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JUDGE SAYS CASH BALANCE

DESPITE OTHER RULINGS / PAGE 3

In Brief

Insured cat losses

drop in 30: PCS

U.S. catastrophes caused an
estimated $971 million in insured
property damage during the
third quarter of this year,
according to a preliminary
estimate from the Insurance
Services Office Inc.'s Property
Claim Services unit. That
compares with insured losses of
$48 billion during the same
period last year and $24 billion
during the same period of 2004.
Unusually destructive hurricane
activity marked both previous
third-quarter periods.

Garamendi urges
9.5% comp rate cut

California insurance
Commissioner John Garamendi
is recommending a 9.5%
decrease in the workers
compensation pure premium
rates for policies beginning Jan.

See NEWS IN BRIEF page 54
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as finite risk probe reopens

By RUPAL PAREKH

HAMILTON, Bermuda-The departure of Robert J.
Cooney from the helm of Max Re Capital Ltd. follow-

of chief operating officer, while
Angelo Guagliano-executive vp
of Max Re's operating subsidiary,
Max Re Ltd., and president of

inga.rennensdprabe inta.theeinsurers.accounting A; W Max.Re Lid s insurance divis

from a troublesome period, but the loss of the well- - r-»
known executive could ultimately hurt the company,

observers say.

chief underwriting officer for all
of the company's insurance and

reinsurance operations.

While the move may mean that Max Re can move

ahead with a clean slate, Mr. Cooney was a skilled lead-

Mr. Cooney

er with valuable industry contacts, they say.

Mr. Cooney-who founded Hamilton, Bermuda-

"After. founding and leading
Max Re for seven years, | have
submitted my resignation because |

believe it is in the best interests of the company to do

based Max Re in 1999 after serving as president and so," Mr. Cooney said in the statement. "I am confident
chief operating officer of XL Insurance Ltd.-resigned as that Max Re will continue to succeed and grow under

Max Re's chairman and chief executive last week. He

also stepped down from the boards of the company and

the new management team put in place."”
Mr. Cooney's exit coincides with Max Re's reopening

each of its subsidiaries, though he will be available as a of an internal investigation earlier this year into finite

consultant until Dec. 31, Max Re said in a statement.
W. Marston Becker, a Max Re director since 2004, was

appointed by the company's board to step in as chair-
man and acting chief executive officer.

risk retrocessional contracts written by the reinsurer in
2001 and 2003 UN, April 3).
That probe, conducted by the reinsurer's audit and

risk management committee, was concluded in May
Max Re also said that its executive vp and chief risk 4
officer, Peter A. Minton, has assumed the additional role

See MAX RE page 53

Lower drug costs may result
from CVS/Caremark combination

Deal could lead to
more consolidation

in PBM sector

By GLORIA GONZALEZ

NASHVILLE, Tenn.-The merger of
one of the biggest pharmacy retail-
ers and a major pharmacy benefit
manager should result in lower pre-
scription drug pricing and may fore-
shadow a future trend of consolida-
tion in the PBM industry, benefit
managers and consultants say.
PBM Caremark Rx Inc., which
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buys drugs directly from manufac-
turers and distributes them through
a network of 60,000 pharmacies as
well as through mail-order, and
major pharmacy chain CVS Corp.
announced last week that they will
merge in a $21 billion deal that
would create an integrated pharma-
cy services provider.

The merger will result in signifi-
cant benefits for employers and
health plans through more effective
cost management and innovative
new programs, Caremark and CVS
executives say.

The combined entity should be a
positive development for employers
as it may have greater leverage in
price negotiations with prescription
drug manufacturers, benefit man-
agers say. The merged company
may be able to pass on discounts to
CVS customers and employers and
employees that use Caremark.

"l think it can probably only be a
good thing," said Juliet Vestal, the
Las Vegas-based director of health
care management for Harrah's

See CVS page 53
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High court

considers

punitives

By MARK A. HOFMANN

WASHINGTON-The Supreme Court
may use a tobacco liability case to
determine whether due process
guarantees allow a jury to levy puni-
tive damages on a defendant for the
effects of its conduct on people who
are not a party to the suit.

That was one of two questions
presented to the high court last
week as it heard arguments in Philip
Morris USA vs. Mayola Williams. The
other question is whether, in
reviewing a jury's award of punitive
damages, an appellate court's con-
clusion that a defendant's conduct
was highly reprehensible and analo-
gous to a crime can override the
constitutional requirement that
punitive damages be reasonably
related to the plaintiffs harm.

The case centers on the Oregon
Supreme Court's Feb. 2 ruling that
upheld a $79.5 million punitive
damage award to the widow of a
smoker. The award came atop a
compensatory award of $821,485,
which was later reduced by
$300,000 to bring it in line with
Oregon's cap on wrongful death
damages. The size of the punitive
damage award seemed to go against
the guidelines spelled out by the
U.S. Supreme Court in its 2003 deci-
sion in State Farm Mutual Insumnce
Co. vs. Cums Campbell et al. In that
case, the high court's majority held
that under most circumstances,
punitive damages in excess of sin-
gle-digit multiples of the underlying
compensatory damages are so dis-
proportionate as to be unconstitu-
tional.

The Oregon Supreme Court,
however, said that Philip Morris'
conduct was so "extreme and outra-
geous" that the guidelines didn't
apply. In addition, the Oregon

See PUNITIVES page 54
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How can risk managers ensure m

they are involved when top Employers had hoped IBM case, would prove so persuasive
management discusses risk that other courts would quickly fall
Issues'7 Brs Community Forums uncertalnty Overa#er in line, putting an end to cash bal-
are Just the place to talk about . ance plan age discrimination htiga- FaneeY
emerging risk strategies Join appeals court ruling tion, which has been going on for at The proposed rebuilding of the World Trade Center may not proceed exactly as
. . . . leaseholder Silversteln had planned after a federal judge ruled the leaseholder
the online discussion group at least seven years and costing
can only recover the cost of the towers as they stood before Sept. 11, 2001.
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com to post your Ideas, share in legal fees.
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Risk Manager of the Year®
Risk Management Honor Roll®

Nominations for the Risk Manager of the Year® and
-Risk Management Honor Roll® are now being accepted by

Business Insurance.

Honorees are announced and p,ofiled in the The Risk Manager of the Year® Award was created in 1977

annual Risk Manager of the Year® feature by Business /nsurance to increase recognition of the risk

published by Business insurance which is management profession and to recognize outstanding

distributed at the RIMS annual Cor ference and . . .
performance in the practice of risk management. The

Exhibition each spring. Awards will be Risk Management Honor Roll® was added in 1980 as a way

presented at a special luncheon to recognize worthy risk managers and risk management

honoring these risk managers. programs in industries not represented by the annual
Risk Manager of the Year® award winner.
DEADLINE FOR NOMINATIONS:
Executives anywhere in the world who are involved in risk
December 15,2006 management for a corporation, not-for-profit institution or
government entity can be nominated.
For ncminating

forms and instructions, The nominations will be judged by a panel of executives

repr ntin 1 t: f risk man ment and th
call 312-649-5274 eprese g all aspects of ris anagement and the

commercial insurance industry.
or e-mail:

rcoccia@Businessinsurance.com .
www.Buslnessinsurance.com

Business Insurance

or visit

Businesslinsurance.com/RMOY

Risk Manager of the Year® and Risk Managemen. Honor Roll® are Registered Trademarks of

3usiness /nscrance and Cra:n Communications Inc.

"Dempsey, Myers gave our insurers what they wanted -

Bl values that are repeatable, verifiable and defensible."

FAZ ZES TZIEGilie

e

WE KNOW WHAT'S ON THE LINE.

Visit dempseymyers.com or call 800.762.5052.

Commentary

Elections will never be

a problem in Winstonia

From Winstonia's shores, thanks
to the broad reach of our satel-
lites, | see that Election Day is
here at last for Americans. By the
time America reads this, its citi-
zens might already have cast
their votes, many no doubt hop-
ing that would end the cacopho-
ny of the candidates, the near
ceaseless barrage of campaign
noise, mudslinging, sleaze and
punditry that accompanies elec-
tions in the United States.

Even my e-mail, inbox@winsto-
nia.gov, has been receiving mes-
sages almost daily from candi-
dates in the U.S. House and Sen-
ate races and from their political
parties, with increasingly shrill
messages about the end of life as
we know it if the other team
is elected. | figure about half
of these are phishing expeditions
by clever hackers hoping
| will open my wallet and pledge
my credit limit to the cause. The
other remainders are fishing
expeditions by political parties
hoping | will open my wallet
and pledge my credit limit to the
cause. My wallet remains dosed.

Even the candidates appear to
suspect that much of the popu-
lace has grown weary of the end-
less catfighting between
the parties. Now, when
watching political ads on

U.S. television | have to

squint at the fine print in
the last 0.5 seconds of an

PAUL
WINSTON

Associate Publisher
and Editorial Director
Paul Winston's commentary
appears periodically. E-mail:
pwinston@businessinsurance.com

politicians, influence peddlers
and Jon Stewart. Our tiny nation
exists for one purpose: To make
money for us both.

You want tort reform? Just ask
(and please refer to the handy fee
schedule that accompanied your
incorporation papers). Tax-free
catastrophe reserves? No prob-
lem (if the aforementioned fees
are current). To do away with

There's really only one thing

that Winstonia frowns on,

ad to see if a candidate is Only We Can't remember What

a Democrat or a Republi-
can, since candidates
from both parties are stu-
diously avoiding such
angst-ridden labels and
emphasizing their "indepen-

dence.”

Of course, very important
business issues could well be
decided by these elections, such
as Eliot Spitzer's to do list,
whether the federal government
opts to partly finance terrorism
insurance, or foot the entire bill
after an attack, and whether
bacon cheeseburgers become the

next mass tort.

It must be frustrating for U.S.
businesses to have their fortunes
dictated by the votes of people
halfway across the country with
whom they have no relation-
ship, or whose political leanings
can be swayed overnight by
John Kerry's bloopers or what
comes out of Rush Limbaugh's
mouth.

How much simpler running a
business would be in a place
where, with a little grease on the
palm, virtually anything a com-
pany desires is in reach-a place
like Winstonia.

Winstonia, as any school child
can tell you, is a benevolent dic-
tatorship nestled in the wilds of
lllinois. As such, our govern-
ment is blissfully free from the
hysteria caused by campaigning

it is at the moment.

quarterly earnings reports?
That's a big yes (as long as your
quarterly deposits are main-
tained). Back-date your stock
options? You'll find that the
rules of the Winstonia Depart-
ment of Securities are quite
enlightened on this subject (for
the proper percentage).

There's really only one thing
that Winstonia frowns on, only

we can't remember what it is at

the moment. Oh yeah: a free and
meddlesome electorate.

Risk Manager of the Year

Did you know that there is
only a little more than a month
to nominate someone for the
2007 Risk Manager of the Year?

This is your chance to tell us
about a boss, a colleague or a
client who should be recognized
for their outstanding work as a
risk manager. The nominating
process has been revised this
year to make it easier to nomi-
nate worthy individuals.

Please visit www. businessinsur-
ance.com/RMOY to download a
simple nominating form and tell
us about a worthy individual
who is a credit to the profession.
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Federal inaction

carries a very high cost

F THERE EVER was an example of the damaging consequences
that can result when federal legislators stay on the sidelines on an
important employee beneftts issue, the controversy over cash bal-
ance pension plans is it
The first cash balance plan was set up in 1985 Since then, more
than 1,000 employers, including a good chunk of the nation's biggest
and best-known companies, have converted their traditional pension
plans to cash balance arrangements
As employers adopted the new design, they and their advisers
pleaded with legislators to clarify pension law to recognize the plans.
Regrettably, legislators gave employers the cold shoulder And the
result of that congressional indifference: a slew of lawsuits charging,
among other things, that the plans as designed discriminate against
older employees
While we think that
allegation is absurd-

Regrettably, legislators

where's the discrimina-

don in an arrangement

gave employers the

cold shoulder.

in which all employees,

regardless of age, receive
the same benefit and

iNnterest credits—vwhhat we

think really doesn't mat-

ter What does matter is

that while most courts, Including one federal appeals court, have
rejected the age discrimination charge, a couple have not.

That means the litigation is gomg to go on for some time. And what
will the result be? For starters, millions and millions of dollars of cor-
porate dollars, which perhaps could have been used to support
employee benefit programs, instead will be spent on legal fees.

Stlll worse, some employers that are tired of waiting for the legal
uncertainty to end will phase out cash balance plans in favor of
defined contribution plans, where the legal nsks are lower but such
plans also don't protect employees from investment risk as cash bal-
ance plans would That result hardly is in the public interest. While
Congress, ftnally, passed legislation this summer to protect new cash
balance plans from age discrimination Suits, it is of little comfort to
employers that started the plans years ago.

It would be unrealistic to expect any more action on this front from
Congress. We lust hope that this sorry chapter of congressional inac-
tion will serve as a lesson to legislators that they are elected to lead
and not walk away when leadership is required

Lid on finite coverage
coffin nearly nailed shut

HE DEPARTURE OF YET another insurance industry chief exec-
utive at the same time that the company runs into Issues over
its involvement in the finite risk market (see story, page 1)
would seem to be yet another nail m the coffin of what was once a
useful niche of the insurance and reinsurance market
As we report on m our Spotlight on reinsurance, due to the investi-
gations into some questionable use of finite products, the use of the
coverage has dwmdled to the point that the finite sector is m danger
of disappearing. And that would be a shame
While mvestlgations into the use of finite contracts have clearly
uncovered some abuses of the coverage, It would be wrong to con-
clude that all uses of finite nsk coverage are illegitimate or illegal
As a tool for covering difficult nsks, for providing less expensive
alternatives to traditional reinsurance, and for ensuring that funds will
be available to pay future losses, ftmte risk coverage has served many
insurers and policyholders well, and should be allowed to continue to
do so
While we can understand why many former buyers and sellers of
the products would now shy away from them, we think that a more
aggressive attempt to clarify the rules on the legitimate use of finite
risk would be a far more positive approach to the problem
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RIMS' New Orleans stance will aid recovery

To the editor Kudos to the Risk & in the Gulf coast for man) months,
Insurance Management Society Inc haising between the insurers and the

for standing its ground and commit- insured, helping place our clients
ting the organization to holding its squarely back on the road tc recovery
annual conference and exhibition in We know firsthand of the commit-

New Orleans next Apnl. According to ment of New Orleans' people to their

the Oct 23 edition of Business Insur- own revitalization-made easier with

ance, RIMS made its decision in the each investment in the city s econo-

face of at least one organization's con- my
ference cancellation and nagging

concerns about airline service

While no one should make light of
the challenges that currently exist

At its heart, the insurance indus- and that lay ahead for New Orleans,
try-whether commercial or residen- we agree with RIMS President Michael
tial, broker, MGU or exclusive Liebowitz that to turn our back on

agent-is about risk mitigation and New Orleans now would do a disser-

recovery RIMS' decision to keep next vice to the city and to its people

year's conference in New Orleans is
an apt reflection of the industry's
commitment to those key concepts
Aon has had a sizeable contmgent
of commercial claims people working

Write us

Greg Case

President

and Chief Execttive Officer
Aon Corp

Chicago

Bustness Insurance welcomes letters to the editor The section is intended to be a forum for redders' opinions

and comments We reserve the nght to edit letters for clanty or space We will not publish unngned letters
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SPOTLIGHT

Market: Property cat reinsurance rates soar despite low losses

CONTINUED FROM PREVIOUS PAGE

Denzer said.

"l think we just have towaittolet
the market absorb the mild cat sea-
son and see where that takes us," he
added.

"What is remarkable and very
encouraging" is that the reinsur-
ance market remains "quite disci-
plined,"” said Pierre Ozendo, Ar-
monk, N.Y.-based CEO of Swiss
Reinsurance Co.'s Americas divi-
sion. There is "not a lot of foolish-
ness" despite some price competi-
tion in shorteMail and lower-risk
casualty lines, plus contract word-
ings remain firm, said Mr. Ozendo.

That "should give us the opportuni-
ty to keep things in pretty good
shape."

Property cat rate increases will
not be as high in January as they
were this summer, most observers
say. Instead, reinsurers will focus on
bringing those renewals nearer to
midyear 2006 levels.

"I think most people would agree
the pricing levels in July were the
best ever" for reinsurers, said Steven
K. Bolland, president of reinsurance
intermediary Gill & Roeser in New
York. "If nothing happens between
now and the end of the year, | don't
think reinsurers will see those pric-
ing levels at Jan. 1 because they

CAPITAL YOU

475 Steamboat Road *

Berkley Insurance Company
Rated "A+" by Standard & Poor's and "A" by A. M. Best

were truly amazing, for the U.S.,
anyway," he said.

Mr. Priebe anticipates "there'll be
some movement upwards on the
January programs, bringing them
more in line with what we saw at
midyear. We may find a point in
between the two, but | don't think
pricing will be flat" in peak catastro-
phe zones.

Property cat will play catch-up
with the July renewals, agreed Chris
O'Kane, London-based CEO of
Aspen Insurance Holdings Ltd.
Reinsurance buyers in July paid up
to 60% more than January buyers,

"so there's a pretty significant dif-
ference.”

William H. Eyre Jr., managing
director and CEO of reinsurance
intermediary Towers PerTin Reinsur-
ance in Philadelphia, agreed "there
is an element of catch-up” for the
January 2007 renewals.

"l think all indications are that
reinsurers, for this Jan. 1, are going
to be focusing on the clients' expo-
sums," and their 2005 hurricane
loss development since last year's
fourth quarter, said Mr. Eyre.

Expectations very different

John Gwynn, managing director
at Memphis, Tenn.-based Morgan
Keegan & Co., pointed to a dispari-
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ty in expectations. Reinsurers say
they expect further rate increases-
in some cases significant hikes,
while primary companies "are all
saying 'We got hit pretty hard
midyear and we're assuming
because there are no storms that
we're going to get some relief.

"I've never seen such divergence
in the expectations before," said Mr.
Gwynn, who added, «lIthink they'll
split down the middle. We'll see
some rate increases, but probably
not enough to make the property
reinsurance business an attractive,
long-term proposition."

William J. Adamson, CEO of rein-
surance intermediary Carvill Ameri-
ca Inc. in Chicago, said he sees no
major changes despite a mild year
for catastrophes "because there's
still such a shortage of capacity in
peak zones for natural perils.”
Carvill estimates the capacity short-
age in peak zones still totals close to
$50 billion despite the mild cat loss-
es so far this year.

Fear of future catastrophes is one
factor influencing the property cat
rate environment.

John L. Ward, CEO of Cincinnati-
based Cincinnatus Partners L.L.C.,
an advisory firm that specializes in
the insurance industry, said, "The
industry is still very fearful of a
stepped-up level of cat activity, in
terms of both frequency and severi-
ty, and until the outlook-the
expectation for cat activity-
changes, | think we're going to con- |
tinue to see rates be firm," he said.

Some point to the possibility of

devastating earthquakes, despite
the recent focus on hurricanes.

Last month, for instance, Hawaii
was jolted by a magnitude 6.7 tem- 1
blor.

The quake, which caused little
damage, is expected to have little if
any impact on the reinsurance mar-
ket, although "it might make one or
two people think about earth-
quakes," said Mr. Bolland.

"I'm hearing more and more talk
about earthquake exposure, and the
potential for earthquake catastro-
phes," Mr. Ward said.

The Northridge, Calif., earth-
quake was 12 years go, said Steve
McElhiney, president of Dallas-
based EWI Inc., a reinsurance
intermediary. Subsequent quakes
"are overdue" while modeling in
this area is "somewhat limited," he
said.

The light catastrophe season
"doesn't change the long-term
expectations" of catastrophes, said
Aspen's Mr. O'Kane. "The pricing
models are there, and it's not going
to change just because we were
lucky for one year." Furthermore,
the rating agencies' stringent capital
requirements remain in place. "It's
difficult to cut prices if you can't cut
the capital," he said.

However, some observers say
reinsurance rates may decrease in
January.

"l think the profitability of the
reinsurers, particularly in Bermuda,
will be phenomenal through the
storm season, and it's going to be a
lot of downward pressure" on rates
through 2007, Mr. McElhiney said.
"It's quite conceivable that rates
could go down" by about 2% to 3%,

he said.



I'T WWAS CALLED VISION.

