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Liam:

Welcome to the Unbound Podcast with Liam Gray. Whether you are an Insurtech enthusiast,
traditional insurer, or just looking to understand how innovation will affect the insurance market, the
Unbound Podcast is for you. From Insurtech founders to leaders within some of the world’s most
forward-thinking insurers, each episode looks at the technologies and business models that are
changing the future of insurance.
Today we’re speaking with Richard from Cytora. Normally a lot of guests give their background, but
today we were going up against a very, very loud motorbike, so I’ll give a brief background, then
we’ll jump into the interview. Today’s guest, Richard, is CEO and one of four founders of Cytora, which
was established around three and a half years ago. He entered the world of insurance shortly after
graduating from UCL, where he studied political science.
His first role in insurance was for a tech company based in Shanghai, where he acted as a product
manager, providing software solutions to insurers. This role gave him an understanding of insurance that
led him to write an article about an idea that looks a lot like Cytora today, and this is where we jump into
today’s interview. Warning: there are traffic noises in the background, but you can hear Richard and I
clearly. I say think of it as a London traffic backing track. I hope you enjoy today’s episode.

Richard:

I wrote an article with a friend talking about the huge opportunity to use external data on the web
and from other sources to price risk. Entirely different from how it was being done at the time, where
underwriters would form judgements about whether something was likely to experience a claim
or not, which would be quite data-poor, and some very senior people were very excited when they
read this article, including some very senior executives at AIG who got in touch and said, “Can we buy
this product?” Obviously at that point it was just an idea, so it didn’t exist, but it was a really validating
moment for the idea, and we quit our jobs and started Cytora in Cambridge.

Liam:

With respect to Cytora’s actual value proposition, what you’re bringing to insurers, what AIG were
looking at when they were thinking, “OK, we can bring this on board.” What is that product? What is
that proposition?
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Richard:

Essentially, it’s helping insurers improve loss ratios and grow premium by using data to make decisions
rather than judgement. One of our fundamental premises is you want a pre-computed price for every
single risk in the world regardless of where your exposure is. So, say for example you have an insurance
company and you might have some exposure in medium-sized offices and that’s great and you
obviously understand that very small segment – it might be four percent of the overall office population.
We take a very different approach. We computer-price at every single office, and then we’ll say,
“OK, this is where you are, in this four percent. If you want to improve your loss ratio, this is where
you need to move, and these are the types of risks you need to be writing which have a better loss
ratio.” That viewpoint, originally it’s from – this is how capital markets do it. Where Bloomberg will
price every single stock, and then the portfolio manager will have their portfolio and they see one in
relation to the other, and that’s where we’re taking the insurance industry.

Liam:

So where does all of this data come from, and how it actually processed?

Richard:

It comes from many different sources, and that’s one of the, I think, the really hard technical problems
that needs to be solved algorithmically. You can go on to how artificial intelligence can be used to
acquire data and extract data, but yes, it comes from hundreds of thousands of different sources,
some of them on the web, some on the internet. These are things like government data sets, news
media, other third-party data sets that, for example, have information about commercial properties.
Other data sets that have information about the financials of companies. So, we have to kind of
fuse all of this data together to build what we call a population-scale view. To break that down even
further, there are three main types of data sets. One is what we call a population backbone, which
is every single insurable property or company, which is really a single data point for each of these
which has an address, it has a building name, so the building we’re in right now would be listed in
that data set.
We then fuse on top of that features which describe the rest in some detail. We have hundreds of
different features ranging from what’s the construction type, what’s the revenue position of the
company, what’s its heating system? So we put all of these features in, and we predict – we work out
what are most predictive. The last section is the loss history that’s reported. These three data sets really
make up the core of what we do, and it gives us a tremendous data advantage of what already exists.

Liam:

OK. So, will this information come from the company, or will you be able to find that online through
public data sources?

Richard:

It’s definitely the latter, yes. We don’t actually ask the company for any information. So, when a risk
submission comes in, all we need is a single business identifier and then we can just match that
to our data sets and we can price that risk purely based on that identifier, which might be just a
business name and address.

Liam:

So, looking beyond Cytora and looking at AI in the insurance industry and its possible use cases…
Where are we at the moment in your opinion with respect to AI?

Richard:

I think the insurance industry is at a place where it’s currently making predictions about the future,
and that’s a really interesting thing about insurance, where the cost of the policy – the cost is
unknown at the point you have to price it, and that’s why smart people are drawn to the insurance
industry, because it’s one of the few industries where that problem exists.
It doesn’t exist for Amazon selling chairs, because you know the cost of the chair, so you can set the
price. With insurance the cost is always in the future, so it’s intrinsically a prediction problem. And
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that’s where AI – AI is a prediction technology. It’s using algorithms to make predictions about the
future, often – sometimes in relation to particular goals, and that’s why there’s a massive advantage
to apply this prediction technology to the insurance industry.

Liam:

And how do you view it at the moment? Do you view it as a tool, or do you view it as something that
could potentially do the work for an underwriter?

