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OLD REPUBLIC INSURANCE COMPANY FINANCIAL RATINGS
A.M. Best A+X (Superior), Moody's Aa2 (Excellent), Fitch AA (Excellent), Standard & Poor’s AA (Excellent)

C h O I C e S = Over forty years ago, Old Republic Risk

Management helped pioneer the alternative risk market by developing captive
reinsured programs along with the concept of unbundling. This approach lets
you manage the type, and level, of services that meet your company’s distinct
needs. You control how much you spend, and select the vendor best suited to
meet your needs. We help coordinate your choices and provide a seamless,

integrated insurance program.

We know this is important to you.

*
@{ ‘ OLD REPUBLIC RISK MANAGEMENT, INC.

***

* ¥

www.orrm.com
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RODD ZOLKOS
Editor, Industry Focus

rzolkos@businessinsurance.com

Wrestling with the R word

working with them, wrestling them

and generally trying to coax them to
do my journalistic bidding, I have a certain
interest in words.

I enjoy discussion of word choice or
nuance, or analysis of the language of public
discourse.

My wife, Kathy, has made her career in var-
ious words-related tasks as well, and among
our friends are others whose careers or pas-
sions are wrapped up in language.

Ah, the lively dinner table banter we share.

As 2007 ended and 2008 gets under way,
I've found myself interested in a very high-
profile demonstration of linguistic wran-
gling: the debate over what to call what'’s
happening to our economy.

You know, the debate over “the R word.”

Is the U.S. economy in recession? Not,
apparently, by the textbook definition, which
holds that a recession is a “period of general
economic decline; specifically, a decline in
GDP for two or more consecutive quarters.”

The Commerce Department last month
reporter that U.S. economic growth slowed
to 0.6% in the fourth quarter of 2007, down
from 4.9% in the third quarter. The fourth-
quarter growth figure is anemic, sure, but
not textbook recession.

In his State of the Union address last
month, President Bush called what our econo-
my is experiencing a “period of uncertainty.”

Polls have shown increasing percentages of
average Americans saying the economy is in
recession for months, and academic debates
in the future over when or if a recession actu-
ally began probably have little bearing on
their experience.

Numerous factors are shaping that experi-
ence. Higher gas prices, the housing market
mess and rising—and, according to many
reports, longer term—unemployment are
among the metrics on which many Ameri-
cans base their economic assessment. Some,
too, have experienced the subprime mort-
gage crisis firsthand.

As serious as the implications are, I doubt
if bond insurers’ woes and their potential to
trigger major investment write-downs by
Wall Street banks and higher borrowing
costs for state and local governments have

P robably because I spend so much time
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hit home yet on Main Street.

On the plus side, while a weak dollar does
not do much for vacations in Europe, it does
hold potential for increased U.S. exports.

In the debate over word choice, accuracy is
always a key consideration. But I wonder in
this case which is more accurate, the econo-
mists’ textbook definition of recession, or
the reality of people’s everyday experience.

In an Associated Press piece late last month,
Frank Lichtenberg, the Courtney C. Brown
professor of business at Columbia Business
School in New York, noted that whether the
current economy ever meets economists’ defi-
nition of recession is “not going to make a
great deal of difference to people’s economic
well-being or their pocketbooks.”

“The idea that if you're on one side of the
line you're in a recession and if you're on the
other side you're fine—that’s not really the

CHALLENGING TIMES present
opportunities for creative problem
solvers.

case,” he said. “Clearly, we are in a very diffi-
cult period.”

Challenging times, though, present oppor-
tunities for creative problem solvers.

In this issue of Industry Focus, our Cover
Focus is Alternative Risk Markets, an area of
great interest to me. A few weeks after join-
ing Business Insurance a number of years ago,
I was lucky enough to be introduced to the
world of captive insurance and alternative
risk transfer, an area teeming with creativity.

In fact, my experience at BI has introduced
me to a number of creative individuals craft-
ing risk transfer solutions and new business
opportunities across the insurance industry,
both in the alternative market and on the
traditional side. There are a lot of smart peo-
ple in this business.

By any name, these are challenging times.
But experience suggests that there are cre-
ative individuals in this business, ready to
solve problems and find opportunities.

e
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AIR finds pattern
in hurricanes'
genesis, landfall

BOSTON—New research by risk modeling
firm AIR Worldwide Corp. shows that
where a hurricane begins can significantly
affect the likelihood of it making landfall in
North America.

According to Boston-based AIR, the study
shows that using only Atlantic basin hurri-
cane activity as a predictor of landfall activ-
ity can produce flawed estimates of both
the landfall risk and the potential insured
losses.