WE STILL BELIEVE IN IT

QBE

the AMERICAS

QBE RINSURANCE CORPORATION - QBE INSURANCE CORPORATION- QBE SPECIALTY INSURANCE COMPANY
Wall Street Plaza/88 Pine Street/New York, NY 10005/rel: 212-422-1212/Fax: 212-422-1313

www. gbeusa.com



1 *LY

'i* . Nc *hber 6,2006 Budiness insurance*

*e..R.,Y"

SPOTLIGHT]

Competition keeping lid on casualty reinsurance rates

Lack of major losses,

divers#ication also

c brake on pricing
By JUDY GREENWALD

The reinsurance market continues

to be bifurcated, with property
catastrophe rates still rising while
casualty _ines continue to expeli-
enze modest decreases due to com-
perition, observers say.

The lack of major losses and
dir-ersificition are the yo main

faairs behind the softening casual-

ty market.

"There seems to be a gretty much
'go as is' approach" n the casualty
market, said William J. Adamson,
chief executive officer of reinsur-
ance intermzdiary Carvill America
Inc. in Chicago.

"There's not been any maior,
major event: or malor crises, so |
think it's pretty much ousiness as
usual, with normal market pres-
sures, clients looking for some con-
cessions anc markets doing their
best to hang on to whatever they've
got," Mr. Adamson said.

There's enot a lot of action” in

casualty, said Paul Karcn, CEO of

Benfield Grcup Ltd.'s U.S. division
in Minneapolis. "Everybody's talk-
ing about property, still"

David Pribe, CEO-Europe for
New York-based reinsurance inter-
nediary Guy Carpenter & Co. a
unit of Marsh Inc., said casualty
Fricing "will probably moderate as
7,e move into '07, recognizing the
favorable experience cver the 13st
.wo years" as well as "people's
desire to build a diversified portfo-
lio,"

There have been no significant
losses that rtould lead to increased
rates, "so the competition is defi-
nitely increasing," said Damien

Magarelli, an analyst with Standard
& Poor's Corp. in New York. He zsti-
mates casualty rates for the most
part are "flat to modestly down' by
about 10%.

Arguably, reinsurers can sti-1 earn
a margin on casualty business. bzi. a
continued decline into 2007 could
reach a point "where companies
will have to walk away from a lot
more business than previcusl|>,"
said Mr. Magarelli.

Diversification is also a factor, say
observers.

Steven K. Bolland, president of
reinsurance intermediary Gil_ &
Roeser in New York, said, "Peogle

are competing to diversify theii
books away from cat-related bust-
ness, and theiefore there is more
competition gcing into the casualt>
lines." In additon, "most reinsurers
had a good year," their capital base
increased and they therefore wanl
to leverage thefr capital. As a result,
"l would imagine the casualty pric-
ing will come under a little bit of
pressure," he said.

William H. Eyre Jr., managin8
director and CEO of reinsurance
intermediary Towers Perrin Reinsur-
ance in Philadelphia, said, "The one
area that could go flat or slightly up
could be workers comp cat pricing,"
which will be determined by insur-
ers' aggregate exposures to catastro-
phe-exposed areas.

Even where there is casualty com-

petition, however, observers say it
has been moderate.

"We continue to see a soft mar-
ket, but nothing that | would call
irrational, and [ think it'11 be based
upon the experience of the client as
opposed to any kind of a broad
brush" used by reinsurers, said
Michael D. O'Halleran, chairman
and CEO of Chicago-based reinsur-
ance intermediary Aon Re Global, a
unit of Aon Co=p.

"l don't thirl anything crazy is
going to happen, but | think it'11
continue to soften," said J. Paul
Newsome, vp and senior equities
analyst at A.G. Edwards & Sons Inc.
in St. Louis.

Steve McElhiney, president of
Dallas-based EWI Inc., a reinsurance
intermediary said, "It's fortunately
not a free fall, but | think year over
year it's inevitable we're going to
see some downward pressure on all
casualty lines," he said.

John Gwynn. managing director
at Memphis, Tenn.-based Morgan
Keegan & Co., said that while "we
don't seem to have reached the tip-
ping point" that imperils balance
sheets, "l think we're headed in that
direction.”

The year 2008 will be the time
where "either something happens
to change the rate activity" or "peo-
ple start getting in the danger zones
of repeating the'97-2001 period" of
soft pricing and reserve inadequa-
des, Mr. Gwynn said.

Businesslinsurance com
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SERVICES PROVIDED BY REINSURANCE BROKERS

Based on percentage of companies ojfering services other than reinsurance brokering

Dynamic financial analysis/financial modeling

Runoff services

Catastrophe/exposure modeling services

Actuarial consulting

Risk securitization consulting

Catastrophe management consulting

Source Bl survey

Bi RANKING

World largest

65.2%

60.9%

60.9%

56.5%

52.2%

52.2%

SPOTLIGHT

GROWTH IN REINSURANCE BROKERAGE REVENUE

As a group, the world's 10 largest reinsurance brokers have seen a steady gain in brokerage revenues since 1999.
In billions of dollars.

reinsurance brokers

Ranked by 2005 gross revenuesjtom reinsurance brokemge and related services™

Rank Company/Address

Aon Re Global
Aon Center, 200 E. Randolph St.,
Chicago, 111. 60601

Guy Carpenter & Co. Inc.
1 Madison Ave., Fourth Floor,
New York, N.Y. 10010-3658

Benfield Group Ltd.
3 55 Bishopsgate,

London, ECZN 3BD England

4 10 Trinity Square,

London, EC3P 3AX England

Jardine Lloyd Thompson Group P.L.C.
6 Crutched Friars,

London, EC3N 2PH England

6 Centre Square East,
1500 Market St.,

Philadelphia, Pa. 19102-4790

Cooper Gay (Holdings) Ltd.

; 52 Leadenhall St.,

London, EC3A 2EB England

BMS Group
Latham House, 16 Minories,
London, EC3N 1AX England

Gallagher Re
9 6 Alie St.,

London, El 8DE England

John B. Collins Associates Inc.
8500 Normandale Lake Blvd.,
Suite 2400,
Minneapolis, Minn. 55437

10

) 2005 reinsurance
Phone/Fax/Web site
gross revenues

312-381-1000
Fax: 312-381-0160 $920,000,000

www.aon.com

917-937-3000
Fax: 917-937-3500 $838,000,000

Wwww. guycarp.com

44-207-578-7000
Fax: 44-207-578-7001 $589,809,600 '

www.benfieldgroup.com

44-207-488-8111
44-207-488-8976 $565,000.000

www.willisre.com

44-207-466-1300
Fax: 44-207-466-1470 $155,826,240 '

www.jltre.com

215-246-1600
Fax: 215-246-1700 $153,300,000

www.towersperrin.com

44-207-480-7322
Fax: 44-207-481-4695 $92,750,000 '

www.coopergay.com

44-207-480-7288
Fax: 44-207-374-5928 $75,252,982 f

www.bmsgroup.com

44-207-204-6000

Fax: 44-207-204-6262 $75,000,000
www.gallagherre.com
952-820-0012
Fax: 952-820-2700 $52,035,000

www.collins.com

$4.0
$3.5 $3.4 =l s (s
$3.0
$3.0
o5 $2
$2. $2.3
$2.0
$1.5
$1.0n
1999 2000 2001 2002 2003 2004 2005
Source: Bl survey
2004 reinsurance 2005
%change Principal officer
gross revenues employees
Michael D. O'Halleran,
$940,000.000 -2.1% 2,860 i
chairman/CEO
David Spiller,
$868,000,000 -3.5% 2,617 .
president/CEO
Grahame Chilton,
$558,331,800 ' 5.6% 1,900
group CEO
Grahame Millwater,
$550,000,000 2.7% 1,188

chairman

Dominic Burke,
$145,173,600 2 7 .32 N/A

group chief executive

William H. Eyre Jr.,

$146,000,000 5.0% 430 ) ]
managing directodCEO
Tobias C.D. E: s
$87,550,000 5.9% 470 oblas sser
group chief executive/COO
$72,951,798 2 3.2% 328 John Spencer,
group chief executive
$78.000,000 38% 220 Simon Gander,
CEO-Gallagher Re (UK)
Patrick J. D A
$48,060,000 8.3% 167 atrie enzer

president/CEO

*Includes all reinsurance revenue reported through their holding and/or subsidiary companies. N/A=Not Available. 1 Fiscal year 2005 British pound=$1.8204.2 Fiscal year 2004 British pound=$1.833. 3 Fiscal year ending 9/30,

Source: B/survey

Visit www.businessinsurance.com for more information and to access the full searchable Directory of Reinsurance Brokers.

Business insurance now offers the option to purchase the entire online directory as an Excel file or as a PDF.
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SPOTLIGHT

Ret rocessional capacity still tight amid light cat season

Nontmditional

sources help somewhat
but market still tight

By JUDY GREENWALD

This year's light U.S. storm season
will Nnot lead to a dramatic
improvement in the availability
and price of retrocessional cover-
age, but it may help, otservers say.

They note that traditional retro-
cessional capacity, wtich largely
abandoned :he market in the wake

of the 2005 hurricane:, has been

replaced-but only to a degree-b¥
sid:cars, catastrofhe bonds and
industry loss warranties. which are
often supported by hedge funds
(see story, page 22].

The already tight retro marker
was constrained further by Swiss
Reirsurance Co.'s announcement
in September that it would not
renew the book of retrocessional
business it inherited with its pur-
chase of GE Insurance Solutions
from General Electric Co.

Swiss Re decided to take GEIS
out of the retro mark2t to "keep
our capacity and our capital for
our customers, not for the compe-

tition," said Pierre Ozendo,

Armor-k, N.Y.-based chief execu-
tive officer of Swiss Re's Americas

division.

Scarcity affects price

The scarcity of retro coverage is
one of the factors contributing to
property cat reinsurance's contin-
ued firmness, observers say.

"What retro market?" q,tipped
Steven K. Bolland, president of
reinsurance intermediary Gill &
Roeser Inc. in New York.

Chris O'Kane, London-based
CEO of Aspen Insurance Holdings

Ltd; said, "In the course cf this
year, we've moved away from being
a maijor buyer of retro to becoming
a medium-sized buyer of re:lo and
my guess is we'll continue to mcve

even furth€r in that direction.”

"Retro w.11 be unattractive. It will

be scarce and overpriced, so we

probably won't want to buy aid |
think others will:each a similar

conclusion,” Mr. O Kane said.

John Gwynn, managing director
at Memphis, Tenn.-based invest-
ment firm Morgan Keegan & Co.,
said the availability of retroession-
al coverage is "ancther element of
volatility in the final underwriting

outcome on these classes of busi-

ness."

"Obviously, part of that problem
is being taken care of through side-
cars and bonds and (industry loss
warranties)," but none of them "is |
significant enough yet to replace
refro," Mr. Gwynn said.

Mark Rouck, a senior director at
Fitch Ratings in Chicago, said the
retro market will "continue to be |
fairly tight at least through the
Uan. 1,2007,) renewal season."

However, "maybe by the mid-

year renewals, you might have a
better sense of how that market is

'Retro will be

unattractive. It will be

scarce and overpriced, so
we probably won't want
to buy, and | think others

will reach a similar

conclusion.'

Chris O'Kane, Aspen Insurance
Holdings Ltd.

going to shape out over a more
extended period," Mr. Rouck said.

An eye on 2007

Some observers said they believe
the situation will improve next
year.

Richard DiClemente, president
and CEO of New York-based THB
Intermediaries Inc., said if the hur- ,
ricane season ends without signifi-
cant losses, he expects to see "some
loosening up in the retro market for
renewals in January" as well as in
July,

"We expect some people sitting
on the sidelines in anticipation of
bad storms may start creeping back
into the marketplace" and offering
more capacity, Mr. DiClemente
said.

"1 think it's going to be improv-
ing compared to last year," said
Steve McElhiney, president of Dal-
las-based EWI Inc., a reinsurance
intermediary. Capacity that would
not have been there a year or two
ago may reappear, he said.

Retrocessional capacity coming
from the capital markets will be a
contributing factor, say observers.

Michael D. O'Halleran, chairman
and CEO of Chicago-based reinsur-
ance intermediary Aon Re Global, a
unit of Aon Corp., said, "There's
been new retro capacity in different
forms, both from conventional
reinsurance but also from the capi-
tal market/sidecar activities. It
won't be dramatic, but there will be
some new capacity available."

Aspen, for instance, plans to
explore outside traditional retroces-
sional capacity and examine alter-
native sources that include sidecars,
catastrophe bonds and ILWs, said
Mr. O'Kane.

u We are looking at all of those
options," he said.
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SPOTLIGHT

Hedge funds' involvement in industry likely to continue

Reinsurers, investors
see bengjits
in hedge ji mis

By JUDY GREENWALD

Hedge funds' invelvement in the
reinsurance industs is likely to wax
and wane deperding upon the
investment opportunities Fresented
by the market, 3Ey observels.

But even if po:entially highly
lucrative investment oppcrtunities
disappear with a softening market,
hedge funds are likely to maintain

some involvement in the industry
as they seek to take advantage of the
expertise they have already
acquired, some experts say.

The relationship between hedge
funds and reinsurers is often seen as
mutually beneficial: Reinsurers get
much-needed capital, including
retrocessional capacity, whether in
the form of sidecars, catastrophe
bonds or equity from the hedge
funds. And the hedge funds for
their part diversify their invest-
ments and get returns on invest-

ments that are uncorrelated with

their other stock, bond or currency

market investments.

Hedge funds' involvement has
helped the market, say observers.
"Through sidecars and other tempo-
rary capital vehicles, our clients are
able to secure more capacity” than
they would have otherwise, said
Paul Schultz, president of Chicago-
based Aon Capital Markets.

Before hedge funds' involvement
in the industry, it was almost
impossible to obtain a cat bond
below an 80- or 90-year frequency-
of-loss expectation, "which meant
that cat bonds were an extreme
catastrophe product,” said Chris
O'Kane, London-based chief execu-

tive officer of Aspen Insurance

Holdings Ltd., whose company has
hedge fund backing.

Today, though, it is possible to
buy a cat bond for a one in 50-year
event. This has made cat bonds ' a
more vibrant, more useful market,
which | think is a useful adjunct to
the cat capacity," said Mr. O'Kane.

Both insurers and reinsurers are
increasingly "going down ro lower
risk layers, or riskier tranches," said
Judy Klugman, managing director
and head of distribution at Swiss Re
Capital Markets in New York.

"Those types of securities are
being purchased by hedge funds

because it's similar to a natural fit
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for them in terms of a diversifica-

tion to their general business, and it
has a return profile that's very
attractive"” compared with other
opportunities, said Ms. I<lugman.
"We think there's a fairly good
match between the current hard
market for catastrophe risks and the
investors who are taking advantage
of that market," said Bruce Ballen-
tine, vp and senior credit officer at
Moody's Investors Service in New
York. "The hard market may be rel-
atively short-lived, and the
investors are providing capacity

through vehicles that are meant to
be short-lived-sidecars and cat

bonds-so it's a short to medium

response, probably, to a short- to
medium-term opportunity.”

The capital market's capac-
ity 'is more exible to come

and go than a traditional
reinsurer would be.'

Bruce Ballentine,
Moody's Investors Services

Investors make a commitment,
whether it be through a sidecar or a
cat bond, through a certain date,
"so both parties can watch the mar-
ket develop, watch the business
develop and plan for an orderly exit
or, if both parties see a continuing
opportunity, they can negotiate it,
and perhaps extend or supplement
the transaction,” Mr. Ballentine
said.

The capital market's capacity "is
more flexible to come and go than a
traditional reinsurer would be,” he
said. "It's hard for a traditional com-
pany to shut down or retrench dra-
matically as an opportunity fades."

Cat bonds and sidecars are "a
form of capital that comes in in the
hard market and leaves in a soft
market," said Steven K. Bolland,
president of reinsurance intermedi-
ary Gill & Roeser Inc. in New York.
"The problem in the industry has
always been overcapitalization in a
soft market," which pushes prices
down.

Hedge funds' involvement means
"that probably we will not see the
high peaks and the low troughs that
you've seen in the cycle in the past,
because capital is exiting the busi-
ness very rapidly," said Mr. Bolland.

Many observers say hedge funds
will be increasingly involved in the
industry, at least in the short-term.

Given how attractive the returns
were for investors this year, "I think
there'll be an appetite for investors
to continue to participate in this
sector, and so | anticipate we'11 see
an increased flow of capital support-
ing insurance risks," said David
Priebe, CEO-Europe for New York-
based reinsurance intermediary
Guy Carpenter & Co., a unit of

Marsh Inc.

Investors that entered the market
in the past year have "done very
well, and they probably will want to

See RETURNS page 24
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Returns: |nvestor appetite remains as hedge funds see few losses so far

CONTINUEDFROM PAGE 22

con=inue to do this class of business

for the coming year," while theil
suczess will a :tract more new
entants, said Morton N. Lane, pres-
ident of Wilmete, lll.-based Lane
Financial L.L.C., an independent
reinsurance consultant.

But some believe hedge funds'
involvement in the industry may
have already peaked.

There are two ways to look a. il,
said Steve McEihiney, president of
Dallas-based EW Inc., a reinsurancs
intermediary: Will more capital
come in and seek the phenomenal

returns hedge funds have earned sc

far, "which is an aberration” or
"will firms move onto other oppor-
tunities?" Mr. McElhiney said he
believes the latter will be the case.

Others also say they believe
hedge funds are not in the market
for the long haul.

«l think as companizs rebuild

their balance sheets somewhat and

as people's memories of'CS and the
'O5 hurricanes decline and there is
more pressure on premium rates,"
hedge funds will find the reinsur-
ance sector less attractive, said Mark
Rouck, senior directol at Fitch Rat-
ings in Chicago. "l rhink from a
hedge fund perspective, i. all comes
down to a risk-return re.ationship,
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Kentucky, Jacki
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has naileclessip
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hooves.
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and | wouldn't see them as neces-

sarily long-term investors.'

John Wicher, principal of John
Wicher & Associates in San Francis-
co, said, "When the hedge fund
pricing models turn upsice down,
they're going to be gone. That's just
the way the capital markets work."

Observers point out that hedge
funds have had few losse -hus far.

Robert DeRose, assistant vp at
Oldwick, NJ.-based A.M. Best Co.
Inc., said that although the relative-
ly inactive 2006 hurricane season
has enabled hedge funds ti make a
lot of money, an earthquake "could
happen at any time, and it'11 be
interesting to see, if there is a loss,

how they Feact to tha- scenario.
T.me will tell.’

The hedge funds. can meet their
oilgations in terms of financing
claims payments, said Pierre Ozen-
di Armonk, N.Y -based CEO of
Swiss Reinstrance Corp.'5 Americas
division. "The qgiestion is, how
many tim25 will that happen, and
are they ommitted to the market-
place? | don't think so,' said Mr.
Czendo. "l dcn't see them having
any longstanding impact on the
need to mitigate e=posun over the
long haul."

3ut others say they believe hedge

funds are in tile reinsurance market

to stay-at least to some cegree.
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|-Eedge funds "will want to keep
thir toe in the water in case other
clrportunities arise," said Mr. Lane.
The relationship has "worked out
well this time, and it may be need-
ed again. | think once a relationship
is established, it becomes a part of
the menu of alternatives that man-
agement will consider," he said.

Christopher McGhee, managing
director at MMC Securities Corp. in
New York, an affiliate of reinsur-
ance intermediary Guy Carpenter &
Co. Inc., said it should be kept in
mind that when hedge funds have
"invested time and energy into
understanding an asset class, there
is some inertia about maintaining a
presence in that class. You've
learned about it, and you've studied
it." As a result, "l think it's unlikely
there would be a complete removal
from the marketplace.”

Instead, Mr. McGhee said he
expects hedge funds' involvement
"to ebb and flow with the perceived
opportunities, which is not neces-
sarily a bad thing, because we know
capital in the business has not
alhays moved in and out as effi-
ciently as possible to meet market
conditions.”
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REINSURANCE ALTERNATIVES

Over the past several years, alternatives to conventional reinsurance and
retrocessional coverage have emerged and are taking up an increasing por-
tion Of the market. The three mostpopular alternatives are. sidecars, cams-
trophe bonds and industry loss warranties. Observers say that each of the
alternative vehicles has its own attractions and uses depending on what the
buyers and sellers of the coverage want to achieve.

Sidecars are special-purpose vehicles often capitalized by hedge funds that
provide capacity to existing reinsurers by assuming risk, typically through
mutiyear quota-share reinsurance contracts. The sidecar assumes a percent-
age of premiums in return for assuming a percentage of the risk, which is gen-
erally property catastrophe reinsurance.