Richard:

I think it’s both, depending on the characteristic of the risk. So, in very complex and heterogeneous
risk segments where each risk is quite different and they’re incredibly difficult to understand,
you need human judgement and that’s really important because, to give you I guess an extreme
example, let’s imagine the Hyperloop, this new transportation system. It’s going to be very hard for
an algorithm to do better than a human because it’s never seen this thing before.
On the other side, in the more homogenous segments, where you see the same things many, many
times, you have huge liquid data sets. The predictions are much better using algorithms, and a lot
cheaper. So that’s why, economically, it makes sense for companies to move in that direction.

Liam:

And with respect to adoption of this type of technology and these sort of tools, how receptive have
underwriters or insurers been so far?

Richard:

Very receptive. Especially when they see a massive improvement in the loss ratio, which is what
they’re obviously trying to achieve. So, I think maybe theoretically we’ll only have a problem when
companies are saying, “We use this technology,” and the customer goes, “Well, what’s the business
value of the technology?” That’s the fundamental concern for a CEO of an insurance company.
What we’re able to do is by using machine learning and external data, we’re able to improve loss
ratios by significant amounts, and that’s why we’ve had the adoption we’ve had across the different
customers we have.

Liam:

And are you allowed to talk about any of the partnerships that you’ve had so far with insurers?
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Richard:

Yes, definitely. I can’t go into detail on all of them, but one that is public is with XL Catlin, who we
are working with in different areas across their biggest books of business. There the opportunity is
to use artificial intelligence and external data to differentiate risk in a much more granular way. It’s
difficult right now for companies because often the information you get looks – each risk looks quite
identical, so it’s very hard to say, “Well, this is a better risk than that one,” because you don’t have the
actual depth of data.
What we’re able to do is make very fine-grained distinctions between different types of risk which
leaves the better risk selection decisions, and better conversion of the best risks, at the point of
submission, and it will ultimately give a more accurate premium. So, we’re working with them in
different areas, including the U.S.

Liam:

It looks like the benefits to using artificial intelligence to better understand your risk exposures and
improve the underwriting process – the benefits are clear, and quite a few insurers have realised that
already. But have you seen any barriers for this sort of solution? Have you seen any barriers culturally
with respect to the process itself?

Richard:

I think it’s definitely – education is needed to educate people around what this technology is and
how it can help them. But I think moving away from the category of artificial intelligence is really
valuable, and it’s really reframing it as “these are predictive scores that will help you have a better
assessment of what’s likely to happen in the next year”.
So, for example, in underwriting systems that are using – that are carrying our data sets – we just supply
very simple scores, so maybe there’s five grades, A, B, C, D and E for a risk, and that relates to what’s the
likelihood of it a claim in the next year and that’s very easy for an underwriter to use, and they’re very
comfortable using it. So yes, I think it’s really important to translate the virtuosity of the technology to
the actual user base, so someone can actually understand how it’s used and why it’s helpful.

Liam:

Looking forward, looking into the future now, what potential do you think solutions like Cytora’s
have? And what sort of impact do you believe they could have on the insurance industry?

Richard:

I think it will allow the insurance industry to provide a more frictionless experience to insurance
customers ultimately, because you don’t have to ask them for data. The reason why questions have
become so dominant is because the insurance industry doesn’t have data. So, if you were coming to
me and I was an underwriter, I would ask you 30 questions to get a sense of how do I rate you and
how do I price. If I have the data I don’t need to ask you the questions, so you can just say, “Well, this is
my business.”
I can say, “Great, well this is the price,” and you have a much better experience, similar to Uber. It
already knows who you are, it knows your record, and that’s excellent. So, I think that’s one dimension
where the industry will transform, and that’s enabled by external data and artificial intelligence and
I think the duality is really important. Data always drives the performance of the machine learning
models.
The other aspect of it, I think it will encourage insurance companies to move more into capital
allocation, where they will eventually funnel capital to underwriting engines that will eventually
write business in a very automated way. We have customers right now who are automating large
segments of their commercial book with us and they don’t have any underwriters in that process at
all. We were passed a risk submission and we wrote it and that’s all that needs to happen. It’s a really
great experience for the insured.
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Liam:

OK. And I suppose one of the best ways of proving that this model can work is two, three years down
the line, taking the business that was automatically written and put it up against the business that
was written by an underwriter, looking at the loss ratios based on similar books. Is that something
that you guys are possibly looking at doing?

Richard:

Yes, we do it right now. We do it for every client. We back-test their book over six years and we say,
“Had you been using the Cytora Risk Engine, this is how the book would have been changed.” With a
client recently, we’ve improved their loss ratio by 18 percentage points. So, they obviously thought
that was fantastic, and that triggered an implementation plan of getting our Risk Engine into their
live production system so they could use it on an ongoing basis. So, for every single customer we do
that and that obviously de-risks the implementation for them.

