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House votes to extend terror backstop

Administration threatens veto of expanded program, but compromise expected

In Brief

Bermuda insurer Ariel
buys Zurich unit

Ariel Holdings Ltd. plans to

. acquire Valiant Insurance Co.
from Zurich North America
Commercial Group for an
undisclosed amount. Hamilton,

; Bermuda-based Ariel said that it
expects to close the acquisition
early next month and has
established a U.S.-based
insurance holding company,
Valiant Insurance Group Inc,; in
anticipation of the transaction.
Ariel will use the unit as the
operating platform for a new
specialty property and casualty
insurance initiative, the company

By MARK A. HOFMANN for the extension was a Senate measure that
ignored a more extensive House extension bill
and scaled the existing program back in a way
that won administration support.

Observers expect a similar outcome this year,
given the significant expansion of the program
called for in the House measure.

In addition to calling for a 15-year extension
of the program—currently slated to expire on
Dec. 31—the House bill would add group life to
the list of insurance lines covered by the back-
stop. The measure would also expand the pro-
gram by allowing the backstop to respond to
acts of both domestic and foreign-initiated ter-

TRIREA HIGHLIGHTS

The Terrorism Risk Insurance Revision and Extension
Act, which passed the House last week, would:

WASHINGTON—Supporters of the federal back-
stop for terrorism coverage are optimistic the
program will be extended despite Bush adminis-
tration opposition to lawmakers’ current expan-
sion plan.

That's because the version of the Terrorism
Risk Insurance Revision and Extension Act that
passed the House of Representatives last week by
a vote of 312 to 110 is seen as highly unlikely to
be the final version of the measure.

One key variable is that the Senate Banking,
Housing and Urban Affairs Committee has yet
to unveil its own backstop legislation. When the
program was last extended in late 2005, the basis

& Extend the federal terrorism insurance backstop
for 15 years.

® Cover acts of domestic terrorism.

| Require insurers to 'make available' coverage
for nuclear, chemical, biological and radiological
terrorism risks.

| Cover group life insurance in the backstop.
Source: The Terrorism Risk Insurance Revision

and Extension Act of 2007
See TRIREA page 30

said.

Insurer asks to limit
scope of Fla. subpoenas

Cincinnati Financial Corp. is
asking a Florida court to restrict
Florida regulators’ demands for

See IN BRIEF page 30
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CEO change at Marsh
adds to uncertainty

Questions raised over future direction of MMC

By SALLY ROBERTS

NEW YORK—Marsh & Mclennan
Cos. Inc.s decision to oust Marsh
Inc. Chairman and Chief Executive
Officer Brian Storms

the resulting $850 million settle-
ment. Under that pact, Marsh, like
many of its competitors, had to
cease collecting contingent com-
missions, which had been a source

of hundreds of mil-

drew mixed responses
from analysts, many
of whom note that
Marsh still faces opera-
tional challenges and
questions about its
long-term future.
MMC attributed the
leadership change to
poor execution of
Marsh’s  long-term
strategy. The move is
the latest in a string of

lions in revenues.

Although MMC has
instituted various busi-
ness reforms and
restructuring efforts to
aid in its recovery
efforts, it continues to
report mixed financial
results and to lose staff
and market share, ana-
lysts say.

These events, cou-
pled with Mr. Storms’

asrating levels || management changes departure, caused
for traditional | at New York-based Biigo Sttems some analysts last
|| cover drop from post- 1 MMC following then- week to describe MMC
Katrina peaks. Page 1l New York Attorney General Eliot as an attractive takeover candidate,
Spitzer's 2004 fraud and bid-rigging
lawsuit against the company and See MARSH page 28
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Fourteen years after her
first attempt to change
the U.S. health care sys-
tem, Democratic Senator
and presidential hopeful
Hillary Clinton last week
revealed a new reform
plan.

REUTERS

Benefits experts leery
of Clinton health plan

But reforms seen as improvement on last effort

By JOANNE WOJCIK

Though employer and industry
reception is still far from warm,
Democratic presidential hopeful
Hillary Clinton’s latest health care
reform proposal is being met with
much less skepticism than the plan
she presented 14 years ago as head
of a national health reform task
force.

Most of the employee benefits
community noted that the former
first lady, now a Democratic senator
from New York, seems to have soft-
ened her stance somewhat by rec-
ommending that reforms be built

on existing components of the
nation’s employer-based health care
system, rather than calling for dis-
mantling it entirely as she did in
1993 during her husband’s adminis-
tration.

But some industry observers are
concerned that the plan places too
great an emphasis on achieving uni-
versal coverage rather than on con-
trolling costs and improving quali-
ty. They also question Sen. Clin-
ton’s plan to offset costs resulting
from the changes; Sen. Clinton that
estimates that system improve-

See CLINTON page 38
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Quality still falling short at many hospitals: Survey

By JOANNE WOJCIK

Although the Leapfrog Group has placed 41
hospitals on its “Top Hospitals” list for 2007,
the Washington-based organization points
out that significant gaps in safety and quality
practices are still prevalent in U.S. medical
centers.