Catastrophe bonds are risk-based securities that provide coverage once
defined losses exceed a certain limit. Capital market investors can participate
in the reinsurance market through the purchase of the bonds.

Industry loss warranties are financial instruments that are tied to an index of
industry losses. The coverage is triggered once the loss figure for the entire
industry surpasses the amount agreed upon for each contract. Through ILWs,
reinsurers may trade risk capacity among themselves or purchase it from oth-
ers, including hedge funds or investment banks.

SPOTLIGHT

Reinsurance vehicles differ in design,
but all provide form of risk transfer

No single product
dominates industry's
menu ofalternatives

By JUDY GREENWALD

Reinsurers will turn increasingly to
sidecars, catastrophe bonds and
industry loss warranties to obtain
more capacity, but no single vehicle
has taken a dominant position in
the alternative sector, say observers.

to Endure

While each option has its sup-
porters, the capacity boosters actu-
ally used will depend on the
reinsurer's particular needs, experts
say.

"I'm not sure that any one of
those vehicles is going to be more
dominant across the entire indus-
try," said Patrick J. Denzer, presi-

dent and chief executive cfficer of

reinsurance intermediary John B.
Collins & Associates Inc. in Min-

neapolis.
"l think they all serve a purpose,
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and they will all be viable alterna-
tives to certain types of buyers that
have a certain type of objectives,"
he said.

The various products all provide
some form of risk transfer (See box).

"Whether you're transferring the
risk for natural catastrophes
through sidecars, or whether back-
ing it with equity or buying it in a
cat bond, buying a fixed income
asset, or you're selling protection
through an ILW, it's all in effect the
same thing. It's just the form is dif-
ferent by which you're participat-
ing" said Judy Klugman, managing
director and head of distribution at

Swiss Re Capital Markets in New
York.

Pete Thomas, executive vp and
managing director for Willis Re Inc.,
who is based in McLeansville, N.C.
agreed. "It's a question of which is
most appropriate,” he said. "They're
all intended to spread risk"” and
allow investors different ways to
manage their exposures.

James Veghte, Stamford, Conn.-
based executive vp and chief execu-
tive of reinsurance general opera-
tions for Bermuda-based XL Capital
Ltd., said he sees a mix of the three
options. "If you look at the spreads
in the cat bonds and the way
they've moved over the last five
months, they clearly have reacted
to ILW pricing, for example, which
has skyrocketed over the last nine
months," he said.

"l don't think one will emerge
over the exclusion of other instru-
ments. It depends on the individual
company" and what they are trying
to achieve, "but | clearly see" all of
these instruments "having an active
involvement in the business," Mr.
Veghte said.

Industry estimates of the size of
these vehicles vary. According to
Chicago-based Fitch Ratings,
through September, $2.4 billion of
cat bonds had been issued and five
new sidecars, with roughly $2 bil-
lion of capital, were formed.

According to Collins, while the
size of the ILW market is hard to
determine because many deals are
done on a private placement basis,
there is an estimated aggregate of $3

billion to $4 billion in force.

Hedge funds, private equity funds
and investment banks have been
active in supporting alternatives, as
well as in making equity invest-

ments  with reinsurers, say

observers.

Stephen K. Bolland, president of
reinsurance intermediary Gill &
Roeser Inc. in New York, said side-
cars "are the perfect opportunity for
a hedge fund. It has an expected
maturity of one or two years, and it
expects to liquidate after that time,"
he said. "It's very easy to start them
up and it should be fairly easy to
shut them down and get your mon-
ey out,"” which is what hedge funds

want.

"l think sidecars will be the 'vehi-
de du jour,' so to speak," said John
Gwynn, managing director at Mem-
phis, Tenn.-based Morgan Keegan

See VEHICLES page 30



at if you build things that only work
172 million miles away?

We support bold thinking.
At Zurich, we help companies understand and prepare for the risks that
ambitious projects might present. From a voyage to Mars to the opening of
a new factory overseas, we provide industry leaders with risk management
solutions that help protect their biggest innovations. Because we focus on
the big picture, our customers feel more confident as they reach higher.

www.zurichna.com/corporatebusiness

sm

Because change happenz

@

ZURICH

Coverages underwritten by member companies of Zurich in North America. including Zurich American Insurance Company. Certain coverages not available in all states. Some coverages may be written on a nonadmitted basis thréugh surplus lines brokers.






TONEER)) 2 Y] A0eRSS Jinrer (UIRR) (D) S4EH) (DI JEnEreliss) M)
(9O JEAGESD 63 BRSO VO AR ESEEIE B 500 U Gl
| IEGEVEN JOES JO (SUsiEy BuRe) JeNGRE) SRR 15eW
S VERS) ENRXOS CIEY) ([ AIeES ENVE) EEIISENR HEUR (PR T
Ro0T = RerepRino oo tiipersiepUnRkies Mo riediot
UljosiinoioresitlieskioldloUilofyixs|d Wioolpliellyb sy




30 1 November 6, 20)6 Business Insurance

SPOTLIGHT

Vehicles: Reinsurance alternatives have their own distinct attractions

CONTINUED FRCM PAGE 26

& Co. They can be set up "on fairly
short notice with a good-sized
chunk of money."

Sidecars "are the way to get capi-
tal into the market when capacity's
constrained, and they are the way
to get capital out of the market
when the returns are no longer
commensurate with the risk," said
Mark Rouck, sen.or director at
Fitch. "In theory, vehicles like that
should help kind 01 smooth out the
cyclical nature of the rate environ-
ment in reinsurance.”

Sidecars "probably offer equity
returns that are la-ger, and you're

not as tied to one particular risk"
which is the case with cat bonis,
said Gary Martucci, a directcr at
Standard & Poor's Corp. in Nzw
York. "With a sidecar, you're more
following the fortune of the reinsur-
ance company."

John L. Warc, CEO of Cincinnati-
based Cincinnitus Partners L.L.C.,
an advisory firm that specializes in
the insurance industry, saic, "l
think the ideal investment platform
of choice will be to continue to tack
existing underwriting teams with
new sources of capital. In my =iew,
the sidecar plays most effectively to
that," he said.

It "allows existing underwlizing

CATASTROP
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1 think sidecars will be

the "vehicle du jour" so
to speak: They can be set
up 'on fairly short notice
with a gocd-sized chunk

of money.'

John Gwynn, Morgan <eegan & Co.

teams to reload and continue to

make investments in the market,

and the expertise and the knowl-
edge of the marke. is a skil, that's in
great demand," Air. Ward said.
Paul Karon, CEO of Benfield
Group Ltd.'s US. livisior. in Min-
neapolis, also sajd sidecars will be
the most often-used option. "Cat
bonds are good for risks that occur
once every 100 years," he said. Side-
cars "tend tc play lower down, clos-

er to the loss:

However, sidecars' growth may
slow because of the number that
have already been created, suggest-
ed J. Paul New:cme, vp and senior
equities analys-at AG. Edwards &

Sons Inc. in St. Louis.

"Recently there was just an enor-

mous wave of the creation of these

sidecars post-Hurricane Katrina, and
at this point there are so many of
them there it's hard to find a signif-
icantly sized Bermuda reinsurer that
doesn't have one," he said.

Other industry watchers said cat

bonds will see great use.
"Cat bonds are transactions

which are tailor-made for the issu-
ing reinsurer,” then distributed in a
"fairly standardized, conventional
bond market form" to investors,
said Morton N. Lane, president of
Lane Financial L.L.C., an indepen-

dent reinsurance consultant in Wil-

mette, lll. "But because they have to

conform to certain bond market

forms, sometimes they're not as
flexible as the issuers would like."

However, Christopher McGhee,
managing director at MMC Securi-
ties Corp. in New York, an affiliate
of reinsurance intermediary Guy
Carpenter & Co. Inc., said, "l think
it is likely that you'd have a more
stable, long-term cat bond market-
place than you would a sidecar mar-
ketplace."

Diane Coogan-Pushner, a portfo-
lio manager with Philo Smith &
Co., a Stamford, Conn.-based
investment banking firm, said she
expects cat bonds will be a bigger
subsector of the market than side-
cars five years from now "because
they're simpler structurally than
sidecars, and :hey're more tlanspar-
ent and, therefore, more desirable
to investors."

ILWs also have their own distinc-

tive attractions. Reinsurers may not
be able to perfectly hedge their risk
with ILWs because a reinsurer's par-
ticular experience may not correlate
with the industry's, however, the
speed with which ILWs can be
arranged is an advantage. "It's a
good way to get things done more
quickly," said Mr. Martucci.

"There's always going to be peo-
ple that prefer that method of exe-
cution because you can call up your
broker and have an ILV done that
same day if you want," said Paul
Schultz, president of Chicago-based
Aon Capital Markets.

"However, | think in terms of just
the size of capacity, | would say
sidecars and cat bonds will exceed
that of the ILVW market,” Mr.
Schultz added.

Chris O'Kane, London-based
CEO of Aspen Insurance Holdings
Ltd. said, for instance, that while
there could be a $100 miillion cat
bond, "ILWs probably have to build
up in little units" of $5 million or
$10 million and the terms of the
individual ILWs may be nonconcur-

rent.

Businesslinsurance.com

Visit
www.Businessinsurance.com
for more information and to

access the full searchable
Directory of Reinsurance

Intermediaries.

Business,Insurance now offers

the option to purchase the

entire online directory as an
Excel file or as a PDF.



‘Auzdwo) aourINSU| [B19pa4 Jo UCISIAID & ‘U0S ® qqnyd G00Z @ "STST-T90L0 (N ‘Uailep 'GTIT X0 'ggnyd
‘panss| se sa:oljcd aup Jo a8engue| au) 01 :0alqns S1 9FeIaA00 [BMaY "Salurdwos SOUEINSU| 10 dNOIE agnyy 8yl o SIamsu| aUyl 01 sialal qgny)

sSanH+-HD FONYHNSNI TYNOSHIAd > FONVMHNSNI ALVIDILS > IINVHNSNI TVIOHIWWOI >

ws qqNYD YIm SJUIID 389q InoA pade[d 9A nox xey

“wod*qqny o3 03 ‘10w wred| o7,
*qqnyD YA Wy} ansU] *3S3q Y3 YIrs SJUA anoA doe[d ‘og
*dduRINSUL |PaL Su;Anq 21 ‘Aatp ‘qqny)) Y Insur Ss3uadld INOA UIY M

*qqny)) Juem NOA ‘SSO[ B ARy A3y} Uaym

SJUDID INOA 03 Juelsoduur dae APdmb pred pue Ajarej pajeasy 3urdq j|

*uwies 2y] wayj jeat)

SQ!UBdUIOJ 20ueInsul HE jou JBll'.l Aem PJBLI 9(.[1 I.E.IBS[ Aalp uaqm S‘lﬂql
'U.IEE[D dUueinsuil ue QAEq Aalp IISIZ[J pUV

purj ued noA donad 183q ay3 J0j noA yse Ady,

"HINVS HHL ST HONVYUNSNI
TIV MANIHL SLNAITO dIWO



32 1 November 6, 2006 Business Insurance

SPOTLIGHT

U.S., Europe debate U.S. reinsurance collateralization rules

The National Assn. Of Insumnce Commissioners
is expected to decide next month whether state reg-
ulators should change the cunrnt collateral
requirements » reinsurers doing business in the
United States.

The current dual approach to reinsurance regu-
lation has been the focus of much debate pitting
U.S.-licensed ceding insurers and reinsurers, which
generally favor the current system, against rein-
surers that are not part of the U.S. licensing mid
regulatoiy regime, which favor a more #exible
approach.

Under the current system, reinsurers that are

licensed in the United States do not face a collat-
eral requirement, while other reinsurers mustpost
collateral equal to 100% of their US. liabilities
betbre a ceding company can take lid/ credit for
the reinsumnce.

In general, those in favor of the current system
say collateral requirements protect cedents and
U.S. policyholders against the risk of unrecover
able reinsurance; non-licensed companies say the
cunrnt rules increase Mctional costs and inhibit
better capital utilization, and that reforming the
mles may increase capital.

After years of discussion and debate, NAIC

leaders in June adopted a motion to exp/ore the
feasibility of an alternative mtings approach.

On Nov. 8, interested parties are expected to
discuss the most recent ratings proposal om a
drafting group of the NAIC's Reinsurance Task
Force. The proposal would create an oiganization
called the Reinsumnce Evaluation Of#ce that
would analyze the #nancial strength Of reinsurers
doing business in the United Suites, inrspective Of
where they are domidled. State insurance regula-
mrs, through the REO, would establish procedures
tbr' the evaluation Of the linancial strength and
operating integrity ofreinsurers and, based on the

outcome Of the evaluation, will assign a mting to
each reinsurer. Collatera: requirementf, if anh
would then be based on the rating.

Key players in the debate over reinsurance col-
latemlization are the American Insurance Assn.,
which opposes changes to the existing require-
meilts, and the Intematio.val Undenwiting Assn.,
which represente London market reinsurers and is
a,Suing for reform to the system.

Business Insurance Senior Editor Sally Roberts

and Business Insurance Europe Deputy Editor Stu-

art Collins recently spoke with represetitatives of

both oganizations.

Steven A. Bennett is
assistantgeneral counsel

for the American

Insurance Assn. based

in Washington.

0: What is your position on U.S. regulators requiring unli-
censed reinsurers to provide collateral for U.S. policy-

holders' risks?

A: Our position consistently has been the important
issue of effective regulation of reinsurance. Where there
are issues where reinsurance can be more effectively and
efficiently regulated, we would support such changes. As
far as the current system, it allows an option for all enti-
ties that want to sell reinsurance in the U.S. to either be
regulated by U.S. regulators or, if you choose not to, you
can post collateral. We believe that's a prudent and rea-
sonable response to the issue.

You could create a system where only regulated rein-
surers could sell reinsurance in the U.S. market. That's
the system that they have in most European countries.
Allowing for collateral allows more capacity in the U.S.
market. So we believe it's a very pro-competitive option

for all reinsurers whether they are U.S.-based or foreign-
based.

0: Why isn't it time for a change?

A: We cannot see any crisis or problem right now that
this is in response to, so we don't believe it's time for a
change. With that said, anything that would help
improve the regulation of reinsurance, we would be in
favor of. But what we would first need is some particular
specific problem to be identified and then work toward
a solution. But as far as collateral, | don't think a prob-
lem has been identified yet that this is in response to.

0: If more foreign reinsurers were allowed access to the U.S.
market-through the easing of collateral requirements-
wouldn't that benefit primary insurance buyers as the ulti-
mate capacity for U.S. risks would likely increase?

A: It's speculation, but a good argument is that that
would hurt capacity in the primary market. If all that
was being offered to U.S. primary insurers was uncollat-
eralized reinsurance offered by entities not regulated, it
might be financially prudent for primary insurers to
reduce their amount of reinsurance purchases because
there would be more questions on solvency. If U.S. pri-
mary insurers purchase less reinsurance, they offer less
primary insurance in the U.S. markets.

So if they change the collateral system from what it
currently is, a possible scenario would be reduced capac-
ity in the U.S. primary market, which | don't believe any
regulator is looking to create.

Q: Do you view the ratings approach, which regulators are
exploring. as a feasible alternative to the current collater-

al requirement?

A: First off, we don't believe it's responding to any par-
ticular problem or crisis. Any time you make a change,
you would think a change would be responding to a spe-
cific problem and would be offering a solution. We don't
believe this is a solution, but we also do not see what
problem it's responding to.

As far as the specifics to the proposals, there are lots of
questions as to how it would operate in practice. For
example, how are they going to rate all the different
reinsurers-both U.S.-based and foreign-based reinsur-
ers? That's hundreds and hundreds of entities. How
would they have credible ratings when they're also look-
ing at subjective issues like the country of origin and

See BENNETT page 34

0: Whv should state regulators in the United States change

their collateral requirements for non-U.S. reinsurers?

A: Gross funding of U.S. liabilities for foreign reinsurers is
in the billions of dollars and this is unsustainab_e. There is
a real need for efficient and effective regulation of reinsur-
ance. The current U.S. system is too skewed toward con-
sumer protection and does not allow reinsurers to be cost-
effective and competitive enough in the marketplace.

The regulation is also costly and the regulate,ry burden
of compliance in the U.S. is more than any cther juris-
diction that | have come across. Intellectually, you
would think that with the elimination of inherent cost,
the product would become cheaper. If the regulatory
burden is costing money and those costs reduce, the
product should be cheaper.

Also, current collateral rules do tie up capital. If that
capital were available, then reinsurers would be able to
offer more capacity to U.S. cedents. There is a capacity
crunch in Florida at the moment and the Florida super-
visor is considering a rating proposal to attract more
capacity for cedents in the state.

0: What would European reinsurers like to see U.S. state

insurance supervisors change?

A: Assuming there will continue to be a collateral sys-
tem, we would like to see that collateral required on an

as-needed basis. Collateral should be based on risk

assessment and not the mailing address of the reinsurer.
We would like to avoid one-size-fits-all.

0: What outcome does the European reinsurance sector
expect and what does it think about the ratiligs solution
favored bv the National Assn. of Insurance Commission-

ers?

A: The rating approach appears to be the focus of U.S.
regulators at the moment. And that is the ourcome that
we are expecting. However, we would prefer in the long
run that the U.S. cedent (rather than the regulator as
proposed by the NAIC in its rating-based approach)
takes responsibility for the evaluation of the credit risk
of their reinsurer, as is the case with European regula-
tion. But we will go with what we get.

0: Is the rating approach an amicable compromise for all
sides?

A: There has been plenty of opportunity for everyone to
make their views known as this has been going on for six
years. Some proposals have been amended to address
the concerns of U.S. insurers and regulators. For exam-
ple, the rating-based approach calls for a prospective
(and not retrospective) change, only affecting the collat-
eral requirements for new policies and no: historical
policies. That was a concession-as was the introduction
of a sliding scale for reducing collateral requirements
gradually, rather than straight down to 50% of liabilities
as originally hoped for by European reinsurers.

0: Why is now the time to seek these changes?

A: The European (Union's) Reinsurance Directive has
helped address U.S. concerns over varying levels of reg-
ulation in Europe by establishing a single standard of
reinsurance regulation in the E.U. More importantly,
there is a greater awareness and understanding of regula-

See MATCHAM page 34

Dave Matcham is chief
executive Ofthe London-
based International
Underwriting Assn. He
also is chairman ofthe
reinsumnce working
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international committee
cit the Paris-based

Comiu Europten des
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Bennett: | 5cking crisis, change not needed

CONTINUED FROM PAGE 32

how it influenced insurance reguia-
tion? It seems like there would be a

lot of subjective decisions being
made on insufficient data that |
would have some real questions
about the operational aspects.
Another problem, even once you
got past the practical issues, is that
all the risks are borne by the U.S.
primary insurance industry. If a
reinsurer is downgraded, the U.S.
primary insurer loses its credit for
its reinsurance and the reinsurer
doesn't really face the problem.
They would be requested to put up
more collateral for the downgrade,
but if they refuse to do that or fail
to do that, all the risks and penal-
ties are borne by the U.S. primary

insurers.

In addition, when there is a

Matcham: Current U.S. rules

CONTINUED FROM PAGE 32

tory regimes and much greater dia-
logue between U.S. and European
regulators. And that has built trust.
Also in that time, we have seen large
catastrophes such as 9/11 and Hurri-

cane Katrina. These have shown the
value of the non-U.S. reinsurance

market.

downgrade in the financial condi-
tion of a reinsurer and it i: required
to pist new or additional collateral,
that would be at the worst time for
the reinsurer, which is not in a
financial position to post rollateral.

It seems it woulf no- actally
work in oractice verv well

0:Why do you believe your positii on
collateral requirements is in the best
in.erest of policyholters?

A: | think it's in the interest cf all
stakeholders-poligholders, U.S.
primary insurers, reinsurers, regula-
tors and U.S. taxpay,rs-to have an
efficient effective reinsurance sys-
tem. Something tha. wo.ild c-eate
potential insolvency o: lessen a
chance of repayment of reinsurance

would have a deleterious effect on

all :he stakeholdes in the system,

0: 11 collateral requirements are
changed. do you see this as the start
cf mofe cooperation and ultimately
nutual recognition between the U.S.

End European regulators in the long-

term?

A: - do believe that is the case, but

not at this stage. Tile European Com-
mission has commented that this is a

including U.S. policyholders. It
would not be good for U.S. policy-
holders if U.S. primary insurers have
problems collecting their reinsur-
asce. There could be a so.vency cri-
s. s and liquidations, anc certainly
when there are liquidations it's bad
for U.S. policyholders because they
t. ave to (recover) from a guaranty
fund system. And when that hap-
pens, there are increased assess-
nents and tax liabilities on U.S. tax-
Fayerj.