Liam:

Which makes complete sense. With respect to completely automating the underwriting process,
which areas of the insurance industry, which lines of business, do you feel like it fits perfectly? Is it for
the smaller companies? Is it for certain industries?

Richard:

Yes, I think you’re right, it’s smaller companies that are similar to many other companies. I mean, Frank
Knight, who was an economist in the early twentieth century made this distinction between risk and
uncertainty, and risk is something that is a highly repetitive event, say anything that happens many,
many times, so you can understand what’s the probability of this thing happening in the future.
Kind of like dice; if you throw a dice – after you throw a dice a hundred times, you kind of know the
probability sets. So that’s the equivalent to small SME commercial retail. There’s a lot of data on that,
so the prediction is quite easy.
For a more complex risk, say very large companies or unusual companies, like for example the
extractive industry where each company looks very, very dissimilar, it’s a lot harder. I think the right
way to think about it is: what is the similarity between different risks, and the more similarities and
standardisation there are, the more the machine predictions will outperform human predictions.
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Liam:

And if we come back around to Cytora now, what are your plans for the next year and onwards?
What do you guys plan to do? Is it geographical expansion, is it working with – obviously working
with more and more insurers? What’s the big plan?

Richard:

For us it’s global expansion. We’re globalising right now into two key markets outside of the U.K.
So, the U.S. and Australia. And that way we’re going very deep within each insurance company, so
we’re providing products across the underwriting, the portfolio, their distribution – so helping them
understand how well their distribution partners are doing. We have a suite of eight products that
are all powered by the Cytora Risk Engine, and it’s about getting these products up and running in
insurance companies, and that’s very much an implementation challenge.
Some insurers, obviously, it’s very easy to integrate with because they’re quite nimble and very
forward-looking. Others have a lot of legacy structures in there, as I’m sure you know, so it’s really
getting that – working out what are the quick wins there and then just implementing our products
into insurance companies so they can get the benefit of what we do on an ongoing basis.

Liam:

Sounds massively exciting and it sounds so useful for the commercial lines area in particular,
which a lot of people have criticised with respect to innovation because they say that not a lot has
happened there, and this is something that’s directly applicable to that part of the industry and
already you’re working with some of the largest insurers, so with respect to that, very excited for you
guys to see how far you can really push this proposition and how many people adopt it and how it
fundamentally changes the underwriting process.

Richard:

Absolutely, yes, and I think for us – we want to be a global company. We don’t see ourselves as a U.K.
company, and I think a lot of growth companies in the U.K. make that mistake of wanting to dominate
a home market too early. With our customers, they want us as a global standard, so that’s why we are
moving to local markets. At the moment you improve a loss ratio in the U.K., and the natural question
is, “Well why don’t we apply this to our biggest book of business?” which is generally the U.S., so you
have to have the appetite to do that. But we’re tremendously excited by becoming a global standard
for price optimisation for insurance companies because that’s ultimately what they need.
If you talk to any CEO, what they’re worried about is what’s the loss ratio, what’s the combined
operating ratio. I think there’s a slight divorce currently – and particularly the word ‘Insurtech’ I think is
quite hyped, but it’s a bit of a divorce between what people are doing in their technologies and the
extent to which those technologies are applied to what the insurance industry actually care about,
which often is things like, “What’s the expense ratio, and the loss ratio, and the combined operating
ratio?” I wish people would use that terminology more, because I think it would make it a lot more
legible to people who are buying these technologies inside insurance companies.

Liam:

Absolutely, so just highlighting the benefit to us. Every business is the same, it’s either going to
increase the top line or the bottom line. They’ve got to be happy.

Richard:

Definitely, and you have to be able to say that and quantify it. It’s the same as if someone came to me
and said, “Look, I’ve got this fantastic table.” My question would be like, “So what’s my value? How much
money will I make or save?” Or, “How much volatility will be reduced?” There are two or three questions.

Liam:

Finally, if anyone wants to get in touch with Cytora, or you or anyone on the team, how do they do it?

Richard:

They can contact us via our website where there’s, I think, a form you can fill out. There’s also a – you
can call us at our London office as well, and someone from our customer development team can
speak to you. We’re also speaking at many conferences; I think we’re on a panel of a major insurance
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conference in New York in December. So yes, you can come and talk to us directly. I’m often there, or
Andrzej Czapiewski, who’s in charge of our customer development so, yes, I think we’re pretty easy to
contact and always excited to learn about how we can work with customers on their biggest problems.

Liam:

Fantastic, it’s been an absolute pleasure, Richard, thank you very much.

Richard:

Thank you.

Liam:

Thanks for listening. Richard and his team saw the gap between the vast amount of risk data that
we have at our fingertips and the amount that we are using to improve the underwriting process.
Through the use of AI and machine learning in collecting and analysing data, I think we will
eventually get to the position where the most basic and homogenous commercial risks are written
completely automatically.
Finally, if you’re enjoying the show, please subscribe and leave comments. We really want to reach as
many people as possible with what’s happening in the insurance industry and there are no greater
advocates than you, our listeners.
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