they chose to buy Liability insurance accepted this exposure as part of the
through an International Insurance reinsurance treaty arrangements.

Programme (IIP), local US risks were
usually covered with local policies if the
company had existing US subsidiaries.
These local policies were also included
in the European master cover via the
common Difference in Conditions/
Difference in Limits (DIC/DIL) clauses.
For companies that had US exports
only, those exports were also covered
by the insurance programme bought

by the company. Risk was calculated not
only based onacompany's US turnover,
but also on extended or additional
covers for specific perils including, for
example, excess motor liability.

Inthe past, the intensity of trade
relations and respective turnover
figures allowed the US risk for the non-
US parent companies to be scalable
and calculated. Today, the social
inflation trend in the US and the higher
severity of these claims and exposures
need to be considered by non-US
domiciled companies. Coverage for
these claims also needs to be valued
properly by international insurers and
reinsurers.

EU trade in goods with the United States, 2014-2024 (€ billion) (Source: Eurostat)
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The impact of

nuclear verdicts

Increased concerns are driven by the frequency of the
severity of the claims, judgements, and settlements

observed and anticipated.

USA 'nuclear verdicts' (Source: Marathon Strategies)
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Nuclear verdicts, defined as jury
awards exceeding $10 million, have
become increasingly commonin the
US. These verdicts are often driven
by different factors that may not

be directly related to the defendant's
liability. Notable examples of nuclear
verdicts include the $8 billion award
against Johnson & Johnsonin 2019,
and the $517.5 million settlementin
2022 paid by the security company
Securitas for charges related to the
partial collapse of the Champlain
Towers South building in Miami.
These massive awards can have

a substantial financial impact on
companies, particularly non-US firms
unaccustomed to the high levels

of liability exposure seenin the US
legal system. The challenge lies in
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developing sophisticated defence
strategies to mitigate the risks
associated with such high-stakes
litigation along with properly pricing
exposure and evaluating the limits
provided for such exposures.

However, it should be noted that
the headline award amounts
published often differ from the final
settlement amounts.

While nuclear verdicts appear to be
the tip of the iceberg, the factors
thatinfluence these verdicts are also
shaping the broader US litigation
environment. These factorsinclude
economic inflation, social inflation,
and societal changes.



Inflation Inflation affects the insurance sector by raising both the
cost of claims and operational expenses. In the US, its
impact has been particularly pronounced, with health
insurance premiums rising faster than general inflation.
Service inflation is seen as one of the key cost drivers,
with the latest US figures suggesting it may play an even
larger role in the future.

Goods vs services: USA sectoral CPlindex and spending patterns - 1Q19 to 1Q24
(Source: Howden, Bureau of Labor Statistics (BLS) and Bureau of Economic Analysis (BEA))
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It has, however, been noted that since the onset of inflation in 2020, premium
levelsin 2023 and 2024 support the view that the impact of inflation has been
offset by increased premiums.

Global commercial insurance pricing indicies by business class - 2010 to present; US and Eurozone CPI from 2010-2024
(Source: Howden, NOVA, OECD)
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Social inflation Social inflation refers to the rising costs of insurance
claims driven by increasing litigation, broader
interpretations of liability, and larger jury awards.

This phenomenon is fuelled by factors such as changing
societal attitudes, increased litigation funding, and
more sympathetic juries. For non-US companies, social
inflation in the US contributes to higher insurance
premiums and greater financial uncertainty.

_aF] ﬁ_tﬂ_q TUCRLU

Social inflation is difficult to predict. prolonging litigation and increasing
One key contributor s litigation the size of settlements. For non-US
funding, where third parties finance companies, litigation funding in the
legal cases in exchange for a share US market leads to potentially higher
of the settlement. This practice legal costs and more protracted

has grown significantly in the US, legal battles.
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Change in society

What potential jurors say

Another factor contributing to social inflation

is societal change. As the general views of society,
behaviours, and ethical viewpoints shift, these
changes are reflected in the claims ecosystem.

Corporate executives
lie and cover up

)

30%

There should be no caps
on jury awards

It's okay to ignore the
judge'sinstruction

It takes ‘$billions’ to send
amessage to corporations

(Source: Magna Legal Services)

What drives the drivers

» Corporate executives lie and cover up

e There should be no caps on jury awards

« It's okay to ignore the judge’s instruction

Given the ongoing unpredictability

of these factors and the low likelihood
of legal reforms, it may be prudent

to consider alternative approaches

to risk mitigation, risk management
and/or purchasing behaviour.