As a general statement, a smooth,
pall-run reinsurance system is good
Er taxpayers and good for policy-
holders and good for regulators. We
believe that reducing collateral for
rzinsurers that choose not to be reg-

Eated would add a lot more risk to

the reinsurance industry, which
would then trickle down to U.S.

policyholders and taxpayers.

tie up capital

priorky. And a step-by-step approach
should lead to mutual recognition,
and we support that. Cooperation
between the U.S. and E.U. regulators
is already way ahead of where it was
years ago, and at the International
Assn. of Insurance Supervisors they
are working together on standards
1nd Euidance. Mutual recognition is
ne ultimate goal.
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SPOTLIGHT

More sta rtups needed?

Observers raise doubts

Market practitioners
differ on prospects
for M6A growth

By JUDY GREENWALD

Business is booming for the so-
called Class of 2005 reinsurers that
formed in Bermuda in the wake of
last year's U.S. hurricanes, but
industry observers expect little near-
term activity from new entrants or
merges and acquisitions.

Janie Veghte, Stamford, Conn.-
based :hief executive of reinsurance
general operations for Bermuda-
based XL Capital Ltd., said "I've
heard rumblings that there may be

as many as three new ones being
formed.”

He added, "Frankly, Fm not sure
that there's a massive need for any
additional reinsurers, but I'm sure
the investment groups who are
fonning them have their own strat-
egy and rationale for doing it."

Michael D. O'Halleran, chairman
and CEO of Chicago-based reinsur-
ance intermediary Aon Re Gbbal, a
unit of Aon Corp., said some new

reinsurers may form by the end of
the war, but "l think there won't be

many because | think the market-
place demand for the new capacity
will be relatively specialized, as
opposed to broad-based."

Mr. O'Halleran pointed to the
formation of sidecars, which are
special-purpose reinsurance vehi-
cles. "Certainly, when you look at
what the impact of some of these
sidecars have done in terms of their
new capacity in the market, it's a
fairly efficient form for existing
players to be able to broaden their
base of business without taking an
undue amount of additional expo-
sure," he said. "But in effect, it's not
creating a new company. It's writ-
ing off the back of existing carriers."”

Mark Rouck, senior director at
Fitch Ratings in Chicago, said he
sees few new sidecars being formed
this year or next. "l think if capital
comes in, it'11 come into the entities
that have already been formed," he
said.

Even if new capital comes into
the market, "it won't have a huge
influence on the marketplace”
because of the "capital required,
and the diversification and scope
required” to write a significant
amount of property cat business,

See MERGERS page 36
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SPOTLIGHT

Mergers: Observers differ
on reinsurer MBA forecast

CONTINUED FROM PAGE 3.

said Pierre Ozendo, Armonk N.Y .-
based CEO of Swiss Reinsurance
Corp,'s Americas division.

There has been limited M&A

activity this year.

LIMITED M&A SO FAR IN 2005

Only two major reinsurance acquidtions

have been made in 2006.

JUNE 2006: Swiss Reinsurance Co.

bought GE Insurance Solutions br
more than $7 billion.

OCTOBER 2006: Berkshire Hatn-

away Inc. bought the U.S. opera:ions
of Converium Holdings Ltd. for 5295

million.

Last month, Zug, Switzerland-
based Converium Holding Ltd. said
it had reached a $295 millicn deal
to sell its U.S. operations, which are
iNn runoff, to a unit of Berkshire
Hathaway Inc.

XL's Mr. Veghte cited Swiss Re's
acquisition earlier this year of GE

Insurance Solutions from General
Electric Co. "I don't know hether

that necessarily represents a lead
indicator that a lot more of this is

yet to come,” Mr. Veghte said.

"l think as the market softens,
and it gets more and more difficult
from a competitive standpoint, that
might be the conditions under
which you'd have an increase in
M&A activity," said Mr. Rouck, who
said those conditions are not likely
to emerge in the short term.

"Picking up smaller companies
would not necessarily bring huge
value," said Mr. Ozendo.

Citing
formed in 2001 and 2002, Chris
O'Kane, London-based CEO of

Bermuda reinsurers

Aspen Insurance Holdings Ltd.,
said, "1 think most people in that
class feel that they've reached criti-
cal mass-that they don't need to
be taken over,”

However, William J. Adamson,
CEO of reinsurance intermediary
Carvill America Inc. in Chicago,
said, "I think the prospects for M&A
activity are probably increasing,
simply because a lot of the new
entities were brought into focus ini-
tially on shortages in the (proper-
ty/casualty) arena" plus rating agen-
cy pressure to either "build or buy."

"l see there is going to be a grow-
ing interest in acquisitions by some
of the new companies to obtain a
broader diversification," Mr. Adam-

son said.
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..uU.Reinsurers face variety

, 14,

in side agreeme, 14
r=pe- late-notice clcims

LANDOV

of li iga ion in early

absence of Kat rina suits

Lawyers see mn‘ge Interest also is growing in media-
hon, a simpler alternatve to art)itra-
tion, particularly for smaller dis-
putes, some say.

F.einsurance coverage battles may
yet develop over Kamna claims,
By DOUGLAS McLEOD thcugh most of the legal fights so

far hive been between policyho-d-

Many legal observers say that It's too early to know the size and extent of reinsurance litigation related to Hurricane Few reinsurance displtes are emerg- ers amd insurers, pnmarily over the

Katrina.
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ng over Hurricane Katina losses issie of coverage for flood damage,
only a year alter the storm came lawyers say
ashore, out cedents and their A small regional insurer under
remsureis are engagel in a vanet> political pressure to pay claims,
of other legal battles-some for example, could run afoul of
new and others a reonse of long a reir surer that conterds the insur-
standing disagreements, lega er's payments were "ex gratia”
ar_d not actually covered by the
Among the relatively new issues underlymg policies, noted Dean
being arbitrated is the enforceabilit> Hans211, a lawyer Mth LeBoeuf,
of allegedly improper side agree- Lant, Greene & Maclae LLPin
ments n finite reirsurance con- Los Angeles

Nationwide Mutual Insurance

experts say.

tracts, lawyers say
Recen- months ha=e also seen E Co won a court ruling m August
surge of late-notice c aims by rein- that water damage from Katrina's
surers after several years in whict stonr surge is not covered by an
they had largely forgone suct ins ired's homeowners policy, more
claims. such rulings could limit any subse-
Insurers and reinstrers continue quen: disputes between insurers
to comp an, meanwt ile, about the and their reinsumrs, noted
growing cost and slow pace of arbi- Lawrence | Brandes, a lawyer with
tration--cnginally envisioned as e Cad\, alader, Wickersham & Taft
faster, cheaper alternative to litiga- L L P. in New York
don—thcugh arbitration propo- "To the extent insurers reduce
nents are making effc ms to stream- their liabilities, it'S less hkely they
Lne the process, legal sources

report See LITIGATION page 40

EQE CAT's CAT model has a successful track record
of providing realistic and reliable results.

1.3 -

dir i

C</PH +0/6425:47U-f" » ;

- Ae-_If

1,50 't Ids

. "HL Al

EQECAT is the technology leader with the widest
geographic coverage and the most modeled perils.

VV N

An ABS Consulting Cornpony

FOR MORE INFORMANO4

North America +1 510 817 3101
Europe +44 20 7377 4501
Web site, www egecat :om

E mall solutions@eqe:alcom



© 2006 m

ESIS ImpactsM

Six months ago, ESIS® made a commitment to
ensure ourworkers compensation claims
management process remains the leader in our
industry. Our goal was to delve into every part of
the process to drive down loss costs. We didn't
know it at the time, but we were about to embark

on a remarkable journey.

We began by looking at some compelling industry
data. Medical costs continue to increase. In 2005,
medical costs per lost time claim averaged over
$4,000.1 Prescription drugs' share of total medical
costs continues to grow - rising from 12.1 percent
in 1998 to 13.4 percent in 2003.2 Employers are
facing mounting direct and indirect costs associated
with lost time and lost productivity. The statistics
are staggering.

We talked to our customers about these issues
and heard the same message time and again.
What risk managers want is more control over
their programs. They said to survive and thrive
requires careful and ongoing evaluation of workers
compensation costs and ways to manage their

programs.

With that knowledge, we forged ahead. We assembled
a team of professionals from every discipline within
our company. Their mission was to find a unique
solution - one that was outcome focused and used
analytic reports to demonstrate results. Today, we
are proud to say, we've found it.

We call it ESIS ImpactsM.

1 Medical costs paid at 12 months, 2005 ES[S Industry Book.

Key comp'rents of ESIS ImpactsM include:

Precise intake process with screening and triage
of every claim. In addition, weve developed initial
and mid-case triggers to ensure proactive,
appropriate, and timely interventions.

Claim teams dedicated to excellence. A sharp
focus on claim closure and intense supervisory

involvement.

Exclusive provider network. Network providers
selected according to stringent criteria based on

actual outcomes.

Proprietary pharmacy benefit management.
The right drugs, the right dosage, and the right
durations can help improve medical outcomes
at more manageable costs.

Contemporary return to work tools. A concerted
effort to keep employees on the job.

Analytics to measure outcomes and pinpoint cost
drivers. A diagnostic methodology designed to

demonstrate value.

It's a balanced approach. It makes sense. It's
exactly what we set out to do. To make the vision a
reality meant hard work. As a company, we've
always invested in our people, processes, and
technology. Over the past few months, our teams
have come together with tremendous spirit and
purpose. We're excited about what we have
developed and believe that our customers will

be excited, too.

David Patterson

President, ESIS, Inc.

2 NCCI Research Brief, July 2006. Workers Compensation Prescription Drug Study 2006 Update.

Organized in 1953, ESIS provides sophisticated risk management services designed to help reduce our clients' total cost of loss. ESIS takes a holistic approach and offers claims
professionals and best practices, risk control services. and technology tools customized to meet each client's needs. ESIS is part of ACE USA, the U.S.-based retail operating division of
the ACE Group of Companies, headed by ACE Limited INYSE: ACE]. ACE USA is rated A+ [Superiorl by AM. Best Company and A+ (Strongl by Standard & Poor's. ACE USA, through its
underwriting companies, provides insurance products and services throughout the U.S. Additional information about ACE USA and its products and services can be found at
www.ace-ina.com. Additional information about ESIS. Inc. and its products and services can be found :t www.esis.com. The ACE Group of Companies provides insurance and reinsurance

for a diverse group of clients around the world.
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Litigation: Legal observers see surge of lawsuits related to side agreements

CONTINUED FROM PAGE 38

will be in fights with their reinsur-
ers," MIl. Brandes said.

Most legal observers agree that
it': too ear.y to know the size and
extent of Katrina-related reinsur-
ance litgation.

"Even when there is no tailm

losses, it s going to take seme time

Defcre -here's any litigation," said
David Raim, a lawyer with Chad-
bourne & Parke L.L.P. in Washing-

Meaovhile, ancthe issue pro-
duced a key federal court cecision

rhis summer on the extent ot a rein-

feient policy years.

A U.S. District Court udge in
New York granted summary judg-
ment _n July to National Uion Fire
Insurance Co. of Pittsburgh, Pa,
against American Re-Insurance Co,
which had challenged National

surets Ight to challenge a ceding Union's settlement of a group cf

company's claims settlements,

ncluding allocation of losses to dif-

NNOVATIVE - POWERFUL - comrPrrEHENSIVE

SBLAIMS MANAGEMENT SOFTVWARE

\'LT": comprehensive scftware Fackages sea-nles:y integrate tte processing

acministration and billing of insiralce daims, proviling solid solltions kr toda"'s

h surarce prowssionals. Ou- Aledic,'aims for Windows sys:em suppots

Constmer Driven Healthcare, Elez:troni: Funds Transfer, IRS FSA grace period,

O it of Network Repricinc and mcre. Our CompChims for Windows system's

sophistipted cesign offers the benefits of IVICR -heck encojing, Cocumé€nt

Irragng and the ability to process :enefils or occupatonal accideitplans. It is tie

mist comprehensive, user-friend v anc astest wo kers' compersatioi clains

acministration system available today.

LS JSOFTWAR E

YOUR GLOBAL PARTNER IN INSUP_4NCE SOFTWARE

or more information about MediCiaims for Windows, CompClainis for Windows

or any of WLT's other insurance besed servicea, log on to our website at
www witsoftware.com or call 877407-4730

INSURANCE
OVERLOAD
STAFFING

Need

personal injury claims under pot-
cies covering a manufacturer.
National Union, a unit of American
International Group Inc., ha.1
accepted the policyholders alloca-
tion of losses between two policies,
or_e of which was rpinsured
by American Re, -which has
since been renamed Munich Rein-
surance America Inc. The court
ruled that the reinsurer failed to

show that National Union had act-

- ed with the "extraordinary' level cf

bad faith required to overcom.=
American Re's duty to follow the
fortunes of its ceding company.
Even if National Union had agreed
to the allocation to maximize it!:s

reinsurance recoveries, it was under

no duty to American Re to min.-
mize those recoveries. the court

found.

The ruling, which followed sim>

lar decisions in two other cases by
-he 2Nnd U.S. Circuit Court of

Appeals in 2005 and 2004, was
'probably the most significant rein-
surance decision of the past 12 to 18
months," said Mr. Raim, noting
rhat the burden it places on reinsur-

JBecause arbitration has

become so litigation-
like...it is no longer a

cheaper and more

efficient avenue for

resolving disputes.'

Matthew Wulf,
Reinsu-ance Assn. of America

ers to prove that a settlement is in
bad faith "is certainly a high thresh-
old.”

Some insurers and reinsurers,
meanwhile, have launched arbitra-
-ions over a new issue: the enforce-
ability of side agreements n finite
risk reinsurance deals.

Several insurers and reinsurers

have faced legal action by regulators
or have been forced to restate their

financial results in the past yer
because of undisclosed side agree-
ments that allegedly eliminated risk
from finite contracts, making rein-
surance accounting treatment O -
the contracts inappropriate.

Some companies have com -
menced arbitration to enforce the
side agreements despite regulators
objections to the deals, saic
Lawrence S. Greengrass, a lawye.
with Mound Cotton Wollan &
Greengrass in New York.

Mr. Greengrass and other lawyers
familiar with such cases declined to
identify companies involved in
these arbitrations.

An older issue that has resurfacec

in recent months is late-notice dis-

putes, in which reinsurers deny
recoveries on the grounds that they
were not properly notified of pend-
ing claims, Mr. Greengrass and oth-
er lawyers report.

These disputes are growing more
common, especially in cases where
reinsurance contracts include :
clause giving reinsurers the "right to
associate"” in the defense of claims
he said. When reinsurers have no-
been given this right, they may
invoke a late-notice defense, he

said.

Mr. Greengrass expressed surprise

See LITIGATION page 42

Financial Services and Markets Act 2000

CX Reinsurance Company Limited (previously known as CNA
Reinsurance Company Limited) (hereinafter referred to as
"CX RE") and CNA insurance Company Limited ("CICL")

Notice is hereby given that an application was on 20 October 2006
made in the High Court of Justice by the above named CX RE and
CICL for an order under section 111(1) of the Financial Services and
Markets Act 2000 (the "Act") sanctioning a scheme (the
"Scheme") providing for the transfer to CICL of the rights and
obligations attaching tc personal accident and health reinsurance
contracts underwritten in the UK on behalf of CX RE (when known
as CNA Reinsurance Company Limited) by IGI Underwriting
Agencies Limited.

A copy of a report on :he terms of the Scheme prepared by an
independent expert in accordance with Section 109 of the Act and
a statement setting out the terms of the Scheme and containing a
summary of that report may be obtained free of charge from the
offices of CX RE at The London Underwriting Centre, 3 Minster
Court, Mincing Lane, Loidon EC3R 7DD or at the offices of CICL at
77 Gracechurch Street, London EC3V ODL, or by emailing
igi@cxre.com

The application is directed to be heard before the Applications
Judge at the Royal Courts of Justice, Strand. London EC2A 2LL,
England on 18 December 2006. Any person (including any
employee of CX RE or CICL) who alleges that he or she would be
adversely affected by the carrying out of the Scheme may appear
at the time of the hearing in person or by Counsel. Any person who
intends so to appear and any policyholder of CX RE or CICL who
dissents from the Scheme but does not intend so to appear are
requested to give written notice, not less than two clear days prior

to the date of the hearirg, of such intention to dissent to one of the
solicitors named below.

Dated this 20th of October 2006.

LeBoeuf, Lamb, Greene & MacRae
No. 1 Minster Court

Clyde & Co

51 Eastcheap
London EC3M 1JP

Ref: J.Stevens / G.Quirk
Solicitors to CICL

Mincing Lane
London EC3R 7YL

Ref: N.Bugler / R.Loo
Solicitors to CX RE
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Litigation: Arbitration becomes more protracted, costly

CONTINUED FROM PAGE 40

over the increase in late-notice cas-
es, since the tactic had largely died
out over the past decade. He specu-
lated that reinsurers that have com-
muted retrocessional protections
may be more inclined to try the
defense when they are suddenly fac-
ing claims that they will have to pay
without retrocessionaires’ contribu-

tions.

The arbitration process itself,
meanwhile, remains a focus of ced-
ing insurer and reinsurer frustra-
tion, though some observers say its
shortcomings are being addressed.

ADVERTISEMENT

Fitch Prism>

Tbe capital model tbatputs
insurance industry risk in a
whole new light.

In the complex world of insurance
industry risk, traditional methods
of measuring capital adequacy
used by rating agencies are no
longer enough to address the
myriad of interrelated exposures
companies face. To address the
need to more robustly evaluate
insurers' individual risk profiles,
Fitch Ratings has developed
Prism, an innovative stochastic
capital model that captures a
broader spectrum of risk. Prism
will play a critical role in Fitch's
future ratings analysis of insurance
companies globally. Prism also
serves as a powerful benchmark
for Fitch's expanding use of
insurers' internal capital models.

With Prism, the subtle shadings
of insurance companies' risk
profiles can be modeled and
differentiated based on an
analysis of hundreds of risk
curves, thousands of scenarios,
and millions of calculations.
Based on each insurer's unique
financial profile, Prism generates
an aggregate, probabilistic loss
distribution that fully recognizes
economic risk diversification,

as well as risk concentrations.
Ultimately, Prism empirically aligns
capital requirements with ratings
requirements, and enhances the
analysis of an insurer's enterprise
risk management.

Prism is the latest example of how
Fitch provides deeper insights into
credit issues across the insurance
industry. For information about
Prism and how Fitch can help

you see insurance industry risk

in a whole new light, visit

www fitchratings.com/prism or
e-mail prism@fitchratings.com.

FitchRatings

KNOW YOUR RISK

Intended as an alternative to
lengthy and expensive litigation,
many arbitrations have become as
zostly and protracted as court cases,
-with voluminous discovery and
proceedings that can extend for
years, lawyers say.

"l think it's gotten worse," Mr.
Brandes said. "My experience has
been (that there is) more and more
discovery, more and more irrele-
vant discovery, lots and lots of
motion practice."

"Because arbitration has become
so litigation-like...it is no longer a
cheaper and more efficient avenue
for resolving disputes,” said
Matthew Wulf, assistant vp and
assistant general counsel with the
Reinsurance Assn. of America in
-Washington.

One disturbing development, Mr.
3randes said, is consolidation of
arbitration cases, in which-for
example-a ceding insurer begins
proceedings against one reinsurer

and, after a panel is selected, moves
to consolidate other reinsurers

involved in that loss.
The practice is "fundamentally
unfair," since parties consolidated

into an existing arbitration get no
opportunity to select panel mem-
bers, he noted.

Courts hearing challenges to the
practice have decided in some cases
against consolidation but in other
cases have let the arbitration panel
decide the matter for itself, Mr.
Brandes said.

Not everyone agrees that arbitra-
tion has lost its advantages, though.

Vincent J. Vitkowsky, a lawyer
with Edwards Angell Palmer &
Dodge L.L.P. in New York, said arbi-
tration still strikes a fair balance
between speed and the need to pro-
vide both sides with due process.