The survey, which included responses from
449% of the urban, general acute-care hospitals
in the 33 regions Leapfrog targets for partici-
pation, found that 74% of those hospitals
have fully implemented at least one of the
four safety and quality practices that Leapfrog
has identified as essential.

Those practices are: computerized physician
order entry or prescriptions; staffing of inten-
sive care units by ICU specialists; using evi-
dence-based hospital referrals for certain pro-
cedures; and the Leapfrog Safe Practices Score,
which means that hospitals have implement-
ed the vast majority of each of the 27 Nation-
al Quality Forum Safe Practices that make up

the Safe Practices Score.

But this year's survey also found that only
10% of the hospitals have fully implemented
computerized physician order entry; 29%
enlist specialists to manage patients in the
ICU; 32% have neonatal intensive care units
that meet Leapfrog's specifications for certain
high-risk deliveries; and 25% fully meet the
standard for the Leapfrog Safe Practices Score.

“It’s a tragedy for patients that so many hos-
pitals have not yet implemented the practices
for safer health care endorsed by the multi-
stakeholder members of the National Quality
Forum,” said Suzanne Delbanco, chief execu-
tive officer of Leapfrog. “But it takes stellar
leadership, an engaged board, and a belief in
the importance of improving the systems and
processes of care to perform well on Leapfrog’s
Survey.”

The complete 2007 list and a detailed
explanation of the Top Hospitals methodolo-
gy can be found at www.leapfroggroup.org/
news/leapfrog_news/Top_Hospitals.

Source: Leapfrog Group

SURING SURGICAL

h up’s evidence-based h

i 24% Meet standard for bariatric surgery.

5% Meet standard for
esophageal cancer surgery.

"1% Meet standard for aortic
| valve replacement.

- 32% Meet standard for neonatal intensive care units for high-risk deliveries.

T% Meet standard for
pancreatic cancer resection.

3% Meet standard for
percutaneous coronary
interventions.

Top class action lawyer
faces kickback charges

By DOUGLAS McLEOD

LOS ANGELES—Prominent class
action lawyer Melvyn Weiss was
indicted on fraud and racketeering
charges last week after a string of
guilty pleas by former partners of
his law firm, now known as Milberg
Weiss L.L.C.
In an indictment

of the Milberg Weiss S

and talent that has made him one
of the most outstanding members
of the bar for more than 40 years.”
Few of those charged since a
grand jury first indicted Milberg
Weiss in 2006 have opted to fight.

Those pleading guilty include:
® Former Milberg name partners
Steven G. Shulman, William S. Ler-
ach and David J. Ber-

firm, federal prose-
cutors in Los Ange-
les charge that Mr.
Weiss  conspired
with several of his
partners to pay mil-
lions of dollars in
kickbacks to indi-
viduals who agreed
to serve as named
plaintiffs in more
than 225 class
action and share-

shad, who have
pleaded guilty to
various charges
including racketeer-
ing conspiracy and
obstruction of jus-
tice. All three face
short prison terms.
® Steven G. Coop-
erman, a Connecti-
cut ophthalmologist
who allegedly col-
lected more than
$6.4 million in kick-

holder derivative
lawsuits.

The availability of
the paid plaintiffs
allowed Milberg Weiss to beat other
law firms to court in shareholder
cases, securing higher fees for itself,
prosecutors charge in the indict-
ment, which supersedes an earlier
indictment that did not name
Mr. Weiss. Milberg Weiss and its
predecessor firms collected about
$250 million in fees over a 25-year
period in cases where it had paid
kickbacks to named plaintiffs,
according to the indictment. The
kickbacks—generally 10% of the
firm's fees in a case—were disguised,
with payments made in cash or
through intermediary lawyers cho-
sen by the plaintiffs, prosecutors
allege.

Mr. Weiss stepped down from
management of the firm last week,
shortly before the indictment was
announced. In a statement, his
lawyer, Benjamin Brafman, said
that Mr. Weiss “intends to fight
these charges with all of the energy

Melvyn Weiss

backs as a Milberg
Weiss plaintiff. It
was Dr. Cooperman
who first alerted fed-
eral agents to the Milberg payments
after he was convicted in 1999 of
staging the theft of two valuable
impressionist paintings he owned
in an unrelated insurance fraud
scheme.

In addition to Mr. Weiss and the
Milberg Weiss firm, the remaining
defendants in last week’s supersed-
ing indictment are Seymour M.
Lazar, an alleged paid plaintiff; and
Paul T. Selzer, a lawyer who was
allegedly an intermediary for pay-
ments to Mr. Lazar.

A trial in the case was scheduled
to start in January, but the addition
of charges against Mr. Weiss could
delay it.

Charges against Mr. Weiss
include conspiracy to obstruct jus-
tice and commit racketeering acts;
mail and wire fraud; and making
illegal payments to a witness. He
faces a maximum of 40 years in
prison if convicted on all counts.

LANDO

Canadian provinces not expected

to fully adopt model pension law

Local jurisdictions
want to keep control
of own regulations

By GLORIA GONZALEZ

CHARLOTTETOWN, Prince Edward
Istand—Canada is moving toward
adoption of a model pension law,
although some of its most con-
troversial principles are not likely
to be implemented, Nova Scotia’s
pension regulator says.

