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Ready for 
inspection
Audit and inspection specialists have always enjoyed 

a steady demand for their services; Barbara Hadley 

talked to several practitioners to see how market 

developments are affecting business



Art Coleman, President of 
Citadel Risk Services US Inc, 
is unequivocal in his view 

of the value and importance of audit 
and inspection work: ‘An inspection 
is still an efficient method of validat-
ing a reinsurer’s participation on a 
cedant’s book of business. 
An audit is also a pri-
ority when large 
c o m m u t a t i o n s 
are being consid-
ered.’ He also 
believes it 
c o n - t i n -

ues to be 
cost effective: 

‘When compar-
ing costs, audit and 

inspection costs have held 
relatively steady over the years 

as compared to arbitration costs. 
The reason for this, in our opinion, 
is the number of small firms or sole 
practitioners in the market which 
is the result of contractions of staff 

throughout the market.’
‘There are numerous reasons for 

the demand of this service including, 
a basic tool in controlling 
o n e ’ s business, AICPA 
audit standards and 

guidelines, regulato-
ry oversight, quest for 
independent verifica-

tion of data, and investiga-
tion of unresolved queries to 

name a few,’ points out Andrew 
Klivan, president of National Re 
Consultants.

And according to Ashley Prager at 
Risk Resolutions Ltd, increased regu-
lation is also having a major impact 
on the demand for audit and inspec-
tion work: ‘Due to the Sarbanes 
Oxley Act 1992 and accompanied 
with the new regulatory landscape 
of Solvency II due to be implemented 
on the 1st January 2013, clients are 
looking to identify redundancies in 
reserves and to ensure the adequacy 
of their reserves. We have noticed 

an increase in claims activity accom-
plished through significant merger 
and acquisitions activity over the past 
years. 

‘The economic climate accompa-
nied with further regulations has 
created a platform where increased 
regulation and economic practicali-
ties require clients to have access to 
additional business decision making 
instruments. In this regard we see 
audits and inspections at the forefront 
of some of the major management 
decisions in the run-off market.’ 

Tom Whittingdale, head of Audit 
& Consultancy at Compre Services 
(UK) Limited agrees wholeheart-
edly: ‘Audits and inspections remain 
an effective tool in resolving legal 
disputes and establishing a third 
party view of business transactions. 
Increasingly clients are recognising 
their benefits with commutations 
and management of ongoing business 
relationships.’ And he also points out 
that ‘as audits and inspections have 
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off, are maintained or managed by 
third party service providers – and 
the more aged books, before 2000 in 
particular, are often incomplete, lost 
or offsite. And if a client asks to see 
the records and they are not available 
then that is not a good start particu-
larly with a commutation.’

Of course, a high proportion of 
inspections result in the discovery of 

coverage issues to the advantage of 
the client. ‘I would say with around 
75 per cent of inspections you will find 
some issues – with the placing infor-
mation, the type of business ceded 
in the case of proportional business, 
business not managed properly etc 
which you only discover at a forensic 
level,’ maintains Pooley. ‘Coverage is 
complex but not that complex. For 
example when you are talking about 
a company that has been on a marine 
quota share for 20 or so years and 
paying claims on a bordereaux basis 
and then you see that there has been 
40 per cent of non-marine business 
going through on it. Often it is just as 
simple as that,’ he adds.

According to Coleman ‘unauthor-
ised or excluded lines of business 
are still the prevalent types of cov-
erage issue that we find,’ while for 
Whittingdale ‘the misallocation of 
cessions is frequently found which 
usually arises from systems and/or 

control issues. Underwriting outside 
of agreed parameters in general is 
another common theme.’

‘Essentially we come across so called 
“time bar” claims under the statute of 
limitations Act. Each case has its own 
factual matrix which gives rise to 
numerous coverage issues, for exam-
ple warranty,’ adds Prager

The problem comes, of course, 
when clients subsequently decide not 
to act on the coverage issues. ‘Some 
clients say they don’t want to antag-
onise companies they have a good 
relationship with by carrying out a 
forensic inspection but I say to them 
“look you’ve got an inspection clause 
and I’m pretty sure if I can see the 

records then I will find some issues 
there which will reduce the price for 
a commutation” which nine times 
out of 10 is what my clients are look-
ing for,’ says Pooley.