In a statement announcing the findings,
Peter Dailey, director of research in atmos-
pheric science at AIR, said every hurricane sea-
son is unique, with actual landfall activity
being a function of “complex interactions
between a range of environmental factors
such as genesis location, sea surface temper-
atures and the depth of warm ocean waters,
wind shear and atmospheric steering.”

“A higher number of tropical storms in
the Atlantic basin does not translate to an
equivalent increase in hurricanes or land-
falling hurricanes,” Mr. Dailey said.

AlIR’s study found that the pattern of
where hurricanes begin changes from year
to year, and that comparing the pattern for
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AIR's study found that the pattern of

where hurricanes begin changes from
year to year.

a particular season to long-term hurricane
activity can provide a better understanding
of differences in the proportion of storms
making landfall from year to year.

Mzr. Dailey noted that while forecasters
correctly projected a higher-than-average
number of tropical storms forming in the
Atlantic basin in 2007, “it’s much more dif-
ficult to predict not only how many of
these storms will become hurricanes, but
more importantly how many will make
landfall as hurricanes.”

Similar to many previous hurricane sea-
sons, 2007 demonstrated that “an elevat-
ed number of tropical storms does not
always translate to more hurricanes or more
landfalling hurricanes,” Mr. Dailey said. IF
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BY THE NUMBERS

Of the world's 1,500 largest companies, more than half don't own a captive.

564

61500  Companies
companies with a captive

U.s.

61500  Companies
companies with a captive

Brazil

61500  Companies
companies with a captive

U.K.
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NETE]! China

61500  Companies
companies with a captive

Germany

Source: Aon Global Risk Consulting, Global 1500: A Captive Insight 2007
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IRISK applies ERM
for mid-market,
small companies

WEST CHESTER, Pa.—A new inde-
pendent risk management con-
sulting firm, IRISK Solutions,
plans to apply an enterprise risk
management approach to serv-
ing small to middle-market
companies with gross annual
premiums of $50,000 to $1 mil-
lion.

West Chester, Pa.-based IRISK
will provide a full suite of stan-
dard and custom services,
including claims consulting,
loss control consulting, trend-
ing analysis, managed care
review and information sys-
tems.

The firm aims to work with
insurance companies, program
administrators, alternative risk
transfer consultants, insurance
agents and brokers and insur-
ance buyers.

IRISK Solutions uses a cus-
tomized version of RiskConsole,
a Web-based risk management
information system provided in
partnership between IRISK
Solutions and RiskLabs, which
was acquired by Aon Corp. in
2004.

In its ERM approach, IRISK
utilizes tools to help clients
align risk appetites and strate-
gies, enhance risk response
decisions, reduce operational
surprises and losses, identify
and manage multiple and cross-
enterprise risks, take advantage
of business opportunities, im-
prove the deployment of capital
and manage risk.

IRISK is a subsidiary of insur-
ance services group Inventure
Inc., which provides products
and services in business seg-
ments including specialty pro-
gram administration, wholesale
workers compensation and risk
management services. IF
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Leonard Crouse, Vermont's top captive
insurance regulator for the past 18 years,
announced last month that he’ll be retir-
ing from his position as Vermont's deputy
commissioner of captive insurance June
1. During Mr. Crouse’s tenure in Ver-
mont, the state licensed more than 600
captives, and Mr. Crouse has been known
not just for promoting Vermont but the
captive industry in general. Recently, he
talked about changes he’s seen in the cap-
tive industry, and what he sees ahead for
the industry and himself.

Obviously the alternative risk transfer
market has grown considerably during
your time in Vermont. What do you
think are some of the key changes
you've seen in the captive business?

he captive industry’s changed dra-

matically in 10 years. Just the
types of captives we've had, there’s
been employee benefits, there’s been
securitization captives, there’s been
reciprocal captives.

There are all sorts of different things
going on. And the lines of business
captives write, that’s changed a little
as well. Ten, 15 years ago, it was most-
ly GL, auto, workers comp. Now we
see health benefits, TRIA, property, all
sorts of lines of business. The alterna-
tive market is a perfect place for this
business to go and it’s going to con-
tinue to grow.

It’s changed. It’s bigger, more peo-
ple involved. It was a relatively
unknown entity when I started 17, 18
years ago. Just the people who were in
it knew about it.

The growth that we’ve had in this
business has been phenomenal, too. I
think one of my greatest accomplish-
ments is the growth here in the
department. When I started here we
had four people...and now we have
30 people in the department. The
department, building the department,
is one of the things I take the most
pride in.

How about looking ahead? What are
some of the things you see in the cap-
tive industry's future?

ontinued growth. The securitiza-

tion activity should continue, at
least for a few years, at least until the
NAIC and the actuarial committees get
some of the reserving issues the life

companies are facing straightened out.