The Canadian Assn. of Pension
Supervisory Authorities’ model
law provides the basis for all juris-
dictions to revise their pension

legislation and simplify regula-
tion of plans in multiple jurisdic-
tions, said Nancy MacNeill
Smith, superintendent of pen-
sions for Nova Scotia and a mem-
ber of Toronto-based CAPSA, the
coalition of federal and provin-
cial pension regulators.

“It's not a promise of complete
harmonization, but given the
nature of the Constitution of
Canada and the powers of the
governments, it is what we've
found to be the most workable
solution,” she said during a ses-
sion at the Assn. of Canadian
Pension Management’s annual
conference held Sept. 10-13 in

Charlottetown, Prince Edward

Island.

CAPSA likely will finalize the
model pension law next year and
then present the principles to
provincial legislatures in the
hope of incorporating the princi-
ples into each pension statute,
Ms. Smith said.

Manitoba has already adopted
some of the CAPSA model law
principles. Ontario is reviewing
its pension law; Alberta, British
Columbia and possibly Nova Sco-
tia will begin similar reviews with
the goal of adopting, to the great-
est extent possible, common pen-
sion standards she said.

See REGULATION page 27

<. ) , L For more coverage from the Assn. of Canadian Pension Management
& annual conference visit www.Businessinsurance.com/extra

Pension plan sponsors in Canada

need fiduciary protection: Expert

U.S.-style shield
would help efforts
to educate workers

By GLORIA GONZALEZ

CHARLOTTETOWN, Prince Edward
Island—Canadian pension plan
sponsors want to aid members’
retirement preparation, but they

* also want a legal shield similar to

a relatively new law that protects
USS. sponsors, a consultant says.

Such a law could spur automat-
ic enrollment in defined contri-
bution plans and result in more
advice to Canadian plan mem-
bers on investment strategies,
experts told the Assn. of Canadi-
an Pension Management at its
annual conference held Sept. 10-
13 in Charlottetown, Prince
Edward Island.

The Pension Protection Act of
2006 gave plan sponsors in the
United States fiduciary relief in
implementing automatic enroll-
ment or automatic escalation

provisions in their defined contri-
bution plans, said Matthew
Smith, managing director of Rus-
sell Retirement Services for Taco-
ma, Wash.-based Russell Invest-
ment Group.

A Hewitt Associates Inc. study
shows more than two-thirds of
401(k) plans in the United States
likely will have automatic enroll-
ment by the end of this year, but
the trend is unlikely to gain simi-
lar traction in Canada because

See PROTECTION page 27
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Parity: Senate passes mental health bill

CONTINUED FROM PAGE 3

basis as other medical conditions.

Another significant difference is
that the House measure has a Jan. 1,
2008, effective date, “which is truly
way too short,” said Frank McArdle,
a consultant in the Washington
office of Hewitt Associates Inc. The
Senate bill would be effective on
Jan. 1, 2009.

Both bills would exempt group
health plans for companies with
fewer than 50 employees.

Neil Trautwein, vp and employee
benefits counsel with the National
Retail Federation in Washington,
said the Senate bill “is the product
of negotiations not only with the
sponsors but with patient advo-

cates, and we really feel that it's a
very well-balanced and appropriate
outcome for what has been a very
contentious debate.”

While “there is always the danger
that the House will try to over-
reach,” there is a “better chance of
successfully closing the book on
this legislation than at any point in
the last 10 years,” Mr. Trautwein
said.

Paul Dennett, vp-health policy at
the American Benefits Council in
Washingzton, said he hopes the Sen-
ate passage “sends a strong signal
now to the House that the Senate
measure is the one that can actually
make it to the president’s desk, and
not the more onerous House bill.”

Reps. Patrick Kennedy, D-R.I,

and Jim Ramstad, R-Minn., are co-
sponsors of the House bill.

Mr. McArdle pointed to the Sen-
ate bill's unanimous approval. “The
bill has tremendous momentum,”
he said, adding that he believes the
House/Senate differences will be
resolved. “I think this is an issue
that has such strong support that
they’ll get it over the goal line, that
the bill will be passed by Congress
and President Bush, as best we can
tell, will sign it."

“The chances of some mental
health parity legislation passing”
before Congress adjourns “are pret-
ty good,” said Ann Marie Breheny, a
legislative specialist with benefit
consultant Watson Wyatt World-
wide in Arlington, Va.

Paint: Makers in litigation over coverage

CONTINUED FROM PAGE 3

Blood-lead levels in the state's chil-
dren are declining, and the lead
paint problem is confined to rela-
tively small areas of poorly main-
tained housing, the companies
argued.

In addition, no abatement plan
can go forward until the appeals
process is completed, and the com-
panies expect the state Supreme
Court to “recognize the errors at tri-
al and dismiss the case,” a
spokeswoman for the defendants
said in a statement.

Both Cleveland-based Sherwin-
Williams and Dallas-based NL are in
litigation with liability insurers over

defense and indemnity coverage for
lead paint litigation in multiple
states, according to their Securities
and Exchange Commission filings.