Coleman agrees that it can be frus-
trating when a client decides not 
to follow through with discovery, 
but stresses that ‘at the end of the 
day, an auditor is a service provider 
whose job it is to identify issues and 
anomalies, educate the client as to 
their scope and value and support the 
issue should it become contentious. 
The auditor usually does not know 
all of the background issues that exist 
within a client’s office. 

‘If there is an on-going relationship 
with the cedent, many issues may be 
swept under the carpet as considera-
tion for preserving the relationship 
between the parties. As auditors, we 
need to get over it and be satisfied 
that we have done our jobs to the 
best of our ability.’
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become more widespread local mar-
kets are more aware of their advan-
tages. Each client has a different pri-
ority and focus. This is reflected in 
their specific scope.’

The ultimate value of an audit, says 
Prager, can be measured by a reduc-
tion in the claims that they are being 
requested to pay or locating redun-
dant reserves resulting in a more 
favorable commutation. But, Prager 
stresses, it is not only the reporting 
aspect that clients are seeking. ‘We 
see an increase in the need for our 
services in entering into discussions 
with parties where relationships may 
have or are about to break down with 
key individuals and we are asked to 
intervene before expensive litigation 
takes place. Again this is one of the 
hidden cost savings advantages that 
clients benefit from,’ he says.

Meanwhile service providers are 
applying an increasingly forensic 
approach to their audit and inspec-
tion reports as Keith Pooley of Global 
Reinsurance Consultants explains: 
‘I’ve always regarded audit and 
inspection as a project which needs 
to be looked at from the very begin-
ning. Some companies specialise in 
providing a claims audit – a tick and 
bash exercise – which makes sure 
that claims have been put through or 
recovered correctly but as far as I’m 
concerned that has limited value,’ he 
says. 

‘What I’ve specialised in is provid-
ing a proper forensic audit by which 
I mean looking at the original books 
and records from the time of place-
ment and the need to review that 
information, and not only that but to 
see if that information is actually held 
by the company. Many of the books 
in run-off, or even live books in run-

‘Unauthorised or excluded lines of 

business are still the prevalent types of 

coverage issue that we find’

 Art Coleman, Citadel Risk

‘We see audits and inspections at 

the forefront of some of the major 

management decisions in the run-off 

market’ Ashley Prager, Risk Resolutions
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Prager agrees: ‘Yes at times for 
commercial reasons purely, deals 
get struck resulting in payments 
to reduce down books of business 
where it may start to become or has 
become a drain on resources. This is 
a fine line against the cost of taking 
legal action against the time saved 
by cutting a deal which satisfies both 
parties. Equally the parties may be 
situated in unfavourable jurisdictions 
and not necessarily have the benefit 
of an exclusive jurisdiction clause and 
therefore questions arise as to poten-
tial costs of taking matters forward in 
unknown territories. ‘

Coleman also points out that what 
has changed has been the fear from 
the law firms for discoverable inter-
mediate work product between cli-
ents and auditors: ‘Much of this fear, 
in my opinion, is justified given the 
ease of the use of email to commu-
nicate – all of which is discoverable 
unless protected by privilege.’

So what impact have these changes 

and developments had on the way in 
which audit and inspections work is 
priced? According to Pooley in the 
last two or three years there has been 
a change in attitude towards charg-
es: ‘Clients are very keen on keeping 
costs down, which is nothing new, 
but now there is a lot of pressure 
on companies who have charged on 
a fixed fee or hourly rate to reduce 
their fees. That’s not a big issue for me 
as I’ve always pushed contingency as 
a way of showing clients we are shar-
ing the risk with them.

‘I charge a small upfront fee to 
cover the pre-audit then it is based on 

a sliding scale of success fee. Of course 
if the client just wants a claims audit 
and nothing else it is not in my inter-
est to go down the success fee route. 
However, since we know details 
about a lot of companies we have 
come across we may already know 
there are likely to be some issues to 
be found and would push for a con-
tingency fee basis.’