Risk mitigation techniques, particularly
for product liability in the US, have
evolved significantly over the past
decade. This evolution is reflected

in the following key trends:

« Increased focus on proactive
measures: Companies are now
more proactive in identifying and
addressing potential risks before
products reach the market. This
includes rigorous product testing,
enhanced quality control, and
thorough documentation

» Enhanced transparency and labelling:
Clear and comprehensive labelling,
including warnings and usage
instructions, has become crucial
in mitigating marketing-related
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defects. These practices help prevent
misunderstandings and reduce
potential liability claims

Utilisation of advanced technologies:
The adoption of advanced
technologies like Aland loT for
monitoring product performance and
detecting defects early has increased.
These technologies enable real-time
tracking and predictive maintenance

Stronger regulatory compliance:
Companies are more diligentin
complying with regulatory standards
and guidelines to avoid legal
repercussions. This includes adhering
to safety standards and conducting
regular audits

Customer feedback integration:
Analysing customer feedback and
complaints has become a standard
practice to identify and mitigate
risks early. This proactive approach
helps in addressing issues before
they escalate



Companies continue to optimise their
risk management strategies, allowing
specific exposures to be retained
in-house. However, even optimised
risk mitigation alone cannot fully
address the challenge.

Buying behaviours are changing:

25to 30 years ago, insurance limits
were generally lower in both US and
non-US markets. Since then, insurance
limits offered by European insurers

for liability towers have increased
more significantly than those in the

US. Since then, European insurers’
have increased more significantly than
those in the US. The higher limits for
European clients were often justified
by differences in claims series and legal
cost clauses that limited the exposure.
For non-US companies with US
exposures, this meant that, in addition
to the low US limit they purchased
locally within their lIPs, coverage was
extended by the DIC/DIL clauses under
the European Master policy to the full
limit of the IIP. Inrecent years, insurers

Inflow of capacity into the market (€ billion) (Source: Howden, NOVA)

andreinsurers have reduced the limits
they are willing to provide for US risks.
When once four or five carriers could
fillan excess stretch, it may now take
ten. Additionally, net retentions may be
increasing to make programmes more
attractive, but this has not prevented
coverage gaps from occurring in
towers (i.e., layers not fully placed or
not placed at all). This trend toward
derisking has been adopted by both
insurers and reinsurers for US and
non-US risks alike.

Itis also important to note that non-US
reinsurers have risk appetites that are
broader than the risk appetite of their
US counterparts. The derisking activity,
as well as pricing adjustments, lead to
anincreased appetite for US exposures
in the traditional reinsurance
community. In addition, the casualty
market is increasingly attractive to
alternative capital and high-attaching
layers, where high-exposure layers
could fall well within this capital's
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Conclusion Theissue of US exposure for non-US companies will
Nl e S, - . .

remain, even if slightly moderated by future changes

intrade volume. Key factors such as inflation, social

inflation, and societal change are beyond the direct

controlof the (re)insurance industry.

z.‘

While risk mitigation strategies for easier management of these risks.
have improved and companies Intoday's stable market, with inflows
are continuously optimising their of traditional and alternative capacity,
processes, these efforts alone there is an opportunity to develop
cannot eliminate the impact of US new coverage solutions that provide
exposure on non-US companies. In satisfactory coverage for clients
addition a change of the (re)insurance while allowing (re)insurers to provide
programme structure will lower its capacity atan economically viable
influence on companies by allowing price level.

The information contained in this communication is provided by Howden Re as broad background information only and is based upon information from public and
other third party sources. Howden Re does not perform and assumes no responsibility for the independent investigation or verification of such information and no
representation or warranty, express or implied, is made by Howden Re as to the accuracy or completeness of such information. The information contained herein
is not intended to provide the sole basis for evaluating and should not be considered a recommendation with respect to, any transaction or other matter. Howden Re
accepts no responsibility for, and will not be liable for any losses arising from, any action or inaction taken as a result of the information contained in this communication.
This communication may not be reproduced, disseminated, quoted or referred to, in whole, in part or in summary, without the prior written consent of Howden Re.
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Howden Re: Elevating We are a trusted partner, combining expertise
casualty reinsurance across casualty lines with market-leading analytics.
Our systematic approach leverages data and capital
management insights to craft tailored reinsurance
strategies that align with client objectives. Known
for adaptation, innovation and strong negotiation,
our casualty broking team consistently secures the
best terms for clients. Our advanced analytics enhance
core placements and support cedents in optimising
gross-to-net strategies.
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Every business
faces unique exposures,
let’s talk about yours.

wolfram.schultz@howdenre.com

Contact our team of casualty specialists:

UK (UN)

Carrie Byler, ARe, AIS

Managing Director, Head of US
General Casualty, Howden Re

George Harris Hughes

Managing Director, Global Specialty,
Casualty Treaty, Howden Re

george.harrishughes@howdenre.com carrie.byler@howdenre.com

Michael Lambert, ACII

Managing Director,
Global Specialty Casualty, Howden Re

Josh Everdell

Managing Director, Head
of Casualty, Howden Re

michael.lambert@howdenre.com josh.everdell@howdenre.com

Our Analytics and Strategic Advisory team

David Flandro Nena Atkinson

Managing Director, Head of Industry
Analysis & Strategic Advisory, Howden Re

Research Associate, Industry Analysis
& Strategic Advisory, Howden Re

david.flandro@howdenre.com nena.atkinson@howdenre.com

Charlie Beeching

Director, Industry Analysis & Strategic
Advisory, Howden Re

charlie.beeching@howdenre.com

One Creechurch Place,
London, EC3A 5AF

T +44(0)20 7623 3806
E info@howdenre.com
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