Lloyc’s of London underwriters
last year sued Sherwin-Williams and
other companies affected by the
Rhode ‘sland verdict, seeking a rul-
ing that Lloyd'’s has no duty to cov-
er abatement-related costs, or that
any duty must be allocated among
the defendants and their other
insurers. Sherwin-Williams respond-
ed by filing a bad-faith suit against
Lloyd’s, SEC filings say. The cover-
age litigation is still pending.

The Rhode Island action is the
first lead paint liability case to go to
trial against Sherwin-Williams, and

the only such case NL has ever lost,
the companies reported in SEC fil-
ings.

Other lead paint cases have been
decided in defendants’ favor. In
June, for example, the state supreme
courts of Missouri and New Jersey
threw out “public nuisance” suits
filed against former lead paint mak-
ers by various governmental bodies.

The New Jersey court found that
the claims should be considered
product liability rather than “public
nuisance” claims, requiring plain-
tiffs to show direct injury and causa-
tion, according to Alliance for
Healthy Homes, a Washington-
based nonprofit group focusing on
home hazards.

Honorees are announced and profiled in the
annual Risk Manager of the Year, feature
published by Business insurance which is
distributed at the RIMS annuai Conference and
Exhibition each spring. Awards will be
presented at a special luncheon

honoring these risk managers.

DEADLINE FOR NOMINATIONS: |
November 1, 2007

For nominating
forms and instructions,

call 312-649-5274 |

or e-mail: |
reoccia@Businessinsurance.com
oF visit

Businessinsurance.com/RMOY

Risk Manager
OF THE YEAR,

2008

Risk Management
HONOR ROLL.

Business Insurance.

for Nominations

Nominations for the Risk Manager of the Yearg and
Risk Management Honor Roll,, are now being accepted by

The Risk Manager of the Year, Award was created in 1977
by Business Insurance to increase recognition of the risk
management profession and to recognize outstanding
performance in the practice of risk management. The

Risk Management Honor Roll, was added in 1980 as a way
to recognize worthy risk managers and risk management
programs in industries not represented by the annual

Risk Manager of the Year, award winner.

Executives anywhere in the world who are involved in risk
management for a corporation, not-for-profit institution or
government entity can be nominated.

The nominations will be judged by a panel of executives

representing all aspects of risk management and the
commercial insurance industry.

Business liisturance

Risk Manager of the Year, and Risk Management Honor Rolly are Registered Trademarks of
Business Insurance and Crain Communications Inc.

weww. Businessinsurance.com

Questions
Answers

Deirdre H. Littlefield is president of
the Zurich, Switzerland-based Inter-
national Union of Marine Insurance
and director of business develop-
ment for Starr Marine, a unit of
C.V. Starr & Co. Inc. in New York.
In e-mailed responses to questions
from Business Insurance, Ms. Little-
field discussed key concerns for the
marine insurance market.

Marine market concerns

@: What opportunities and obstacles
are emerging markets-especially the
BRIC countries (Brazil, Russia, India,
China)-presenting to marine insur-
ers?

These are growing and impor-
tant markets for marine under-
writers, offering unique challenges
but also opportunities. IUMI is
actively working to expand our
membership in these areas to add
the expertise and local knowledge
we believe is critical for future
profitable growth in these
emerging markets.

@: Aging hulls and a soft rate
environment have been twin proh-
lems for marine underwriters over
the years. What other significant
chatlenges do marine underwriters
face now?

The number of maritime inci-
dents (i.e., the frequency of total
and serious partial loss claims) has
increased dramatically from 2000
to 2006, based on statistics
released by IUMI eatlier in the
year, From 2005 to 2006,
the number of hull and machin-
ery claims reported rose by
approximately 50%, and at the
same time the cost associated with
these claims increased by almost
60%.

This increase in frequency and
severity has a direct impact on the
bottom-line results of marine
underwriters. The situation is fur-
ther exacerbated by the current
shortage of officers and qualified
crew at a time when ocean freight
markets are booming.

Marine underwriters will need
to factor this increased operational
risk into the underwriting process,
as a significant rise in the number
of marine incidents attributable to
human error is inevitable.

@; There has been taik of a looming
talent shortage in the marine sector.
To what degree are insurers devel-
oping strategies to attract and train
underwriters to the field?

One of the challenges facing the
worldwide insurance industry is to
attract the best and the brightest
to our business. Insurance is an
aging industry based on figures
released by the U.S. Bureau of
Labor Statistics, which indicate
that 80% of insurance underwrit-
ers are over 40 years of age and
more that half are older than 50.

Today, marine insurers must
compete with other businesses

that are perceived to offer higher
wages and greater opportunities.
In addition, insurance—in many
nations—is not viewed as highly
as other financial services and pro-
fessions. To counter this percep-
tion, marine insurers need to do a
much better job of letting college
students and career advisors know
of its critical place in the global
trading community and the fasci-
nating challenges that result from
that.

FIND MORE B/interviews and podcasts
at www.Businessinsurance.com/OandA

IUMI is working hard in this
area. We have an obligation
to identify the marine leaders
of tomorrow and introduce them
to IUMI. By inviting marine pro-
fessionals to attend our annual
conference at an earlier stage in
their careers and having them as
regular attendees, we have the
opportunity to train and retain
more of these underwriters. At the
same time this enhances the
marine insurance industries
image, enabling us to attract addi-
tional new entrants.