Insurers and reinsurers are also
taking steps to streamline the pro-

cess, said Mary A. Lopatto, a lawyer
with Chadbourne and current

chairman of the AIDA Reinsurance
and Insurance Arbitration Society,
based in Mount Vernon, N.Y.
While conceding that arbitration
can be as expensive as litigation,
Ms. Lopatto noted that companies
are adding language to arbitration
clauses allowing for summary adju-
dication of claims in lieu of presen-
tation of a full case; allowing for the

fe\

- =

random selection of an umpire
through ARIAS when the parties
can't agree on a selection; and pro-
viding that smaller disputes be
heard by a single arbitrato: rather
than a panel.

Still, frustration with artitration
is leading some insurers and rein-
surers to consider another altema-
tive: mediation.

Mediation, though nonbinding,
is an abbreviated process in which
the parties file limited submissions
to a single mediator who may hear
the dispute in a single day, said

Joseph G. Grasso, a lawyer with
Thacher Profitt & Wood L.LP. in

New York.

While it could theoretically be
used in disputes of any size,
mediation is more common in
smaller disputes, said Mr. Green-
grass.

While, most insurers and reinsur-
ers believe in arbitration's benefits,
the growth of mediation "obviously
stems from dissatisfaction and frus-
tration with the process," said Mr.
Greengrass, whose firm launched a
reinsurance mediation griup in
2000.
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SPOTLIGHT

Finite deals

drop off

in number

as scrutiny

increases

Odents seek other

options to replace
structured coverage

By RUPAL PAREKH

Heavy regulatory scrutiny of finite
reinsurance products has hampered
the popularity of such deals, but
they won't disappear from the mar-
ketplace completely, industry
experts and observers say.

Some demand for the products
remains, but those finite transac-
tions that are completed now
undergo far more rigorous analysis
to ensure that they will pass muster
with regulators, they say.

Widespread probes by insurance
regulators-who since 2004 have
zeroed in on the alleged misuse of
finite contracts to smooth earnings
and mask true financial results-
have spurred a flurry of insurer and
reinsurer earnings restatements for
improper accounting of finite deals,
as well as regulatory settlements to
resolve allegations of finite risk-
related abuse.

The investigations have also led
to criminal indictments of former
executives at American Intemation-
al Group Inc. and General Reinsur-
ance Corp., and even prompted
the exits of top officers, including
the former chief executives of
AIG, RenaissanceRe Holdings Ltd.,

and just last week, Max Re Capital
Ltd.

Fewer deals

"Pressures from regulators"” have
resulted in a drop in the number of
overall finite risk transactions, said
John Andre, vp, reinsurance and
alternative market ratings for
Oldwick, NJ.-based A.M. Best Co.

Inc.

"Less of what we consider to be
finite deals are being done," said
Mr. Andre, who noted that the
term "finite reinsurance” has multi-
ple definitions.

Especially in cases where there is
a question about whether a particu-
lar finite risk contract should be
accounted for as a deposit rather
than insurance, "those deals are
being approached with more skepti-
cism by cedents, and the transac-
tion flow has diminished consider-
ably," according to Robert DeRose,
assistant vp, reinsurance ratings, at
Best.

While there can be legitimate
uses of finite products-for
instance, a loss-portfolio transfer
that allows companies to "cap the
potential impact on discontinued

See FINITE page 44
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SPOTLIGHT

Finite: Products can provide economic benefits and not distort earnings

CONTINUED FROM PAGE 42

business" and "to focus on tne
ongoing business"--a large portion
of "finite deals were not meant to
do anything beneficial from a
financial perspective; it was just
window dressing" according to Bri-
an Schneider, director, insurance, at
Chicago-based Fitch Ratings.

According to Mr. DeRose, many
who historically purchased finite
contracts "are just going uncovered,
or purchasing traditional reinsur-
ance protection instead."

"If they are using traditional re-n-
surance, it is likely costing them
more by virtue of the fact that there

is mole risk transfer in a traditional

structure then a finite one,"” Mr.
DeRose said.

"These things really had their
best use because they were decep-
tive," Mr. Schneider said, "The
attention the industry has experi-
enced...has reduced demand for
such finite products,” he said,
though, "there is still a market out
there.”

"Tl:ere's always going to be peo-
ple who want or need something
other than the traditional market,"
said Dan Malloy, executive vp at
Benfield Inc. in New York with
responsibility for specialty lines,
including alternative risk transfer

FINITE RISK REINSURANCE

Contract under which the ulti-
mate liability of the reinsurer is
capped and on which anticipated
investment income is expressly
acknowledged as an underwriting
component. Also known as Finan-
cial Reinsurance because this
type of coverage is often bought
to improve the balance sheet
effects of statutory accounting
principles.

Source. Insurance Information Institute

At Colemont our brokers and underwriters know just the right moves to make. In
fact, after years in rhe insurance industry they are some of the most experienced and
knowledgeable you'll find. And because we are one of Americas largest wholesale
specialty lines brokers, we havz market relationships to deliver the coverage you need

at the price you want. So let one of our brokers take a look at what's got you puzzled

and engineer an innovative insurance solution for you.
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and structured reinsurance. "People
always want alternatives."

"Finite has been associa:ed with
bad reinsurance...largely due to
misuse by interested parties,"”
accord.ng to Mr. Malloy. But certain
factors such as cost, breadth of cov-
erage and confirmed capacity for
more rhan 12 months are among
the reasons that finite reinsurance
will remain attractive to a portion of
the market, he said.

Among other things, certain
finite reinsurance products can offer
ways to "improve capital efficiency
and risk management efficiency,”
said William Anderson, head of

structured reinsurance solutions for

COLEMONT®

INSURANCE BROKERS

DALLAS, TX
214-528-3993

PHOENIX. AZ
602-567-4300

WOODLAND HILLS, CA

818-710-3630
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www.colemont.com
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559-448-1100

SACRAMENTO, CA
916725-7774
CORPORATE
214-561-7000

© 2006 Colemont Brokerage Group Inc.

CA OE61965

Swiss Reinsurance Co. in New York.
"Clearly, the demand dropped...but
the actual execution (of finite deals)
fell off more," said Mr. Anderson.
Mr. Malloy noted that underwrit-
ers who continue to offer finite rein-
surance can only do so with
increased due diligence. "Every
reinsurer that's offering these prod-
ucts has to have at least one addi-
tional step in their underwriting
process to make sure that what they
are offering is reinsurance.”
Benfield-which places finite
products including loss portfolio

transfers associated with a sale or

discontinued line, quota shares
across several lines of business and
aggregate stop loss covers-"has
had lating agencies, regulators,
auditors vet the deals that have
been done in the past 12 months,"
Mr. Malloy said.

"Even if the regulators were to try
and get rid of all uses of finite, |
think it would be very difficult,”
said Fitch's Mr. Schneider. "You'll

always see degrees of it here and
there to the extent that it's an eco-
nomic benefit to both parties, and
doesn't distort economic state-
ments."

And among the companies that
continue to use products that fall
under the finite reinsurance
umbrella, "l don't think you're
going to see some of the abuses (of
the product) anymore,"” Mr. Schnei-
der predicted.

.J d@%4JG.

119* M##PENR.ikKiti \,St
91*P@ &61*miac" M (* UVRUB*
te rsE 4'1(61*LE It? @ (*[(Wi
*SE r. *910 9,& SE A¥*92 Zi
'‘&* 3-fC ,S.f....Lig O 9

I ; imilirig [TRITTETiN**1i])



WOD'NYOdTOH MMM

IS IHL NI AT @

'S8TT-L6L (T1T) 38 333 |ned 12EILOD Bsea|d
‘UO!'.IEJISUOUJGP e 23ueude O] JO uonew.Jojul aiow Jo4

"yasua.3s Jo uonisod B Wo.y JUSWUOIIAUD .
M3 139 I T ¢
Sl pInj} & 03 puodsad ued sudBW-UOISIdAP YSIsul ddl1dd 4di04d
aAIsuaya.dwod pue Ajpwi siy3 YIAA 3 paau Asy3 usym
‘poau Aoy a3pajmoud| a3 Yim sauaipd sapiaoud ool
JuswaseURW UOIBWIONI MBU S UIOGIOH ‘AJS Y3 ul 943 ‘JHYOI 33S




48 1 November 6, 2006 Business Insurance

PROFESSIONAL MARKETPLACE

To place your ad, contact Tina Vasilakis at (312) 649-5340 / fax: 1312) 649-7937 / E-mail: tvasilakis@Businessinsurance.com
Business Insurance, Classified Department, 360 N. Michigan Ave, Chicago, IL 60631-3806. Call for details on blind box and internet advertising

HELP WANTED

Insurance

Underwriting/Marketing Executive

Financially strong, well rated, N/E regional
P/C Company recruiting for seasoned
professional to help build and manage
existing operation Producer, technical and
people skills key assets of cancidate.
Degree and Industry continuing education

plusses Attractive compensation pkge.

Reply in confidence to-

Business Insurance, Box 3253

360 N Michigan Avenue, Chicago, IL 60601
Or blbox3253@Businessinsurance.com

HELP WANTED

ACTUARY

The Office Is seeking a self-motivated
professional interested m working
with a dedicated team to assist in the
regulation of the ever-changing and
dynamic property insurance market tri
Florida. The applicant must be willing
to work in a fast-paced environtrent
dealing with state and national Insur-
ance issues that affect Florida con-
sumers. Florida leads the nation in its
use of information technology for reg-
ulatory purposes, thus the applicant
must be willing to use the many user-
friendly web-based applications the in-
dustry uses to submit information to
the Office. The Office chairs several
important NAIC Catastrophe and
Property & Casualty Committees, hav-
Ing a national Impact on the property
market in this country. The applicant
must be someone who desires the op-
portunity to work with the Office to
formulate and shape these national
initiatives.

Requirements: A bachelor's degree
from an accredited college or universi-
ty with a major tri mathematics, statis-
tics or insurance and five years of pro-
fessional actuarial experience. Must
be a member of the Society of Actuar-
les or the Casualty Actuartal Society,
or m accordance with Florida Statute
112.63(1), must be an enrolled actuary.

Interested candidates should send re-
sume to

Denielle Petty, 200 East Gaties
Street, Tallahassee, FL 32399-0330,

email to Denielle.Petty@fldfs.com or
fax to (850) 922-3865

EDUCATION

Florida

State [*falmk™*B
University

offers an online master's degree
in Risk Management and Insur-
ance. This affordable and flexi-
ble program can be completed
via Internet access from any lo-
cation. For more Information on
the May 2007 sequence, visit
www.cob.fsu.edu/grad

REQUEST FOR PROPOSALS

NOTICE TO PROPOSERS
The San Diego Unified School District
will receive sealed Requests for Pro-
pcsal for:

INSURANCE BROKERAGE
SERVICES
Firms interested in obtaining a Request
for Proposal package may go to
sandi.net and click on "Bids & Requests
for Proposal" or www.demandstar.com.

Proposals are due on or before 2:00
PM (Pacific) cn NOVEMBER 21, 2006.

Take lull advantage
elyourresources!
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COMMONWEALTH OF MASSACHUSETTS
Offica of C xisumer Affairs and Business Regulation
DIVISION OF INSURANCE

Jne South Station Boston, MA 02110-2208
(617) 521 7794 FAX (617) 521 7475
Springfield Omce (413) 7865526
TTY/TOO (617) 521 7490
http/iwvm mass gov/dol
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cov- rroF DIRCTOR COAM«ER AFFARS

KERR- HELEY JULIANNE At BOWLER

vErTESW TGOoIOR CONISSIONER Of INSURANCE
IN THE MATTER OFTHE ACQUISITION OF CONTROL OF
COFACENCRTH 1VERICA INSURANCE COMPANY BY
CAISSE NATIONALE DES CAISSES D'EPARGNE ET DE PREVOYANCE

D )4 ket Number F2006-01

NOTIZE OF PUBLIC HEARING

Pursuant toMGL Cimpter 175,§2068, anapplicationhasbeenmade-oth.
Massachisetts Conmissioner of Insurance (the "Commissioner") by Caisse Natiorate des
Caisses d E>rine et de Prevc>ance t[te "Applicant’™) for approval of a proposal to acquire
control of Co'ace North Amer ca Ins-Irance Company (the "Insurer™), a Massa:huse-ts domestic
usurance compan> The App icart, z rench corporation, proposes to acquire control of the
Insurer pusuant to a combination )f :ertain subsidianes and businesses of it and Banque
Fddtrate des Banques Populm-es, the Insurer's current ultimate parent This proposed
transac:101 wiuld resuk in the Acc ut e* owning 34% of the capital stock of Natexis Banques
Populane: (tc be renamed "NEtirix"* Thich is the Insurer's indirect parent

Tte Cinin-ssioner wiE colidic a public hearing pursuant to MGL c 175 5 2068, to
determine whsther to aporove -heprooosed acquisition of control Theheartng will Jommence
on Novenrber 7,2)06 at 2 00 p m at -hz Division oflnsurance, 5th Floor, One South Station,
Boston, Iv A, )2110 Dccume its f led n connection with thls proposed acquis, ton c f control are
available -or public inspection at d e D.vision of Insurance, One South Stanon, Bostoi,
Massachusett-, £2110

The pLriose of this put he hearing is to afford those persons identified m MGL ¢ 175,
§ 2068(d)<,2) he gportunity D preseat evidence, to examine and cross-examine witnesses, to
offer oral and wntten argumew and, 1 3 ionnection therewith, to conduct discovery moceedmgs
in the sains manner as in the S iDer or Court Department orthe Tnal Court Any discovery
proceedin Ss saill b 3 concludec no iatDr than three days prior to the commencement cf the
hearing

ry person tdentified o MG= c 175, § 2068(d)(2) who wishes to participete in the
November 7,2006 hearing mu.t submit, on or before November 3,2006, a Notice c f Intent to

, Participate, se-ting -orth the stguto-y iasts for participatior The Notice of Intert mist specify

the basts fir tie asserted interes- in thz iroposed acquisition of control, if applicable, as well as
whether tk p<rsor. -ntends to nakc ar oral statement, present evidence or cross examine

witnesses

If lie Comnissioner determine that a person's interest may be affected by the proposed
acquisition ofcontrol, that penon maf sartic:pate at the hearing following presentati=ns by the
Applicant and the hsurer, and beforeany other persons the Commissioner mai recognize at the
hearing 1-he englhofany Orfl statements, presentations ofevidence orexammatiors of
witnesses -na> be'imited at theciscretion ofthe Commissioner Wntten argument may be
submitted at any tirne pnoi to he concbsion of the hearing

Al submiss ons, inclucing he wntten Notice of Intent, must be sent io Dock*t Clerk,
Heartngs End lopeals, Divisto-1 of-In.Icance, One South Station, Boston, MA 02110-2208, and

must refer to Docket No F2005-01

Juhanre M Bowler

Commissioner of Insurance
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P & C Broker and Insurer
Performance Reviews & RFP's

Clients include Public Entities, Pub & Priv
Co's, large non-profits, and HC Providers
Also Alt Risk, Prof Liab , Product Devl.,
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LEGAL NOTICE

NOTICE OF FINAL IMPLEMENTATION OF
SOLVENT SCHEME OFARRANGEMENT

IN THE HIGH COURT OF JUSTICE
(OF ENGLAND AND WALES)

CHANCERY DIVISION
COMPANIES COURT
NO 2832 OF 2004
IN THE MATTER OF

THE PRUDENTIAL ASSURANCE
COMPANY LIMITED

(REFERRED TO BELOWAS THE SCHEME COMPANY')

AND IN THE MATTER OF THE COMPANIES ACT 1985,
SECTION 425

NOTICE IS HEREBY GIVEN thal the solvent scheme 01
arrangement dhe *Solvent Scheme') made between the
Scheme Con,pany and its respective Scheme Dedrkn (as
defined In the Solvent Scheme) pursuant to section 425 01 the
Companies Act 1985 which was sanctioned | the High Cour[
01 justice . England and Wates on 9 July 2004 and became
enective on the wmedate has been finally mplemenled

Final Inlpiementation of the Solvent Scheme occurred on 31
October 2006 when the Scheme Manager, Whittington
Insurance Sen,Kes limited C Whittington ) prop,ded written
confirmation to the Scheme Company that all Scheme
Liabilmes had been adtudicated or otherwise determined and
311 Established Ll/bilitles had been paid in tull (or deemed to
ha,e been satisfied m full) In accordance with the terms 01 the
Sol.ent Scheme

Should you ha,e any questions regarding thi Notice
please contact lohn Leppard 01 Whittinglon, at
33 Creechurch Lane, London EC3A 5EB (email
prupearischeme@uwhittingtoninsurance com telephone +44
(0) 20 7220 1851, laamde +44 10} 207 929 1315} or
Pri tert oopers LLP at p pwo com

LEGAL NOTICE

IN THE HIGH COURT OF JUSIICE
CHANCERY DIVISION
COMPANIES COURT

No 8622 of 1006
IN THE MATrER OF
EUROPAISCHE

ROCKVERSICHERUNGS-
GESELLSCHAFT IN ZURICH
(EUROPEAN REINSURANCE

COMPANY OF ZURICH)

AND IN THE MATTER OF THE COMPANIES ACT 1985

NOTICE IS HEREBY GIVEN that by an order dated 30 October
2006 made in the above matter, the Coin has directed thal
separ,te meetings 01 those Scheme Creditors with Notified
Outstanding Claims and those Scheme Credrors with [BNR
Claims (each as defined in the scheme ot /rangement
hereinatter mentioned} ot the above named company ithe
theme Company*) be held on 20 December 2006 at PRO
Insurance Solutions Limited One Great Tower Street, London
ECjR 5AA, commencing at 1 1 00 a m (london timel (the
'Scheme Meetings’) All Scheme Creditors are requested to
attend at such place and Nme either in person irby proxy

The purpose ot the Scheme Meetings will be tor each class ot
Scheme Creditors to con,der and if thought fit, to approe
Mh or without modification) a scheme of arrangement
proposed to be made between the Schenie Company and the
Scheme Cred,to. pursuant to Section 425 of the Companies
Act 1985 (the Schemel

Thedbarman e Cred s Mestt wil address Sehems

poting immediately prior to the commencement of the
Creditors Meeting

Scheme Cred,tors may vote m perwn at the Creditors' Meeting
or may appoint another person whether a Scheme Creditor or
not as their proxy to attend and vote in their place

The proposed Scheme and the explanatog statement required

to be pro,ded to Scheme Creditors pursuant {o Section 426 01
the Companies Act 1985, together with a Voting Form for use a
the Scheme Meetings have been circulated to known Scheme
Creditors as well as al brokers In the London market and other
Intermedtanes Copies d these documents, as well /s blank
Voting Forms may be obtained by attending at or on written
application to the Scheme Manager, do PRO Insurance
Solutions Limited at Bruton Court Bruton Way Gloucester
Gll 1 DA marked for the attention 01 Kevin McAtee or Dave
Armstrong during normal bustneS, hours on any day (other than

a Saturday or Sunday or public holiday) pnor to the day
appointed for the said Scheme Meetings They may also be
downloaded and printed from the website www rgmpool com

Scheme Creditors are requested to lodge the completed Voting
Form with the Scheme Manager do PRO Insufanie Solutions
Limited at B futon Court Bruton Way Gloucater, GIl 1 DA,
United Kingdom Fax +44 40)1452 310 171 or emad
pro_rgmpoothelpline@pe-ltd co uk marked tor the attention 01
Ke'ln McAtee or Dave Armstrong, by no later than 500 p m
(London Nme} on 18 December 2006 Forms may also be
handed in at the registration desk prior to the commencement
01 the Schenie Meetings Faxed Voting Forms will be,ccepted
if legible but Scheme Creditor'§ are requested to send the
or,ginals to be received by the Scheme Manager do PRO
Insurance Solutions Limited at the above address by not later
than 2 Bu,ness Days alter the dateot the Scheme Meetings

Each Scheme Creditor or his proxy *111 be required to register
his attendance at the SCheme Nteeling45} pror to Its
commencenient Registration will commence at 1000 a m
{London time) on the day ot the Scheme Meetings

The Court has appointed Lee Chnstopher Brandon or, lailing
him Robert kingston both 01 PRO Insurance Solutions Limited,
to act as Chairman ot each Scheme Meeting and has directed
the Chairman oi each Scheme Meeting to report the result et
each Scheme Meeting to the Court

If approved by the requisite majont¥ ot Scheme Creditors the
Scheme will be sublect to the subsequent approval of the Court
Any policyholder who has anv questions concerning the action
he t, requ,ed to take should contact the Scheme Manager do
PRO Insurance Solutions Limited IAttention Kewn McAtee of
Dave Armstrong) Benton Court Bruton Way, Gloucester, al
1 DA, Unned Kingdom, Telephone'lax +44{0)1452 310171,
email pro_rgmpoothefpline@pro-ltd co uk

To place your legal notice
Contact Tina at 312-649=5340.
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JLT continues efforts

to rest ructure company

London brokemge
combines units,

shuttles executives

By STUART COLLINS

LONDON-Jardine Lloyd Thompson
Group P.L.C. has announced fur-
ther restructuring that includes the
formation of a new unit through
the merger of its risk solutions busi-
ness with its Lloyd's of London bro-
ker, Agnew Higgins Pickering.