Not all service providers are keen 
on the contingency fee base however. 
Coleman, for example, prefers a fixed 
fee: ‘Contingencies, while sounding 
sexy leave all parties asking questions 
at the end of the day. Did the audi-

‘Audits and inspections remain 

an effective tool in resolving legal 

disputes and establishing a third party 

view of business transactions’   

 Tom Whittingdale, Compre
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pride in not charging clients for what 
essentially is a consultancy, preferring 
to charge when and only when the 
client believes we can add value and 
allowing for the client to discuss our 
proposals moving forward with his 
own management.

‘It is always hoped that an inspec-
tor adds value to the client’s objective 
through reducing the claim request/
reserves down and or enabling the 
project to allow a sensible commu-
tation to take place. As we can see 

from recent economic outlooks there 
are no guarantees and the audit and 
inspection arena is no different than 
any other area,’ he adds.

So what is the out-
look for the a u d i t 
and inspec- t i o n 
sector?

Says Klivan, ‘more 
companies are offering the 
service and some clients even 
prefer to perform traditional non 
contentious audits themselves. There 
is an increasing demand for more 
focused audits of shorter duration, 
in terms of “regular” business. If the 
matter is in litigation or arbitration 
then the remit hasn’t changed drasti-
cally.’ But, he adds, in his experience 
‘most clients simply wish to know 
what happened that the business has 
developed as it has.’

As Coleman sees it, ‘there are a lot 

of small firms and sole practitioners 
in the market that have the need to 
bring in work and do not have the 
overheads of the larger firms. Thus 
they can afford to keep their prices 
low. On the other hand, these audi-
tors are typically functionally focused 
(accounting, claims, etc.) and do not 
really have the ability to do a full 
inspection.’

According to Whittingdale, there 
has always been a high level of inter-
est in obtaining audit work from the 
London market and at the same time 
there are more audits being assigned 
both in the UK and overseas. Pooley 
agrees: ‘The market is quite competi-
tive now and I think that what people 
are looking for now are results rather 
than report writing. There is a lot of 
pressure on companies which have 
been run-off in London for example, 
who have staff there, just ticking over 
and senior management are now say-
ing “let’s get this moving and off our 
books”.’ l
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tor take all factors into consideration 
or simply work on those issues that 
would generate a contingent fee? 
Does the client give away the issue 
in exchange for something else thus 
devaluing the contingent fee to the 
auditor? I would stay with the fixed 
fee to protect all interests.’

Klivan says he tends to leave the 
question of fee structure to the indi-
vidual client: ‘For our own bot-
tom line we prefer the contingency 
basis. However this isn’t always the 
best option for the client. The prob-
lem with a contingency fee is that it 
removes the “independence” aspect 
from the equation. The client doesn’t 
wish to go to proceedings and it be 
discovered that the “independent” 
examination wasn’t independent 
at all.’ Whittingdale agrees: ‘It very 

much depends upon the specific cir-
cumstances. Most of our services con-
tinue to be on a billable hour basis 
however we are amenable to offer-
ing our services on a contingency fee 
basis where terms are equitable.’

Pooley stresses the importance of 
knowing exactly what the work will 
involve in order to price the job accu-
rately: ‘I always insist on having a 
full picture of what we are looking 
at – I want to know what books and 
records they have. Once you have an 
understanding of what you’re doing, 
within a week or so you have an idea 
of how long it will take.’

Prager agrees: ‘We are frequently 
asked to intervene where an outside 
unconnected party can independently 
review the problems. It is extremely 
important that we understand exact-
ly what the problem is and the posi-
tions from an early stage and we take 

‘Once you have an understanding of 

what you’re doing, within a week or 

so you have an idea of how long it will 

take’ Keith Pooley, Global Reinsurance Consultants

‘There is an increasing demand 

for more focused audits of shorter 

duration, in terms of regular business’  

 Andrew Klivan, NRC