The IUMI Web site has been
revamped to encourage its use
by marine insurers regardless of
their tenure and we have a num-
ber of educational initiatives
underway that we believe will
assist our members attract and
retain the marine leaders of
tOMOITow.,

Q: What are the biggest risks facing
cargo underwriters today?

Vessels have doubled in size and
value, cargo accumulations soar,
and dangerous goods continue to
be improperly classified and trans-
ported—especially in containers—
threatening the safety of the vessel
and her crew. In addition, climate
change may pose significant con-
sequences for coastal cargo expo-
sures around the globe.

0: To what degree are underwriters
concerned about changing climate
patterns and global warming, and
taking these risks into account in
policies?

The issue of global warming and
its influence on changing climate
and weather patterns is an impor-
tant consideration for marine
underwriters and will be promi-
nently featured at this year's [UMI
Conference (see stories, page 25).
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If the New Madrid fault goes, 5t. Louis and Memphis
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For that kind of outlier on the curve, we provide
catastrophe modeling that quantifies each risk
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WILL CONGRESS PASS mental health care benefits parity legislation
this session?

The answer to that question won't be known for some time, but the
drive to enact such a measure took a big step forward when the Sen-
ate last week unanimously passed a parity bill.

What has been remarkable about this effort, at least in the Senate,
is that it has been one where interest groups representing business,
insurers and providers have tried to work together to produce a mea-
sure that can be enacted into law.

We know how difficult it has been for employer groups—who have
a deep philosophical aversion to the idea of Congress imposing any
kind of benefit mandate—to negotiate on legislation that would
require equity in group health care plan coverage of mental disorders.

To the business groups’ credit, they didn’t let that opposition to
benefit mandates interfere with reality. And that reality is that soon-
er or later Congress is going to pass parity legislation and by negofiat-
ing with lawmakers and provider groups, employers will have a far
better chance of shaping the legislation more to their liking than if
they stayed out of the legislative arena and tried to kill the bill.

In fact, the employer influence has been felt in the development of
the Senate bill. Provisions, such as one that stipulates that employers
can decide which mental health care services they will cover and
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A banner on Monte Carlo's Sporting d'Hiver building welcomes
global reinsurance industry executives to Menaco for the annual
gathering that kicks off discussions of market conditions.
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Property cat rates set to ease at renewals

Barring major catastrophes, reinsurance buyers can expect to see pricing continue slide

By SARAH VEYSEY

MONTE CARLO, Monaco—In the
absence of large catastrophes by the
end of the year, rates for property
catastrophe business worldwide will
. continue to soften at the Jan. 1,
2008, renewals, predicted market
experts gathered at the 51st Rendez-
Vous de Septembre.

One veteran of the annual rein-
surance meeting in Monte Carlo,
Monaco, characterized the gather-
ing as “calm” this year.

Experts say a benign year for loss-
es in 2006, the lack of large catas-
trophic events so far this year, and
strong financial results posted by
both insurers and reinsurers means
that cedents can expect further rate
reductions at Jan. 1.

Windstorm Kyrill in northern
Europe in January, the UK. floods
of June and July and the floods on
Australia’s east coast in June did not
cause large enough reinsurance loss-
es to stem the slide in rates, experts
said.

But those rates are falling from

the high- base established after the
calamitous U.S. hurricane losses of
2005, they noted.

And buyers may be able to obtain
wider terms and conditions at the
upcoming renewals, some noted.

Assuming no significant catastro-
phe losses this year, rates for U.S.
cedents should continue to soften,
according to Ted Devine, recently
appointed chief executive officer of
Aon Re Global in Chicago.

While it is increasingly difficult
these days to talk about a “single
market for rates,” rates are soften-
ing, said Mark Nicolson, director at
Fitch Ratings Ltd. in London.

2007 story not yet complete

While much depends on the out-
come of the 2007 hurricane season,
Mr. Nicolson said rates for property
business—which did not fall as
much as some had expected at last
year’s renewals—are likely to soften
further for 2008.

For businesses that are unlikely to
be affected by North Atlantic hurri-
canes, rates could slide by 10% to

15% in some cases, he added.

While there is pressure on pric-
ing, the reinsurance market is
remaining disciplined, said James
Veghte, Stamford, Conn.-based,
CEO of reinsurance general opera-
tions for XL Re, a unit of XL Capital
Ltd. in Hamilton, Bermuda.

Events such as Hurricane Dean in
August—the first category five-
strength hurricane to make landfall
since Hurricane Andrew, coupled
with losses from the U.K. and Aus-
tralia floods, serve as a “reminder”
to the market, he noted.

There is more pressure on non-
U.S. catastrophe business than on
rates for U.S. property catastrophe
business—a large proportion of
which renews in July, Mr. Veghte
noted.

The catastrophe market is still
disciplined despite the softening,
said Edward Noonan, chairman and
CEO of Validus Reinsurance Ltd. in
Hamilton, Bermuda.

“Rates came down a bit on July 1,
but they were coming down off
record highs,” he said.