The London-based broker placed
its reinsurance broking business
into a separate company, JLT Rein-
surance Brokers Ltd., in January.
Earlier this month, JLT completed
the sale of its property and casualty
insurance and employee benefits

brokerage businesses in the United
States to Alliant Insurance Services

Inc.

In its latest move, JLT is to merge
JLT Risk Solutions, which provides
insurance broking services to large
corporate clients, with its separately
branded Lloyd's energy broking
subsidiary, Agnew Higgins Picker-
ing, to form Jardine Lloyd Thomp-
son Ltd.

In the first half of 2006, JLT Risk
Solutions reported revenues of

Mr. Burke

£61.2 million (6112.7 million),
while AHP posted revenues of £9.6
million ($17.7 million).

The restructuring is part of an
operational review instigated earlier
this year by Dominic Burke, chief
executive of the JLT Group.

As part of the deal, Andrew
Agnew will become chairman ofJar-
dine Lloyd Thompson Ltd., Mark
Drummond Brady will become

deputy chairman and Martin Hiller
will become chief executive.

In a statement, JLT said that the
specialty marine and energy rein-
surance operations of AHP will
transfer to JLT Re, under the exist-
ing leadership of Alan Giriffin.

See JLT next page
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European reinsurance buyers
to see stable Jan. 1 renewals

Retro capacity crunch

seen by attendees
at Baden-Baden

By SARAH VEYSEY
and RICHARD MILLER

BADEN-BADEN, Germany-European
buyers of reinsurance can expect
"stable" conditions at the upcoming
Jan. 1 renewal, barring any major
catastrophes, according to sources at
the recent Baden-Baden reinsurance
meeting.

Many participants at the meeting
were "playing their cards close to
their vests," noted Tom Wafer, man-
aging director for international
catastrophe business at Hamilton,
Bermuda-based Harbor Point Ltd.

But the consensus among brokers
and reinsurers was that there are
unlikely to be large movements on
European reinsurance rates. At the
same time, reinsurance prices for
U.S. catastrophe-exposed business
are likely to increase because there
have been rises in primary rates, not-
ed Jean-Michel Lewis, director of

reins-trance at broker Heath Lam-

bert Group in London.

But international business should
see zate decreases, noted Seymour
Matthews, managing director of
reinsurance at Heath Lambert.

"It is not the many paying for (the
losses of} the few any more," he said.

"As far as European buyers are
concerned, we don't see any major
increases," Mr. Lewis noted.

Property rates are likely to
increase very slightly at the renewal,
according to Thomas Witting, head

of Swiss Reinsurance Co.'s Central,
Eastern and Northern European
operations. "For the nonproportion-
al business, we would talk about an
increase in the higher one-digit per-
centage area," he said.

On proportional business, it is less
clear what will happen to rates, giv- -
en that primary results have general-
ly been good recently, he noted.

"It is a quiet, normal renewal,"
said Wolfgang von Wasielewski,
chief executive manager for Central
and Eastern Europe at Munich Rein-
surance Co.

The reinsurance market in Europe
is "very stable" and it will be "an
almost flat renewal depending on
loss experience," according to Frank
Schaar, executive vice president of
Converium Holding Ltd.'s German
operations.

Although for U.S.-exposed catas-
trophe business, the prices at July 1,
2006-which largely increased com-
pared with Jan. 1, 2006-are being
seen as a "benchmark," European
buyers of reinsurance are likely to
experience a flat renewal, said Frank
Rieder, executive vp at Cooper Gay
Steele & Co. Ltd. in New York.

Properly catastrophe rates for
Europe generally will remain stable,
noted Adrian Clark, managing direc-
tor at reinsurance broker Benfield
Group Ltd. in London.

Rates for property catastrophe
business in France, for example, are
likely to remain stable or fall slight-
ly, he said.

Generally companies in Italy,
Greece and Israel will not see rate
increases just because there are

increases on U.S.-exposed business,
because business is much more

local, and there is plentiful reinsur-
ance capacity, noted Giulio di Gro-
pello, head of the Italy, Greece and
Israel operations of Willis Re, a unit
of Willis Group Holdings Ltd.

It is likely that some companies
will seek to diversify in the coming
months, he noted.

It will be interesting to see if some
of the newer reinsurance companies
-such as those set up in Bermuda in
recent years-seek to diversify into
lines such as European casualty busi-
ness, noted Mr. Lewis.

Casualty rates will remain more or
less stable, predicted Swiss Re's Mr.
Witting.

Capacity is generally adequate in
the reinsurance market, brokers said,
with the only real "crunch" being
for retrocessional cover.

The decision of Swiss Re not to

continue the retro book previously
underwritten by GE Insurance Solu-
tions, which it acquired this year,
has significantly reduced the

amount of available retrocessional

capacity, noted Mr. Lewis.

Some of the newer Bermudian
companies are writing retro busi-
ness, and in some cases industry loss
warranties are taking the place of
retrocessional cover, he noted.

Capital market solutions also
could be "serious competition" to
retrocessional capacity, he added.

If retro prices increase any further,
the cover will be unaffordable, he
said, and buyers will no longer pur-

chase it.

The scarcity of retro cover will
mean that reinsurers are even more
careful about where they put their

capital, said one broker who asked
not to be named.

Catlin Group offers $1.01 billion for Wellington Underwriting

Deal one of many
acquisitions in
the London market

By STUART COLLINS

LONDON-Hamilton, Bermuda-

based Catlin Group Ltd. is set to
become one of the largest players at
Lloyd's of London, following its
£532 million ($1.01 billion), offer to

acquire Wellington Underwriting
P.L.C.

The deal is one of several recent

acquisitions in the Lloyd's market,
including the announcement late
last week that Cathedral Capital
P.L.C. will be acquired by investors
for about £113 million ($214.6 mil-
lion).

If Catlin's acquisition of Welling-
ton goes ahead, Catlin will be one
of the largest managing agencies at
Lloyd's of London. The combined
company would be responsible for
about £1.2 billion ($228 billion) of
Lloyd's capital in 2006. Currently,
Amlin P.L.C. tops the ranking of
largest insurers in the market, with
£1 billion ($1.90 billion).

RECENT ACTIVITY

Catlin Group Ltd. has made a $1.01
billion offer for Wellington Underwrit-
ing Ltd. The combined entity would
have a capacity at Lloyd's of $2.37

billion.

Cathedral Capital P.L.C. has accepted
a $214.6 million offer from Disciple
Holdco Ltd., a newly incorporated

company funded by Alchemy Invest-
ment Plan.

The combined group is expected
to have gross premiums of £2.4 bil-
lion ($4.56 billion) and capacity at
Lloyd's of up to £1.25 billion ($2.37
billion) in 2007.

As part of the acquisition, Catlin
will close down Wellington's syndi-
cate 2020, with effect from the end
of 2006. The corporate capital pro-
vided by Wellington to support
2020 next year will be transferred to
Catlin's syndicate 2003.

According to a spokesperson for
Catlin, the deal would be good for
p61icyholders as it will create a
financially stronger and more

Doing what we do best, in Europe.

diverse player in the insurance mar-
ket. "The deal means that we will be
a stronger company with a more
diverse product mix. The combina-
tion will allow us to give additional
solutions to our client's problems
and offer additional pr6ducts," he
said.

The spokesman also confirmed
that Catlin is working to complete
the merger by Dec. 31.

Meanwhile, Cathedral's indepen-

dent directors have recommended

that shareholders in the company

See MERGERS next page
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Emerging Risks

STRATEGIES

Risk pro knows value of networking

John I. Hampton's
columns on Emerging
Risk Strategies appear in
Business Insumnce. An
archive of his columns as
well as interviews and
discussions with risk
management and insur-
ance industry leaders is

available online at
www.Businesslinsur-
ance.com/Emerging
RiskStrategies. To post
questions or comments
about the issues mised in
Emerging Risk Strategies,
please visit Bl's Commu-

nity Forums at
www.Businessinsur-

ance.com.

Susan Meltzer is the
assistant vp of risk
management for Aviva

Canada Inc. in
Toronto. She has
performed the risk
management function
at a number of major
corporations,

including Sun Life
Financial.

By John J. Hampton

Periodkally, Emerging Risk Strategies
highlights the achievements Of a suc-
cess/i,l risk manager. The story today
is of risk manager Susan Meltzer,
chairman of the International Fedem-
Non ofRisk & Insurance Management

Assns.

In September, Susan Meltzer took
the podium in Singapore as the
keynote speaker for the annual con-
ference of the Federation of Asian,
Pacific & African Risk Management
Organizations. As the risk manager
for an insurance company in Cana-
da, how did she get invited to an
event half a world away?

The story begins at Carleton

ONLINE DISCUSSION: How can risk managers ensure

parts of the world? In her keynote,
she said some areas of the world
were ahead of others in addressing
risk in an enterprise-wide frame-
work. Europe and Australia are
among the leaders in applying cut-
ting-edge concepts and technology
to mitigate risk in a world of terror-
ism, natural disasters and pan-
demics. Other parts of the world
are lagging.

A curious observation was the
position of the United States in the
hierarchy of enterprise risk man-
agement. She placed U.S. risk man-
agement at the bottom of the list.
Ms. Meltzer was not criticizing U.S.
risk managers. She was observing a
situation where many U.S. organi-
zations do not support their risk

managers in

efforts to manage
critical risks.

they are involved when top management discusses risk

issues? Log on to forums.Business/nsurance.com to
share your views, experiences and advice.

ARCHIVE: John J. Hampton's Emerging Risk Strategies

columns and interviews can be read online at

www.Businessinsurance.com/EmergingRiskStrategies

University in Ottawa, Ontario,
where she graduated with a bache-
lor's degree in English and no
knowledge of risk management or
insurance. She found a job with an
insurance brokerage and later
jumped at an opening in risk man-
agement. It is one thing to jump. It
is another thing to have the skills
to do the job. Ms. Meltzer has
learned that success in risk man-
agement is based upon knowledge,
relationships and sharing best
practices.

Fast forward to 2000. After a
stint as president of the Risk &
Insurance Management Society,
she got involved with the Intema-
tional Federation of Risk & Insur-
ance Management Assns. By this
time, she had spent her career
encouraging insurers, brokers and
risk managers to keep current on
risk trends. She defined such
knowledge as having a global per-
spective and forged relationships
with peers around the world. That
is what led FAPARMO to invite her
Singapore, where she shared sever-
al important lessons.

Risk managers need to get the
right tradeoff between quantitative
and qualitative tools, she says. She
also argues for a global perspective
on risk. This is true even for non-
complex organizations that oper-
ate in a single region. Do risk man-
agers take the time to engage with

risk experts across a broad spec-
trum and learn lessons from other

Compliance is a
focus, to be sure,
thanks to Sar-
banes-Oxiey and
stiff federal sen-
tences. At the
same time, com-
pliance is not risk
management. Risk management is
more than internal controls. It is
the fiduciary duty of the board to
join with institutional investors
and regulators to demand that
organizations achieve risk trans-
parency, disclosure and risk mitiga-

tion for all stakeholders. That was

her point.

A hidden message

A hidden message in her presen-
tation in Singapore was Ms.
Meltzer's ability to network with
risk professionals. She brought
together a panel of three risk man-
agers who are prominent in
advancing the global agenda of risk
management. They were Marie-
Gemma Dequae, president of the
Federation of European Risk Man-
agement Assns.; Jorge Luzzi, head
of the Asociacion Latinoamericana
de Riesgos y Seguros; and George
Niwa, risk manager for Panasonic
in Japan and president of the RIMS
chapter in Japan.

Suffice it to say, risk manage-
ment does not get interesting until
risk managers join the discussion.
That is a lesson Susan Meltzer
knows well. Without excluding
anyone from the exchange of
information, she increased the
chances for the risk manager to

have a place at the table when risk
is discussed with the CEO and oth-

er C-level officers and the board.
Susan Meltzer is arguably the
best-known risk manager in the

world. It helps that she has ideas
and propels them forward with
energy and enthusiasm. Natural
intelligence and a curiosity for
problem solving are key ingredi-
ents. But her story has an extra
component. She knows that bring-
ing people together is the most
important aspect of understanding
how to achieve efficiency, safety
and economy. Networking brings a
broad perspective to risk manage-
ment. She became a respected risk
manager by interacting with risk
managers in situations where they
sought best practices. This was pri-
marily through direct involvement
in RIMS-not simply participating
in annual conferences and the
local Toronto chapter but by vol-
unteering. First she was a student.
Now she is a mentor. She teaches
courses, puts together panels and
interacts with everyone from
senior risk manager to junior data
analyst to claims administrator.

Showing the wayforward
Her efforts show the risk man-

agement community the way to
bring in the next generation of risk
managers. While she was risk man-
ager at Sun Life, Ms. Meltzer
encouraged her people to get
involved with other risk managers
at every opportunity and facilitat-
ed their networking opportunities.
Niver Rubenyan, now director of
operational risk at Sun Life, says,
"Susan is keen on the training and
development of her staff. She got
me involved in RIMS, supported
me when | joined the board of the
local chapter and encouraged me
to take up public speaking."

In retrospect, her most impor-

tant accomplishment may involve
her current role as chairman of the

IFRIMA. Ms. Meltzer works tireless-
ly to bring together risk managers
from around the world to share
their best practices. In a time of
technological changes, global
warming, rapid economic develop-
ment in third-world countries and
complex logistical structures, risk
managers need to cross borders
with ideas just as companies cross
borders with goods and services.

A career in risk management has
the potential for challenge, excite-
ment and making contributions to
others. Ms. Meltzer, who received
the 2001 Don Stuart Award for out-
standing achievement in risk man-
agement and the 2005 Dorothy &
Harry Goodell Award-RIMS'
highest honor, reflecting lifetime

achievement-has fulfilled that

potential.

JLT: Risk,

wholesale

units realign

CONTINUED FROM PREVIOUS PAGE

The company also said that Lloyd
& Partners, JLT's wholesale broker,
will continue to provide access to
the London, Bermudian and Euro-
pean insurance markets for inde-
pendent retail brokers. Lloyd &
Partners will become responsible for
JLT's insurance broking company in
Bernluda.

The restructuring is subject to the
Financial Services Authority's
approval. JLT said in a statement
that it expects to operate under this
new corporate and management

structure from January 1,2007.
Mr. Burke said: "The recent sale

of our U.S. retail business has
enabled us to reconsider the struc-
ture of our London specialty and
wholesale businesses. By focusing
these London market operations
on two companies with distinct
and clearly defined specialist
strengths, we will be able to retain

and build on our very strong posi-
tion in the London and interna-

tional markets.”

Mergers:

Catlin makes

Wellington bid

CONTINUED FROM PREVIOUS PAGE

accept an offer from Disciple Hold-
co Ltd., a newly incorporated com-
pany funded by the Alchemy
Investment Plan, which values
Cathedral at £113 million ($214.6
million).

Shareholders representing 71% of
Cathedral Capital shares have
already accepted the Alchemy offer,
according to a statement released by
Cathedral.

The company owns a Lloyd's
managing agent and underwrites in
the Lloyd's market through syndi-

cate 2010.

INn addition to the Catlin and
Cathedral deals, earlier last month,
Lloyd's insurer Canopius Group
Ltd. announced that it would

acquire the operations of
Creechurch Underwriting Ltd.

Creechurch manages Lloyd's syn-
dicates 1607 and 3786 for the 2006
year at Lloyd's, with combined pre-
mium capacity of £90 million
($170.9 million).

Business Insurance

If you have moved recently
and would like to change
your subscription address,
or if you would like to
report a delivery problem,
please call us at 1-888-446-

1422 toll-free or e-mail us

at subs@crain. com



Pollution: Vapor intrusion
becornes growing concern

CONTINUED FROM PAGE 4

ued by Denver residents who
laimed the contamination,
1though deared, lowered property
‘alues, caused annoyance and dis-
omfort, among other noneconom-
c claims. No health issues were
ncluded. Plaintiffs sought $380
nillion, which included punitive
tamages. In 2004, a jury denied the
oss of property value and punitive
laims, but entered a verdict against
hown Retail for $1 million in
ioneconomic damages.

Ms. Vasilevich said Brown Retail
nanaged to avoid an expensive ver-
lict because it hired a public rela-
ions firm to provide information
ind to communicate with residents
mmediately after the gases were
liscovered in 1994.

What became known as the"Red-
ield site"” was considered the largest
rapor intrusion case in the country.
lut it wasn't the only one, she said.

In early 2002, The Denver Post
ittracted national attention for
Jublishing a series of groundbreak-
ng artides that found flaws in the
*vay the Environmental Protection
tgency protects the public from
oxic gases.

The articles, which Ms. Vasilevich
Tedited as fueling the govern-

nent's interest in vapor intrusion,
eatured areas nationwide where

:hemicals from factories resulted in

1 laundry list of health problems
imong those living nearby.

The artides claimed that the EPA
it the time was lax in its procedures
or testing and decontaminating
iomes, and at times blatantly
gnored health complaints of resi-
ients.

Later in 2002, the EPA began out-
ining stricter guidelines for testing
-or vapor intrusion in homes, possi-
ily as a result of the scathing news-

REBEX event
draws 370

ITASCA, 111.-About 370 people
attended the 2006 Risk Manage-
ment and Employee Benefits
Conference and Exhibition Oct.
26-27 at the Wyndham North-
west Chicago hotel in Itasca, .

The event featured 29 semi-
nars, covering a myriad of topics
such as the potential avian flu
pandemic, enterprise resiliency,
crisis management and worksite
wellness.

The annual regional gather-
ing was jointly sponsored by the
Chicago and Wisconsin chap-
ters of the New York-based Risk
& Insurance Management Soci-
ety Inc.

Chicago chapter President
Ron Cooley said plans for the
2007 event are still in the works.

For additional information,
visit the RIMS chapters' Web
sites at ht*.#chicago. rims.org or
http:#wisconsin. rims.o,g.

-By Louise Esola

paper reports, Ms. Vasilevich said.
In recent years, individual states
have also started addressing prob-
lems with environmental testing in
homes located in areas that may
have been exposed to chemical
leal<s or spills.

As those guidelines and laws
evolve, re-investigations into toxic
areas once deemed "clean" accord-
ing to old standards are becoming
more commonplace, she said.

According to Ms. Vasilevich,
companies and insurers should pay
dose attention to what's going on
now in Endicott, N.Y., for example,
where in 1979 IBM Corp. spilled
4,100 gallons of chemical solvent.
At the time, the company worked to
dean the areas, focusing on pump-
ing and treating the groundwater,
for fears that it could contaminate
the drinking water supply.

That work, according to the state
Department of Environmental Con-
servation's Web site on the Endicott
spill, was deemed effective in pre-
venting the chemicals from seeping
into the water supply.

Then in 2004, the department
discovered another threat: vapor
intrusion from the ground soil
under more than 470 homes and
buildings in the vicinity of the
plant

The state has since ordered IBM-
which no longer operates the

plant-to fund that deanup and to
reimburse the state for its overhead

costs.

According to a February 2006
article in the New York Times,
which Ms. Vasilevich cited in her
presentation, the bill was at $40
million at the time. Several calls to
the department for updates on the
cleanup and the costs were not
returned last week.

Kenn Anderson, senior vp of the
Environmental Services Group with
Aon Risk Services Inc. in Chicago,
said in a recent interview that the
risk of vapor intrusion hasn't made
huge waves in the industry or in
corporations, yet.

"l have certainly monitored it
with respect to the concerns that
are coming from EPA (and) | know
the risk side of it," he said. "But
have | been asked by corporate
America to look at this? No."

According to Mr. Anderson,
vapor intrusion is already part of
the coverage form for most policies.
"We don't have to specifically go to
the insurance company and say,
indude vapor intrusion," he said.

"l think we are going to see the
costs go up...if the insurance com-
panies start suffering losses," he
said.

Meanwhile, John Reynolds, chief
executive officer for Willis Group
Holdings Ltd.'s environmental prac-
tice in New York, said that vapor
intrusion is a growing concern.