NEXT SPOTLIGHT Oct. 1: Surplus Lines

Among other pressures, rating
agencies’ capital requirements are
helping to keep the market disci-
plined, he noted.

“There is competition, but I do
not see the market falling off a
cliff,” Mr. Noonan added.

While there is abundant capacity
for catastrophe business, prices are
remaining fairly stable, said Dwight
Evans, president and CEO of White
Mountains Re Group Inc. in Bermu-
da—a fact he attributes to the mod-
els that reinsurers now use.

“There seems to be a price point
where business gets done and if you
g0 below that, you may not be able
to complete your cover,” he noted.

While there will be pressure from
buyers for more relief on U.S. prop-
erty catastrophe cover, “that may be
offset by increased demand as con-
struction continues in hurricane
areas,” said William Adamson, CEO
of Carvill America Inc. in Chicago.

Hans-Dieter Rohlf, managing
director of nonlife reinsurance for

See CATASTROPHES next page
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Catastrophes: Europe seeing an increase in midsize weather events

CONTINUED FROM PREVIOUS PAGE

the North American division of
Hannover Re Group, said buyers in
the United States are tapping the
market for property coverage they
could not find in previous years.

“In 2005 particularly, but also in
2006, not all cedents could buy as
much catastrophe (cover) as they
wanted, so they are buying more at
higher levels,” Mr. Rohlf said.

Outside the United States, experts
predict a fragmented cycle.

In Europe, “a competitive envi-
ronment is developing now,” said
Mark Hewett, deputy chairman of
Guy Carpenter & Co. Ltd. in Lon-

don, a unit of New York-based Guy
Carpenter & Co. L.L.C,

“Assuming there is no major loss,
we should expect to see competi-
tion in the market across major
lines,” he added.

The non-U.S. market tends to be
less “peaked,” noted Warren Neale,
managing director of Willis Re in
London, a unit of Willis Group
Holdings Ltd.

The vast majority of losses from
the June and July floods in the Unit-
ed Kingdom, for example, were
retained by the insurance market,
and will not likely impact buyers’
appetite for buying reinsurance or
the price of reinsurance, he said.

‘Higher loss potentials
again emphasize the
significance of risk-
adequate prices, terms

industry would
have expected, he
noted.

In Europe there
seems to be a
growing trend for

midsize  events
HH ' such as Wind-
and conditions. Sari il i
Torsten Jeworrek, floods in the Unit-
Munich Reinsurance Co. ed Kingdom and
other parts of
BIE/RICHARD COOKE (IS

But two summer floods in the
United Kingdom and a large wind-
storm in Germany earlier in the
year are not, perhaps, losses that the

Europe, said Pat-
rick Thiele, presi-
dent and CEO of Pembroke, Bermu-
da-based PartnerRe Ltd.

“There seems to be an increasing
frequency of midsize events and

=
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once that goes through the models,
that could put pressure on prices,”
he said.

Torsten Jeworrek, member of the
board of management and chair-
man of the reinsurance committee
at Munich Reinsurance Co., said in
a statement: “The claims experience
in 2007 so far: There has been a
large number of regional loss-pro-
ducing events like Winter Storm
Kyrill, the storm in New South
Wales (Australia), the floods in the
United Kingdom and Switzerland,
Hurricanes Dean and Felix, and the
earthquake in Peru. All these add up
to a very large claims burden for the
insurance industry. Following the
increase in retentions and growing
trend towards non-proportional
reinsurance in recent years, the pri-
mary insurers had to bear a larger
share of the strain than was the case
when similar developments took
place in the past. All in all, higher
loss potentials again emphasize the
significance of risk-adequate prices,
terms and conditions.”

Of European catastrophe business
in particular, Mr. Jeworrek said dur-
ing a Munich Re press conference at
the Rendez-Vous: “It remains to be
seen whether the pressure on rein-
surance rates will continue.”

“In European countries where
Kyrill caused significant losses, I
would expect that not only is
demand going up, but also prices,”
said Konrad Rentrup, president and
CEO of Hannover Re (Bermuda)
Ltd.

“In the United Kingdom we have
seen flood losses going into the cat
programs’ first and second layers.
That will definitely stabilize the
market and may lead to some
increases,” Mr. Rentrup said.

The European losses may lead to
higher demand for reinsurance and
“some tightening” of prices in the
countries affected, noted Thomas
Hess, chief economist for Swiss
Reinsurance Co. in Zurich.

But outside of high-claims areas,
“I think rates are flat or slightly soft-
ening,” Mr. Hess said. “Few expect
really strong softening.”

The market is “logically” soften-
ing, said Seymour Matthews, man-
aging director of reinsurance at
London-based broker Heath Lam-
bert Group.

Retrocessional capacity is avail-
able, he noted.

There is likely to be a “weaken-
ing” of terms and conditions at the
upcoming renewals, noted Gra-
hame Chilton, chief executive of
London-based Benfield Group Ltd.

“A lot of the warranties are being
eased,” he said.

Buyers are looking to buy more
catastrophe cover and higher limits,
he explained.

There is an expectation among
buyers of an improvement in terms
and conditions for 2008, noted
Simon Gander, chairman and CEO
of Gallagher Re, a unit of Arthur J.
Gallagher & Co., in London.

Some buyers, for example, may
seek terrorism cover that may have
been excluded from their programs
previously, he explained.

Michael Bradford, Regis Coccia, Adri-
an Ladbury and Gavin Souter con-
tributed to this report.
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Reinsurance market OK despite Florida's cat fund expansion

By GAVIN SOUTER

MONTE CARLO, Monaco—The expan-
sion of the Florida Hurricane Catas-
trophe Fund earlier this year had lit-
tle effect on the demand for or the
cost of reinsurance in the state,
according to reinsurers and reinsur-
ance brokers.

While the cost of coverage did fall,
rates remained at a level that was
attractive for reinsurers, and cedents
in Florida often used the premiums
they saved as a result of the influx of
state-backed capacity to purchase
additional capacity at other layers in
their reinsurance programs, they say.

As a result, despite the fears of
reinsurers when the fund was rough-
ly doubled to more $30 billion earli-
er this year, there remains strong
demand for private market reinsur-
ance in the windstorm-exposed
state.

The Florida Hurricane Catastro-
phe Fund was created in 1993 in the
wake of Hurricane Andrew to pro-
vide a substantial layer of govern-
ment-backed reinsurance capacity
for insurers in the state.

In January, following concerns
about the cost of the property catas-
trophe reinsurance, which soared
after hurricanes Katrina, Rita and

The scope of coverage provided by
the cat fund does leave gaps in
both primary and reinsurance

coverage that commercial

companies are filling.
Grahame Chilton, Benfield Group Ltd.
|

Wilma in 2005, the Florida legisla-
ture voted to expand the fund.
The expansion of the Florida Hur-

STEVE RADDOCK

ricane Catastrophe Fund has had less
effect on the reinsurance market
than was initially expected, said
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Best Co. Inc. in Oldwick, N.J.

Cedents are using some of their
premium savings to increase their
reinsurance programs, such as buy-
ing coverage for additional events,
he said.

Although the expansion of the
fund did take another layer of cover-
age out of the private market, com-
panies have bought additional cov-
erage, said Patrick Denzer, president
and chief executive officer at John B.
Collins Associates Inc. in Minneapo-
lis.

“They had additional funds so
some companies have bought high-
er layers or looked at third-event
cover, or cover that replaces the
FHCF if it is exhausted,” he said.

Smaller companies in Florida,
especially, are limited in their ability
to buy reinsurance so they have used
the savings from the fund coverage
to buy additional coverage, said
William Adarnson, chief executive
officer of Carvill America Inc. in
Chicago.

Edward Noonan, chairman and
chief executive officer of Validus
Reinsurance Ltd. in Hamilton,
Bermuda, agreed that much of the
savings are being spent on addition-
al coverage.

“The government took a big block
of risk, but people still need to buy
above, below and along side that
because of their co-participation,”
Mr. Noonan said. “So there was still
a strong demand for additional rein-
surance and we doubled our portfo-
lio in Florida this year at pricing that
was outstanding,” he added.

The additional purchases by
cedents in Florida has meant that
almost the same amount of reinsur-
ance was sold, but at different layers
than before, said Patrick Thiele, pres-
ident and chief executive officer of
PartnerRe Ltd. in Pembroke, Bermu-
da.

Although the expansion has had
little effect on the demand for rein-
surance, it has put downward pres-
sure on the price of coverage in Flori-
da, said Dwight Evans, president and
chief executive officer of White
Mountains Re Group Inc. in Hamil-
ton, Bermuda.

“Qur Florida cedents have bought
more (coverage) outside the cat fund
than we expected,” said John
Spencer, group chief executive of
BMS Associates Ltd. in London.

There are some concerns as to
how the fund might respond to an
event, he said. For example, in the
aftermath of a catastrophic event,
there may be a “cash crunch,” with
the state needing to raise money via
a bond issue, for example, which
could delay payments, he said.

“Only time will tell” if the system
in place in Florida is sustainable, said
Grahame Chilton, chief executive of
London-based brokerage Benfield
Group Ltd.

The scope of the coverage provid-
ed by the cat fund, however, does
leave gaps in both primary and rein-
surance coverage that commercial
companies are filling, he said. “The
private reinsurance market has -
responded extremely well,” Mr.
Chilton said.

Sarah Veysey contributed to this report.
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Reinsurers cautious as casualty rates continue to decline

Claims uncertainty,
subprime crisis may
slow price drop

By MICHAEL BRADFORD

MONTE CARLO, Monaco—Casualty
reinsurance is teetering around a
tipping point, still balanced, but
shaky enough to cause reinsurers to
approach it cautiously for fear of
nudging prices into a steeper de-
cline. ‘

In some lines, casualty rates
have dipped as more insurers and
reinsurers write for market share.

The decreases are not significant,
but enough to ring alarms at rein-
surance companies that are leaving
business on the table, rather than
chasing it with low rates.

Uncertainty over claims could
help keep prices up, though, said
industry experts at the Rendez-Vous
de Septembre earlier this month.
There is speculation that profession-
al liability losses arising from the
fallout in the subprime credit crisis
in the United States could keep
casualty underwriters from letting
prices fall too far.