"l would dassify (vapor intru-
sion) as in a revolutionary state," he
said. "How the industry responds
will be interesting to see. From an
underwriting perspective, it is being
seen as a greater risk, and from a risk
management standpoint, it high-
lights the need for environmental

insurance.”
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Strategies used to avoid potential
avian flu also help fight seasonal flu

Series of steps
help employers keep
common virus at bay

By LOUISE ESOLA

ITASCA, 111.-There's a positive side
effect for companies now making
plans to handle a potential avian
flu pandemic: Some of the same
steps to avoid spreading a major flu
virus among employees, put into
practice now, can help keep the sea-
sonal flu at bay in the workplace,
experts say.

"A lot of the mitigation strategies
are also effective when it comes to
fighting the seasonal flu," said Dr.
William Craig, senior vp of Marsh
Inc.'s Risk Consulting Practice in
Chkago.

Dr. Craig, who headed a work-
shop last month titled "The Poten-
tial Influenza Pandemic"” at the
recent Risk Management and
Employee Benefits Conference and
Exhibition in Itasca, Ill., said
the threat is making its way to
the forefront among companies
that fear a wave of employee
absences-a threat not immune to
the seasonal flu that affects thou-
sands every year during its peak sea-
son.

"Lots of people are asking us,
'What are you doing?' he said.
"There are things that companies
could be doing now."

The recent strain of the avian flu

first appeared in 1997, when an out-

break among poultry in Hong Kong
caused 18 cases of avian flu among
humans and resulted in six deaths.
Since then, wild birds have helped
spread the flu among poultry in 36
countries. The most recent statistics
from the World Health Organiza-
tion report that the virus has sick-

ened more than 250 people in 10
countries and resulted in 152

deaths.
The virus so far has been spread
only from bird to human. While it

has not mutated into a human-to-

human strain, Dr. Craig said it
could be a matter of time before
that happens.

The last major flu epidemic was
in 1968 and 1969, when the Hong
Kong flu caused 1 million deaths.
Before that it was the Asian Flu in
1957 and 1958, which killed about
2 million people, and the Spanish
Flu pandemic of 1918 and 1919,
which killed at least 40 million
worldwide, according to the World
Health Organization.

"Experts say, yes, (it will happen
again) because it's been a long time
(since a major flu outbreak)," Dr.
Craig said.

Meanwhile, this year's flu season
is on the doorstep.

Dr. Craig said some of the basic
strategies that employers could
put into place to help avoid the
spread of this year's flu--and poten-
tially the deadly avian flu later on-
in the workplace include the follow-
ing:

« Practice social distancing. Pro-
vide employees with at least one

meter of personal space and avoid
or reduce workplace meetings. Rely
on videoconferencing and Internet
conferencing. Provide employees
with the option of telecommuting,
and other alternative work arrange-
ments, to avoid public transporta-
tion.

- Maintain good hygiene
practices. Encourage employees
to wash their hands. Provide offices

and other common work areas
with alcohol-based anti-bacterial
hand sanitizer. Keep work areas
clean.

* Impose travel restrictions for
employees who travel often for
work.

* Provide and encourage vaccina-
tions. Although avian flu vaccines
are unavailable, seasonal flu vac-
cines can help prevent the spread of

that virus.

« Stockpile anti-viral drugs. Large
businesses with in-house medical
staff have been ordering and setting
aside anti-viral drugs such as Tami-
u. Tamiflu maker R Hoffrnann-
LaRoche Ltd., which has been
promoting business stockpiling,
says the effort has resulted in 60
orders.

* Screen employees and visitors
for iliness. Dr. Craig said the most
effective way is to ask anyone enter-
ing the building if they have had a
fever or been ill and, if they have,
ask them not to enter and seek med-
ical advice.

* Provide employees, particularly
those working in hospitals and clin-
ics, with breathing masks.

Special events create complex risks

All liabilities, security
must be considered

to secure proper cover

By LOUISE ESOLA

ITASCA, 111.-First-place runner
Robert Cheruiyot was at the finish
line of the 2006 LaSalle Bank Chica-
go marathon last month when he
slipped and fell, hitting his head on
the wet, slick ground.

After what many called a freak
accident, the Kenyan runner, who
crossed the finish line as he fell,
reportedly spent two days in the
hospital and told reporters that
there was nothing wrong with the
ground and that he "just fell."

However, with an aggressive
lawyer, Mr. Cheruiyot could sue
marathon sponsor LaSalle Bank, the
company responsible for placing
the rubber mats at the finish line,
possibly the company that manu-
factured them, the City of Chicago,
and numerous other companies
and organizations associated with
the event, said Ann Carroll, senior
vp of the Insurance Services Divi-
sion for Mesirow Financial in Chica-
go.

She was speaking at a session on

special events and publicity liability
at the Risk Management and
Employee Benefits Conference and
Exhibition held in Itasca, Ill. last
month.

Ms. Carroll along with Kathy
I<aminsky, director of risk manage-
ment for Chicago's Metropolitan
Pier and Exposition Authority, told
REBEX attendees that companies
and organizations need to consult
their insurance brokers, purchase
well-rounded policies and study all
risks before sponsoring special
events or giveaways.

The process can be complex, said
Ms. Kaminsky, whose organization

manages one of Chicago's largest
convention and entertainment

venues.

Typically, special events coverage
indudes liability coverage for injury
daims from participants, guests and
spectators in corporate-sponsored
events and cancellation coverage.
Events requiring the coverage are
broad and run the gamut: parades,
employee athletic events, charity
events, rewards and trip giveaways,
holiday parties, traveling exhibi-
tions and promotions.

Even conferences such as REBEX
need the coverage, Ms. Carroll said.

"If somebody rips off and eats the
eyeball of the REBEX teddy bear and

chokes, (REBEX) can get sued," said
Ms. Carroll, holding up a stuffed toy
given to attendees at prior confer-
ences. In addition, the conference
organizers could be held liable if the
muffins and juice provided during

breaks in REBEX sessions resulted in

incidents of food poisoning, she
said.

Risk managers also need to con-
sider liability issues associated with
the security aspects of special
events, Ms. Kaminsky said.

For example, when the Chicago
White Sox won baseball's World
Series in 2005, the team displayed
its trophy at various locations
throughout the city in a traveling
exhibit. When it made its way to
Navy Pier, there were many risk
management and insurance issues
at hand, Ms. Kaminsky recalls.

"We had to think about security.
We had to think about transport,”
she said. "Are we responsible for
security, or does it come with secu-
rity? What happens if the item caus-
es damage to our property? There
were so many items to think
about."”

Ms. Kaminsky said the city pur-
chases special events insurance for
all events and exhibits, but said the

amount varies depending on the sit-
uation and the risks.
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Settlements: Broker compensation to be disclosed to customers

CONTINUED FROM PAGE 3 Unum itself, will help resolve the of this lawsuit a malor insurer of the Insurance Department's con- 2004, alleged that as much o
integnty of the market and promote has agreed to tell its customers tinuing investigation and litigation two-thirds of ULR's annual broker
brokers and consultants "permitted competition " the amount and type of compensa- involving such practices age revenues of about $25 millior
compensation,”" as outlined m the "We have worked cooperatively tion it is paying to brokers and Following the settlement with came from secret payments frotr
agreement with the New York attorney general agents, and | call on all other UnumProvident, the California insurers
Under the settlement reached since questions were first raised insurers to follow suit," said Mr case, John Gammendi ps Universal New York settled its suit against
with California, UnumProvident about the industry's compensation Garamendi, Callfornia's insurance Life Resources et al, will continue ULR and President and Chief Exec
agreed to ensure that all compensa- practices," said Thomas R Watien, commissioner, in a statement, against defendants Metropolitan utive Offtcer Douglas COX ir
tion paid to brokers 15 disclosed to president of UnumProvident, in a "As | have said since this depart- Life Insurance Co, Prudential December 2005 for $2 million ir
California customers prior to pur- statement. "We responded immedi- ment began investigating contin- Insurance Co of America, Live policyholder restitution ULR alsc
chase, make the information pub- ately by establishing what ultimate- gent commissions more than Insurance Co of Nortn America, agreed to limit its brokeragi
licly available on its Web site, not ly were viewed as industry-leading two years ago, brokers, agents Connecticut General Life Insurance, compensation to a single fee 01
enter into any new financial rela- disclosure practices This agreement and insurers owe their clients CIGNA Healthcare of California, commission, ban contingent
tionships, including equity owner- 15 a natural extension of that truth and honesty in their deal- CIGNA Dental Health of California commissions and communicatior
ship and/or financing, with any effort During our discussions ings " Inc, Hartford Financial Services fees, disclose all forms of compensa
brokers, and terminate extsting loan we proposed to the attorney Following the announcement of Group Inc, Hartford Life and Acci- tion to its clients prior to the pur
relationships Mth brokers. general a new compensation plan the settlements, New York-based dent Insurance Co an 1 Hartford chase of insurance, and monitor its
Moreover, UnumProvident no which is simpler and more transpar- Moody's Investors Service changed Life Insurance Co insurance-related practices for five
longer will be permitted to sponsor ent This agreement incorporates the outlook on UnumProvident's Both New York and California years
any produchon contests or similar our new approach, which we debt and financial strength ratings sued Universal Life Resources, a San California, meanwhile, won a
award programs in California that believe can be a model for our to negative from stable Diego-based broker that was one permanent inlunction and consent
provide compensation or remuner- Industry " New York's investigation of of the leading producers of decree against ULR
atton such as trips, gifts or bonuses With regards to the California Unum began in 2004 as an out- UnumProvident's business Mr ULR has since gone out of busi
to brokers settlement, Mr Watien said. "We growth of the attorney general's Spitzer's suit, filed in November ness
Under terms of both settlements, are pleased we have resolved this ongoing investigation of insurance
UnumProvident also agreed to Mth California in a way that is industry broker compensation prac-

cooperate with ongoing investiga- good for our customers and brokers. tices Hartford at Work Web site at
tions into insurance industry pro- We have worked closely with the A spokesman for the attorney www thehar#ordatwork com The site
ducer compensation practices California Department of Insurance general decimed to say whether Mr P I’Od UCtS has been updated with new tools
"The settlement eliminates throughout this process and belleve Spitzer's office is investigating such for employees to set up direct
Incentives for brokers to act against that this resolution, much hke our practices among other insurers or & SeI’VICeS deposit for payment of long-term
their clients' interest, and ensures settlement agreement with the New producers at this time disability claims, to use and print
full disclosure of Unum's compen- York attorney general announced "All | can say is the attorney gen- forms, and to access personalized
sation arrangements," Mr Spitzer earlier, can be a model for our eral is continuing his investiga- benefits account information
said in a statement "These reforms, industry."” tlon,"the spokesman said The Hartford at Work site allows
many of which were conceived by "l am pleased that as a result California's settlement is also part Hanover NER target employees to understand and man-

age their beneftts at their conve-
] heavy equipment theft nience Usmg the secure site, cus-
Ruling: No closure for cash balance plans fomers can e 2 snortterm cisati
WORCESTER, Mass.-The Hanover ity claim, check on the status of an
Insurance Group Inc and the existing disability claim, or check
CONTINUED FROM PAGE 3 ent ludges can have two very differ- Appeals, which next month will National Equipment Register are the status of an application for
ent views," said Nancy Ross, a part- hear oral arguments involving a teaming up to help contractors group life or disability insurance
ee receives pay credits based on ner with McDermott, Will & Emery 2005 lower court ruling that dis- combat heavy equipment theft For more information, visit the
their completed years of service and L L P. m Chicago missed cash balance plan age dis- Through the partnership, site at www thehat#ordatwork com
the same interest rate is apB)hed to Pension attorneﬁ/ls say the decisive crimmation charg,;\l s against Pltts- Hanover will waive up to $10,000

each emE)onee s account balance, legal action wlll be at the appeals burgh-based PNC Financial Serwces of a policy deductible if a piece Swiss Re, London American

that is not the yardstick by which to ‘couirt level, with the final outcome Group Inc. construction equipment re
test, nor the means to avoid, age dis- perhaps two years away Cash balance plan age dISCHmI- tered with NER Is stolen and not launch Utl'lty program
cenmination results * "Appeals courts will be the nation cases also likely WIII be heard recovered within 60
What matters, Judge Baer ruled, is next legal battleground," said w the months ahead by appeals days Policyholders OVERLAND PARK, Kan.-Swiss
"simple anthmetic " When convert- Chnstopher Rillo, a principal with courts in Cincinnati and San Fran-/1191111& m of Hanover also Reinsurance Co and managing
ing employees' account balances to the Groom Law Group in Washing- cisco &-- will receive a genera| underwriter London Amen-
a retirement annuity, that conver- ton And in New York, the 2nd US 20% discount can Risk Specialists Inc have
sion results in a smaller benefit for “The action is going to be at the Court of Appeals likely will review on NER's launched a program for small to
older employees because they have appeals court level," concurred Lar- Judge Baer's decision as well as a theft midsize private and public uttlities
fewer years in which to eam inter- ry Sher, a prmcipal and director of conflicting ruling reached one pre- The program, which Includes gas,
est, he ruled retirement policy at Buck Consul- month earlier in which now retired vention electrical, water and sewer facihtles,
Judge Baer's ruling dashes hopes tants Inc. m New York, Judge Michael Mukasey dismissed and equipment recov- is active in 17 states
that the age discrimination contro- The next appeals court likely to cash balance plan age discnmina- ery services Coverages include multiline gen-
versy would be put to rest soon rule on the age discnmination issue tion charges against Pricewater- NER enables equipment owners eral liability, property, crime, equip-
"We don't have closure Two differ- will be the 3rd US Circuit Court of houseCoopers LLP to register each piece cf equip- ment breakdown, inland marine

ment's serial number in a national and auto

database, giving police the ability to General hability policies will have

identify the owner of a piece of a $1 million limit per occurrence
CASH BALANCE RULINGS stolen equipment through a 24- with a $2 million aggregate, while
hour hotline. Warning decals are property limits wtll vary by loca-

How courts are ruling on the cash balance pension plan age discrimination issue . X ) ) .
provided to registered machines to tion Eliglble states are Alabama,

N f PR . . ) R )
ame otease Judge Gourt pate Significance caution thieves that the chances of Arkansas, Flonda, Georgia, lllinois,
) o being detected while movmg, stor- Indiana, Kentucky, Louisiana,
Eaton vs Onan Corp David U S District Court for the September First court ruling that cash balance plans . i i L ki _ R
Hamilton Southern District of Indiana 2000 are not age discriminatory ing or selling equipment are greatly Michigan, Missouri, Mississippi,
increased North Carolina, Ohio, South Caroli-
Gooper vs IBM Corp G. Patrick U.S District Court for the July First ruling that cash balance plans For more information. go to na, Tennessee, Texas an.d Virginia
Murphy Southern District of lllinois 2003 discriminate against older employees www stopequipmentthett com. For more information, contact
London American Vp Larry Vickery
Register vs PNC U S. District Court for the .
Financial Services Legrome November Lower court dismissed age discrimination charges; Hartfo rd enhances at 901-312-9387 or by e-mail at

Eastern District

Group Inc Davis of Pennsylvania 2005 appeals court to consider in December 2006 benefits Web site lvickeo@londonamericantr com
Cooper vs IBM Corp Frank 7th U S. Circuit Court August Reversed lower court; first appeals court to rule the We'd like to report on new nsk man-
Easterbrook” of Appeals 2006 plans do not violate age discrimination law HARTFORD, Conn.-Group benefits agement and employeebenetitproducts
laurent ve customers of the Hartford Financial and services o/Bred by your companB
Pricowaterhouse- Michael U S District Court for the September First district court ruling to reject age bias charge Services Group Inc have easier Please send information about
Coopers LLP Mukasey Southern District of New York 2006 after appeals court decision m IBM case access to benefits mformation and your new o/lenngs to Joe Walker,
tools through the insurer's recently Business Insumnce, 360 N. Michigan
JPMorgan Chase Cash Harold v-S. District Court for the October First district court to find that cash balance plans enhanced Web site for group dis- Ave, Chicago, |l 60601-3806, tele-
Balance Plan Litigation Baer Jr Southern District of New York 2006 are age discriminatory since 7th Circuit ruling ability, life and accident insurance phone 312-649-5283, Ax 312-649-
“Wrote opinion for the appeals court A new, personalized log-in fea- 7801; e-mail' /walker@business

ture is Just one enhancement to The insurance com
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Max Re: Founder exits amid oral agreement investigation

CONTINUED FROM PAGE 1 the evidence suggests such an agree- well as disadvantages for Max Re potential for further management

ment, the company believes there is going forward. departures down the line"

MAX RE MILESTONES

JULY 1999: Robert J Cooney says he

will leave XL Insurance Ltd to form a

Bermuda-based reinsurer.

2006 and found that the three con- an Insufficient basis to conclude "The reality is that (the finlte "Whlle the resignation of Mr. JANUARY 2000: Max Re, which raised
tracts in question did not violate that there was nsk transfer with issue) is a distraction for the compa- Cooney is a more significant issue more than $300 million m capital, opens
federal accounting rules, and con- respect to these two contracts," Max ny, and | thmk his departure means than the economic ramifications of NOVEMBER 2004: New York Attorney

tained enough risk transfer to meet Re said m a statement

that the attention will be focused the earnings restatement, his resig- General Ellot Sp,tzer and other regulators

Financial Accounting Standards Accordingly, the company for a away from the company and on the nation is interpreted to be a proac- probe insurers' use of finite risk products.

Board criteria to be booked as rein- second time within a year is restat- individual," Mr. Gallant said.
surance However, Max Re Still mg its earnings for the years 2001 At the same ttme, Mr Gallant said tial future regulatory sanctions,"
decided to restate its results for sev- through 2005, as well as for the first "Bob Cooney was a very good CEO, Oldwick, N J.-based A M Best Co.
eral years half of 2006 (BIl, June 5). The had a lot of relationships and was a Inc. said in a statement.

Last week, Max Re said the finite restatement's effect on prior earn- good leader for the company " Chicago-based Fitch Ratings

tive measure to mitigate any poten- MARCH 2006: Max Re informs the SEC of

potential problem with three finite risk
retrocessional contracts written m 2001

and 2003: announcesit may restate earn-
Ings for 2001 through 2005
MAY 2006: Based on ,nternal rev,ew,

risk probe was being relaunched ings is not expected to exceed $10 In his absence, the company placed its A financial strength rating Max Re decides to restate results,

after new data pointed towards the million, Max Re said

could see some difficulty in retain- of Max Re Ltd and its Dubhn-based although aud,t committee finds the three

possibility of an oral side agreement Mr. Hynes declined to comment ing underwriters, Mr Gallant said subsidiaries, Max Re Europe Ltd. contracts did not violate federal account-

that was applied to two of the three on whether Mr. Cooney's departure "Anytime you lose a senior execu- and Max Insurance Europe Ltd.,
contracts m order to negate risk was related to the possible side tive like Bob, that's a risk you face under review pending an assess-
transfer. agreement "Bob volunteered to The new CEO is going to have to ment of "any adverse impact on the

The new information was provid- resign, and the board concluded make sure he reaches out to these company's franchise, reputation,

ing rules and contained enough risk trans-
fer. The restatement, reducing sharehold-
er equity at the end of 2005 by $183 mil-
lion, is well below the ongmal estimate.

OCTOBER 2006: Max Re reopens inter-

ed by the counterparty on those that given the circumstances, it was people " competitive or financial positton as nal probe due to mformation regarding

two contracts, said Keith S Hynes, m the best Interest of the company Daniel Farrell, a New York-based a result of the company's further two of the three contracts, raising the

Max Re's executive vp and chief for him to res ' Mr Hynes said insurance analyst at Fox-Pitt, Kelton restatement possibility of an oral agreement that
financial officer. Mr lilynes According to Cllf? Gallant an Inc; m a research note to investors Fitch also noted that it would would negate risk transfer It said it plans
declined to identify the counterpar- analyst at Keefe Bruyette & Woods said, "the major concerns in the need to evaluate "Mr. Becker and restate eamings by no more than $10

ty, but described it as "an invest- Inc. in New York, Mr. Cooney's near term are possible action (ftnes, the management team's abllity to
ment-grade, A-rated reinsurance departure has potential benefits as penalties) taken by the SEC or continue to successfully execute the

company.

million Management changes include exit
of Mr Cooney, chairman and CEO.