As for now, casualty coverage is
becoming more affordable.

“There is a clear trend of soften-

ing in the mar-
kat,” said Michel

Liés, Zurich-based :

S casualty remsuraflci.:

merzets at Swiss  Started to become reality
BiLS Co,,

in 5 oress ooty after July 1 renewals.

at the Monte Car-
lo meeting. “There
is a risk of seeing
incurers fighting
for market share
and fighting with
price,” he said.

Capacity is available for casualty
risks and that means there is no
rusk to maintain high prices,
sources note.

‘Rate reductions on

Hans-Dieter Rohif,
Hannover Re Group
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“I am not hearing anything about
an overall capacity shortage, which
implies that rates are likely to be
coming down across the board,”

A
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said Bryan Joseph, London-
based partner at Pricewaterhouse-
Coopers LL.C. “It is a watch-this-
space year, rather than a steep
decline,” he said.

Hans-Dieter Rohlf, managing
director for nonlife reinsurance in
North America at Hannover Re
Group, said during a briefing at the
conference that, in the United
States, “rate reductions on casualty
reinsurance started to become reali-
ty” after July 1 renewals.

While the decreases were not
massive, Mr. Rohlf said they did
show up in directors and officers
contracts, workers compensation
and umbrella accounts, leading the
reinsurer to begin to cut back on its
North American casualty writings.

Hannover Re plans to look for
U.S. casualty business in lines where
competition is not intense, said Mr.
Rohlf. “Whether we will always be
able to make up for the volume,
which we are losing and which we
are kicking out, [ doubt,” he said.

“Volume will come down” at
Hannover Re, Mr. Rohlf said. “But
rates? Not necessarily. Particularly if
we let the business that is most
competitive go away.”

Mr. Liés said Swiss Re also backed
away from business where it was
unable to get the price it wanted.
“Capacity will be withdrawn where
prices are not adequate, most
notably in U.S. casualty,” he said.
“We've already done that in the
reniewal for July 2007. We do not
plan to stop that if the trend in the
U.S. market continues to go in the
direction it is going. We do not
want to be a victim of this trend,
and if there is dislocation, well,
there will be dislocation.”

European casualty rates are fol-
lowing the same general trends as
the U.S. casualty market, said
Patrick Thiele, president and chief
executive officer of PartnerRe Ltd.
“Losses have been under quite good
control for the past four or five
years. Frequency has gone down,
but severity has gone up.”

Four years of good results have
led to increased competition, Mr.
Thiele said. “But the competition is
still understandable and it is not at
an unacceptable level.”

Reinsurers, brokers and other
sources at the conference said the
industry is closely watching devel-
opments in the U.S. credit crisis and
is particularly concerned about
D&O or errors and omissions claims
that could surface.

Mark Rouck of Fitch Ratings Ltd.
in Chicago said rates for D&O insur-
ance are falling “quite quickly” in
the United States and Europe. But
the threat of potential claims from
the subprime crisis may serve to
halt the rate slide, he added.

The subprime problems could
generate claims if shareholders in
the companies involved in the crisis
are unhappy with falling stock
prices, sources said.

“If your share price drops, you
have a D&O exposure,” said David
Watson, president and chief execu-
tive officer of XL Re Europe Ltd. in
Dublin, Ireland. Reinsurers are
watching the situation, but it is too
early to tell if there will be sizable or

See CASUALTY page 20
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Reinsurers gathered in Monte Carlo say there is a risk of companles beginning
to fight for market share, which could bring casualty rates lower.

SPOTLIGHT

Casualty: Reinsurers remain cautious

CONTINUED FROM PAGE 18

numerous claims, he said.

XL Re has no “material” exposure
to the subprime crisis on the invest-
ment side, said Mr. Watson. And XL
Re does not expect a large impact
from D&O or professional indemni-
ty-type claims, he added.

The subprime crisis also has
turned casualty reinsurers’ attention
to their terms and conditions, Mr.
Ligs said. There is confusion over
the D&O exposure related to the cri-
sis, he noted, which means policy
terms are not clear. Swiss Re views
itself as “safe because of the work
we have done in terms and condi-

tions” in D&O cov-
erage, he said. “That
is why we strongly
believe that terms
and conditions dis-
cipline in casualty
lines is at least as
important as pric-
ing.”

The impact of the
subprime crisis on
D&O is unknown at
the moment, “but the
potential is there” for
significant claims, said John Berger,
CEQO of Hamilton, Bermuda-based
Harbor Point Ltd.

As some reinsurers practice
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‘Capacity will be
withdrawn where prices
are not adequate, most
notably in U.S.
casualty.”

Michel Lies,
Swiss Reinsurance Co.

underwriting discipline, others are
not, according to Mr. Liés,

“ think the perceived good
results of the past brought many
people to the conviction that they
can begin to compete in market
share,” he said during an interview
at the conference. “It is always the
same story; you have good results in
the past so you have to increase
market share. And there is no way
to increase market share without
decreasing the price. And we are
seeing that happen.”

Despite the uncertainty around
casualty business, there are some
signs that it can remain a safe line of
business for underwriters.

So far, competition has been
mostly driven by price cuts and
casualty underwriters do not seem
to be bending m