"The available evidence does not
allow for a definitive conclusion as

to the existence of such an oral

CVS: Caremark merger may pressure other PBMs

CONTINUED FROM PAGE 1

agreement," but "because some of

to have to keep a close watch on Mart Stores Inc., which recently other big retailers "

how this whole thing shakes out began offering $4 genenc prescnp- CVS stands to benefit tremen-
Entertamment Inc. "Perhaps there and what it means in terms of pric- tion drugs in several states, some dously because It had been facing
are some synergles they can recog- ing and service," Mr. Brandie said say (Bl, Sept 25)
nize. CVS and Caremark executlves cit-

ADVERTISER

significant migration of prescrip-
"They need to have the largest tion drug services to the mail-order

Another possible advantage of ed the ability to improve clinical possible leverage as a merged com- business and now it WIIl have a
the merger that may benefit outcomes and better control health pany to get the lowest generic pric- major mail-order delivery system,
employers and their employees 15 care costs for employers and health ing from drug manufacturers,” said said Lisa Zeitel, a principal and a
the ability of the combmed compa- plans as a key advantage of the Jim Crockett, manager of risk and member of the managed pharmacy
ny to cross-promote services offered merger.
by the previously separate entities.

INDE>X

Issue of November 6

ADVERTISER PAGE # benefits at Denver Water.

practice of Mercer Health & Benefits

Payers will get more value for the CVS and Caremark executives L.L.C. in Norwalk, Conn.

ACE - ESIS 39
Aetna Corporate . For example, Caremark members dollars spent m terms of medical denied that either Wai-Mart's For Caremark, the move to con-
AIG 56 may now be able to obtain addi- compliance and disease manage- generic drug pricing program or a sumer-driven health plans was like-

American Institute for C PC U 38 tlonal services at CVS stores, such as ment programs, said Mac Crawford, proposed settlement of a class ly a malor part of the merger's
41R using onsite health care dimcs. who will be chairman of the com- action lawsuit related to the average appeal because the combined busi-
Aon Corporation 2 "Hopefully, (Caremark members) bined company and now is wholesale pricing system for phar- ness will be better able to move ser-
12 Ml have access to some speciftc CVS Nashville, Tenn -based Caremark's maceuticals (Bl, Oct 16) had any vices closer to consumers, she said

37 cost mitlatlves," sald Sean Brandle, a chairman, president and CEO influence on the decision to merge.

48 vp at The Segal Co. m New York. "The payers are looking for solu-

Anthem

Beazley Group Inc

Benfield Inc The merger will likely put pres-

Burnham Systems "These were actually lust distrac- sure on other retailers and PBMs to

Business Insurance 641,47 "For Caremark dients, | think they tions," he said during a conference tions dunng our discussions," said consider a similar move.

2::::)0?:(:::::2?:::’;25 :‘1 can expect to see some enhanced ser- call last week. "They want help Tom Ryan, who will be the presi- "l think other malor retailers are
Collins Associates 20 vice offerings in CVS stores, hopeful- They want better health care for dent and CEO of the combined going to be impacted by this and
c vV starr 33 ly some reduced pncing." their employees and their families " company and now is the chairman, thinking about whether it makes
Dempsey, Myers & Co, LLP 6 A key issue arising from the merg- The ability of the new compa- president and CEO of Woonsocket, sense for them to acquire a PBM. It

Edwards, Angell, Palmer er, though, is the loss of one of the ny-to be called CVS/Caremark R.l.-based CVS. "We've been talking could be a new form of industry

& Dodge LLP 34 checks and balances in the prescrip- Corp.-to bring together more about this for a long time" consolidation,” Mr Brandie said.
Endurance Re 26 tion drug delivery system, Mr. Bran- information about consumers will Some independent observers, Some, though, worry that the
EQECAT 38 dle said. Caremark has been dnving help eliminate negative drug inter- though, belleve the deal was at least  continuing consolidation m the
Ewl R‘S“lser"ices' Ine e lower pricing from retailers, and actions, which will benefit plan m part a reaction to Wai-Mart's health care Industry could end up
::tr:;:;:::ge;nem 21; now CVS may not have an incen- sponsors, Ms. Vestal said. recently Iaunchect ge_nenc program. hurtmg employers.

Fitch Ratings 4z tive to continue to offer deep dis- The merger may give the com- "For CVS, | think it played a pret- But others say that the merger
Folksamerica Reinsurance 23 counts through Caremark, he said bined company an advantage in its ty big part,” Mr Brandie said. "l could put pressure on other retailers
Guy Carpenter 28/29 "I think plan sponsors are going ongoing competition with Wal- think it puts some pressure on the to be competitive on pnong
Hannover Re 16

Hinshaw & Culbertson

Holborn Corporation

Insurance Overload

'ﬁl5 D&O: Court ruling on director misdeeds called a biggie

LeBoeuf, Lamb, Greene & MacRae 40

Inwald Consulting Services

CONTINUED FROM PAGE 4 give rise to coverage," said Michael idate the concept that professional payment made that seeks to com-

Liberty international Underwriters 21 Bruce Abelson, foundmg partner at D&O0 policies are really not in the pensate for increased consideration

::j;t: E’::tual 22 that are expressly covered under Abelson Herron LLP in Los Ange- business of ftnancing mergers, and in the context of a merger, that pay-
Munich Reinsurance America 10 their policy wording, on the theory les, who represented Pan Pacific and that'bump-ups' in merger consider- ment is uninsurable as a matter of
The Navigators Group, Inc 2o on that the underlying claim seeks Western. "It's not as quick and sim- ations should not be funded by the public policy and is not covered by
Partner Reinscrance a5 disgorgement of '111-gotten gains, ple as the insurers would lead the insurance industry,"” said David T directors and offlcers Insurance," he

QBE 15 sald Peter Gillon, a shareholder in insured to believe it is, where they DiBiase, managing partner with said. "In the event there was such a
Renaissance Re 41R Greenberg Traung L.L.P. in Wash- can magically say it's all restitution- Anderson, McPharlin & Connors suit, then the insurer is also not
54 1ngtOn, who was not involved in ary and therefore no coverage." L.L.P. in Los Angeles "Gulf didn't hable under this opinion to reim-
9 the case. "If the insurers' theory He noted that it was the first time end up with a complete victory yet, burse any defense costs spent
14 were to prevail, their policies m the 9th Circuit has addressed the but still | think it's largely a good defending those claims "
SMART 42 essence include a hidden exclusion issue that he called a biggie" case and | largely agree Mth it.
46 that could exclude a substantial because of secunties suits involving "It's a good decision from the Pan Pacitic Retail Properties Inc and
number of claims.’ Silicon Valley companies. insurer's standpoint,” said Stephen Western Properties Tmst vs. Gulf
"You need to look through the The attorney for Gulf Insurance H. Sutro, a partner m Philadelphia- Insurance Co and Twin City Fire

Saxe, Doernberger & Vita
Scottsdale Insurance Company

Signet Star Reinsurance

St Baldricks
Towers Perrin

Wausau Insurance Companies "

WCF 36

) pleading and-despite how the viewed the decision differently. based Duane Moms L.L.P.'s San Insurance Co.; 9th U S Circuit Court
WLT Software Enterprises 40
Zurich North America 27 insurers may posture the claims- Although the case was remanded Francisco office, who represented of Appeals, No. 04-56394 Oct 26,

the insured can create issues that for further proceedings, "it does val- Twin City "If there's a settlement 2006
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1 M- 63ramendi said his taiest
-ecomnendat on is more than the

6 3% decrease recommenced by the
state Zorkers Comp€rsation

Insurarce Rating Bureau ard would

bring tte c-Imulative reduction

cost of ='arns Nithin t,ie system to
59 Z.% since Jily 2003.

HRH-epo-ts
laptops stolen
Him Rogal & Hobbs Co infcrmed 10

such expertise Dam Enright, who has
15 years' experience in the benefits
industry working with multinational
organizations, will head the practice
as vp-director of international
Benefit Services. The practice will
include strategic partnerships with
leading international benefit and
human resource consultants to
provide a full range of global HR
services, Lockton said.

Maine comp board

sued by employer
Bath Iron Works is sm&g the Maine

In the Workers

effort to force it to establish a
hospital fee schedule, something the
state's largest employer asserts the
board should have done 14 years
ago Since enactment of the Maine

Workers' Compensation Act of 1992,

the board has created a fee schedule

dier'its hat two passworc-protected for physicians but not one for

laptop computers stolen fron the
broker s Plpmouth Meeting, Pa.
office containej some perscnal

Infor-na-ion HRH said t norlif,ed
naticnal credit iureaus of tif theft
aid arranged for a free 12-month
membership to a credit mon toring
servize, Nhich ncludes up to
$20,00C in dentity fra-Id exiense
.overage fo- each person alected

Bermud3 sees

:hance in premier

hospital facilities and other medical
providers As a result, Bath Iron
Works has paid for such services in
accordance with a fee schedule
promulgated under the federal
Longshore and Harbor Workers'
Compensation Act, which has
resulted in a dispute with a hospital
provider, according to the suit

Willis Re names
U.S. executives

Paddy Jago has been named chief

Dr Ewar F Brown has jeen sworn in executive officer cf the U.S arm of

as Be-muda's premier Dr Briwn

defeatedithe incumbent, W

Willis Re, the reinsurance division of
Willis Group Holdings Ltd Mr Jago-

Alexaider Scott-who hgd served as who most recently served as
premier since July 2003-in a 07-76 president of Willis Re's U.S unit-

Lote Et tf e Progressive Lasor

Party's delecates conference

APRA ian former
Zurich Australian CFO

The fcrmer nief financia'officer of
Zurich Aistrallan Insurance L:d.,
which acnitted Mst year to
misrefresenting financial
reinsu-an.et-ansactions over a five-
year paricd, fas )een barred from

hilding a facership positon nan

was disqu alifed by the Austra An

succeeds Peter Hearn, who in June
was promoted to global chief
executive for Willis Re John Ehinger
will step In as president for Willis Re

officer for that unit

Washington proposes
comp relief in 2007

Employers in Washington state

ompensation
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Punitives: Ore. case argued

CONTINUED FROM PAGE 1 lury | would think they would

want to make it dear to the Oregon
court also took into account harm Supreme Court that inliries to third
allegedly sustained by other smok- parties should not be part of the
ers who weren't parties to the damage calculations How the Ore-
Williams' lawsuit Philip Morris gon courts phrase the proper Jury
appealed to the high court mstruction is, of course, the critical
"It's one thing to produce a pun- issue, and that's where all the ques-
ishment that can be properly reph- tions were," said Quentin Riegel,
cated in case after case without pro- vp-litigation for the National Assn
ducing an excessive total punish- of Manufacturers in Washington

Stock Index
[10/30 - 11/3 1

Up-to-the-minute datafor all 85
companies that comprise the
Bl Stock Index can be found at

www Businesslnsurance com

B/STOCK INDEX
3190
3170
3150

3130

t," said And L F rt- "T 't really ta uch, , % .
Boardin an ner in the New York office of law aBout the ratio issue, so | think the 3100 |

ftrm Mayer Brown Rowe & Maw general feeling is they will not
address that,” said Mr Riegel

"That's an issue that's bound to

PUNITIVE DAMAGES come up in future cases anyway, but

it wtll be less of a problem for busi-

ness if the other issue in this case

Since 1993, the Supreme Court has
moved toward restncting what it constd-
ers disproportionate pumtive damages
1993: TXO Production Corp. vs. properly
Alliance Resources Corp. The court

lets stand a pun|t|ve damage award

that ts 526 times the underlying com. of pynitive damades,is, more rlegIQ'no:ssGI%% 00

pensatory damages award.

1996'. BMW of North Amenca vs. ira
Gore. Faced with a lower court's
award of punitive damages 500 times
that of the underlying compensatory said Victor Schwartz, general coun-
sel for the Washington-based Amer-
ican Tort Reform Assn

damages, the Supreme Court rules

for the first time that punitive dam-
ages can be so disproportionate to "What struck me abott the argu-
ment was they were focusing on
pebbles on a beach withcut any real
discussion of the beach itself when

compensatory damages as to violate
constitutional guarantees.

2003'. State Farm Mutual Automobile
Insurance Co. vs. Curtis B. Campbell there were really two beaches," he
et a/. The Supreme Court rules that, said

under most circumstances. a punitive
damage award of more than a single- court meant in State Farm to say in
digit multiple of the underlying com-
pensatory award violates constitu-
tional due process guarantees.

"The first would be wnether the

the overwhelming number of cases,
the ratio of nine-to-one was an

absolute limit We believe the ratio

applies except in the unusual cases

3080
3060

3040
10/6 10/13 10/20 10/27 11/3

B/BROKERS INDEX

third-party damages-is resolved 3710

6 80 p. —— - - -

"The question of what endencse is3660L-_.-- DAl

relevant in determining The amount 3640 z —- - —-

. A<F-— -1

every case, where the question of 3580 4
ratios only arises when a jury makes 35 60
an award m excess of nine-to-one," 3540

10/6 10/13 10/20 10/27 1/3

8/INSURER/REINSURERS INDEX
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1220
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1190
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where the compensatories are mod- Bi MANAGED CARE
In the United States and will continue L.L P, who presented Phillp Morris' est and the defendant's conduct IS
in his current role of chief operating case before the high court last week. pamcularly reprehensible,"” Mr

"It's another thing to punish in case Schwartz said "The other beach is
after case for the same harms " to have a clear picture of what evi-

But Robert S Peck, president of dence 15 admissible or not admissi-
the Washington-based Center for ble with respect to the defendant's
Constitutional Litigation P.C, who conduct toward persons cther than

presented Mrs Williams' case, said the plaintiff "

could save an estimated $315 million that luries don't look at punitive The senior staff attorney for the
irsurance conpany. Johi Stanindge in workers compensation premiums damages as "multiples," adding that Boston-based Tobacco Products Lia-

if a Department of Labor and

they shouldn't do so. Instead, he bility Prolect said that the IUStICes

P-ider,tia Regulation Althon-vfrom Industries proposal to suspend rates said, they are looking at miscon- appeared in "general agreement

act ng as director or senior manager for six months in 2007 Is approved duct.

of a general Insurer, auttorizej
noroperatingholling compan'4 or

acent of a foreigr generd Insirer
APRA said its Eissassmen. of o hers

who may rave been involved in the
transactions M coitinulno

Lockton forms global
benefits practice

Lockton Cos Inc said it hgS formed

ani international employee bene-Its

by the department Under the plan,
employers and workers would not

The lusttces did not delve into general single-digit multiolier rule
question of what multiple can be set out in the State Farm decision

have to make any payments Into the used to determine the constitution- That exception takes int account

state's Medical Aid Fund for the
second half of 2007 This saving

would come on top of an overall 2% a lury should receive under Oregon

decrease in the average premium
rate, a change the department is
also considering for 2007 If both
are approved, employers and
workers would save about $345
million in 2007, the department

practice to meet growing demand for estimates

ality of punitive damages, but the reprehensibility of the defen-
rather focused on what instructions dant's conduct, said Edward Sweda
"It would be perfectly consistent
law when dealing with punitives with that State Fann standard to
and whether the harm done to non- affirm the Oregon Supreme Court
parties can be a factor in determin- ruling,” said Mr Sweda But ne
ing punitive damages. added that the Philip Moms case was

"It kind of indicates to me that unlikely to be vehicle for revoking

ORGANIZATIONS INDEX
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that there is an excel)ticn to the Percentage change OfBI Stock Index

vs. key indicators
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3128 76 -0.87
DOW JONES

11986.04 -0.86
S&P 500

1364 30 -0 96

the court was confused by what a or akenng the basic formula set LARGEST GAINS

proper instruction would be to the forth in State Farm as a general rule
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Clark Inc.. ............... 31.65%
Unitnn Inc........ ........ 4.95%
Markel Corp.... . ........ 4.47%
Philadelphia Consolidated . . 4.41%
D & - — - .

Willis Group Holdings 3.87%

,,,,,, — - - _uUlLARGEST LOSSES
T o ,,jii Humana Inc.... . ........ -13.56%
* .-13.01%
_ —_ .-When-y6ur insurer says no, *d've gof—you cdverdd. b - Tower Group Inc. ... ... 18.01%
o - 67 - Sierra Health Services....... -7.91%
T - C T\X=TA Axis Capital Holdings . - . -6.66%
- AX,=ERN-ERE, TA/cy= HCC Insurance Holdings .... -6.18%

Source Financial Content Inc
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Call first;

eat later

Not quite sure whether you're
eating right? With the cell
phone diet, you can snap a pie
ture of your food-assuming

- yout.phone

era-and
send it as
a text

Vb=dir, sang;sé
halallR e F— |

r mutri—
1--——C'll, tionist,

i 1-11 who willlet
62 VIRMM/- You know
whether to

pick up that
fork.
Unfortunately,
your food might get cold or
stale while you await the
response, which generally
takes about 24 hours.

Despite the wait, plan mem-
bers aren't really expected to
hold off cleaning their plates
until they get the OK from
their nutritionist, according to
Mina Nguyen, a spokeswoman
for the San Diego-based
employee assistance program
vendor that introduced GetFit
Cell Phone Diet recently.

The idea is "to create an
image or visual to see what
they're putting into their bod-
ies with the hope that they'll
make better choices later on,"”
she explained.

ACI Specialty Benefits Corp.
created the cell phone offering
to expand its AppleCore Well-
ness program product line,
which includes health risk
appraisals, disease manage-
ment and onsite prevention
activities.

Aside from nutritional con-
tent and an approximate calo-
rie count of the food in the
photo, cell phone dieters
receive feedback on their food
choices, as well as their body
mass index and Dasal metabol-
ic rate, both of which are
determined in advance and

stored in AClI's database.

Business Insurance
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Some girls
take my money

A dissatisfied Rolling Stones fan who can't always get what «' 4

she wants is going after what she says she needs: a refund.

When the legendary rock band canceled its Oct. 27 New
Jersey concert just hours before the show, Rosalie Druyan of *
Brooklyn filed suit accusing the Stones of fraud and bad faith

for not notifying fans in time for them to cancel their non-
refundable hotel bookings and airfares.
The suit, filed in Manhattan Supreme Court, seeks some $51

million on behalf of Ms. Druyan who bought a pair of tickets on
the Internet for $575 and reserved a $300 non-refundable room at

did not dis-
close that
information in
time for ticket hold-
ers to cancel their travel

reservations.

Though not comment-
ing on the suit, the Rolling

Stones said the Atlantic

City, NJ., concert had been

the Trump Taj Mahal, and thou-
sands of other fans who were
stood up by the Stones.
Ms Dru¥an charges
that lead singer Mick
Jagger sought medical
attentic,n for a sore
throat before the
concert and knew
he would not be
able to per-

form, but

rescheduled for Nov. 17 and Oct. 27 tick-

ets would be honored.

The New Jersey show was one of a number of

cancellations by the aging rockers during
their 2006 Big Bang tour. A rare club
appearance set for Halloween at New
York's Beacon Theatre was delayed,

the Stones said, on the advice of

Mr. Jagger's doctor as were other gigs.
In August, two Stones shows in Spain
were canceled due to Mr. Jaggets laryngi-

tis. The European tour was alread> delayed
several weeks so guitarist Keith Richards
could undergo brain surgery after falling
from a tree while vacationing in Fiji last

April.
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Contributing:
Roberto Ceni:eros,

Louise Esola,

- Joanne Woicik.

Ink barely

dry on law
with a flaw

An Oklahoma law permitting tattoo-
ing doesn't come with any insurance
provisions, but does include a
$10(),000 surety bond requirement-a
clause one state Department of Health
official referred to as a major flaw in

the newly enacted bill's language.

Tressa Madden, the department's
director of consumer protection,
said lawmakers are planning to
revise the bill, which went into
effect Nov. 1, when they meet
early next year. The plan is to
replace surety bond language
with that requiring tattoo shops
and artists to purchase liability

insurance.

Ms. Madden said there are
many problems with the bond
requirement. One main con-
cern, she said, is that the bond
is too low. For example, if
someone needed a liver trans-
plant because they were infect-
ed with hepatitis from a tattoo
needle, the $100,000 would
not cover a fraction of the med-

ical bill, she said.

Despite the lack of insurance
requirements in most states,
insurance is a favored option for

many tattoo businesses, said

Susan Preston, president of the
Professional Program Insurance

Brokerage in Novato, Calif.

Ms. Preston said many tattoo
operators obtain coverage because
the industry is classified as high-risk.
She said her business, which offers
liability limits up to $2 million, has

more than doubled in the past two
years.

Ms. Madden said tattoo artists who
apply for Oklahoma licenses would
likely opt not to buy insurance
because they still will have to foot the
bill for the $100,000 bond.
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