The alternative market depends a
lot on the fluctuations in the tradi-
tional market, the cyclical swings,
hard to soft. That affects our market,
there’s no doubt about it. The reinsur-
ance market affects our market a lot,
there’s no doubt about that.

You look around. When we started,
we were the only (domestic) game in
town with Hawaii. Now, there are 30
states with captive legislation. Some
of them will be here in 10 years, some
won't and that’s fine. There should
still be plenty of business for every-
body. Hopefully, most of it will still
come to Vermont.

And for yourself? What's ahead for
Len Crouse?

I’ll take it a little bit easier. Play a lit-
tle bit of golf, spend a little more
time with the grandkids down in
Massachusetts.

I'd like to dabble a little bit in the
business. I'd like to do something.
We'll see what happens in three or
four months. I'm definitely not going
to disappear into an easy chair. I want
to stay involved, but in a way that
gives me a little more time.

I just woke up one morning and
decided it was time. That'’s exactly
how it happened. It's been fantastic.
Most of it’s been the people I've met.
You think about it, 600 captives
licensed here in Vermont and that
means 600 meetings. It’s always been
a people business and that’s the way it
should be. IF

BIMA endorses ICCIE educational designation

HAMILTON, Bermuda—The Bermuda Insur-
ance Management Assn. has endorsed
the Associate in Captive Insurance des-
ignation offered by the International
Center for Captive Insurance Education.

The ACI program is the only profes-
sional designation for the captive insur-
ance industry. Consisting of seven
courses and three teleconferences, the
program can be completed online.

At the same time it endorsed the ACI

program, the Hamilton-based BIMA,
along with the Bermuda Captive Con-
terence, created a scholarship fund for
Bermudians. The fund, with an initial
amount of $10,000, will cover the com-
plete tuition expenses for two ACI stu-
dents selected by the Bermuda Insur-
ance Institute Scholarship Committee.

Remaining funds will be used to pro-
vide two Bermuda Insurance Diploma
scholarships to Bermudian students

Previous Page | Contents | Zoom in | Zoom out | Front Cover | Search Issue | Next Page

interested in starting careers in the cap-
tive insurance industry. More than 500
people have graduated from the BID
program since it was introduced in
1970.

Since its launch in 2004, the Burling-
ton, Vt.-based ICCIE has attracted
almost 400 students, with more than
half of those pursuing the complete
series of courses needed for the ACI des-
ignation. IF
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Confie Seguros aimed at Hispanic buyers

SAN FRANCISCO—A private equity firm
and a California broker have partnered
to form a platform to consolidate insur-
ance brokerages focusing primarily on
Hispanic buyers.

San Francisco-based investment firm
Genstar Capital L.L.C. has partnered
with Cypress, Calif.-based Westline
Corp. to create Confie Seguros. Over
the next three years, Genstar and Con-
fie Seguros, led by John Addeo, chief
executive officer, hope to build a
national distribution company with
more than $300 million in revenue,
focusing on markets including Califor-
nia, Arizona, Florida, Texas, Georgia

and Nevada.

Based in Cypress, Calif.,
Westline will serve as the
operating platform on
which to build Confie
Seguros’ California business.

Funding for future acquisi-
tions will be provided by a
commitment of $75 million
from Genstar and a bank
facility with an expected
capacity of more than $200
million.

Mr. Addeo previously served as pres-
ident and CEO of Alliant Resources
Group, and before that as president and

Over the next
three years,
Genstar and
Confie Seqguros,
hope to build a

national distri-
bution compa-
ny with more

than $300 mil-
lionin revenue.

chief operating officer of
USI Insurance Services. In
both positions, he guided
efforts to build the firms
through acquisitions.

Also involved in Confie
Seguros’ leadership team are
Mordy Rothberg, president,
who will lead business
development and strategy;
Stephan Provenzano, exec-
utive vp and chief financial
officer; and Andre Urena, senior vp of
business development, who also is CEO
and founder of the Latin American
Agents Assn. IF

‘I DON'T THINK that the threat of a
recession will decrease the need for
captives.’

NANCY GRAY

EXECUTIVE DIRECTOR-NORTH AMERICA

AON INSURANCE MANAGERS

Edwards Angell, Kendall Freeman
team to work both sides of Atlantic

NEW YORK—U.S. law firm Edwards
Angell Palmer & Dodge has merged
with the Kendall Freeman firm of Lon-
don.

The firm will operate as Edwards
Angell Palmer & Dodge L.L.P. in the
U.S. and Edwards Angell Palmer &
Dodge U.K. L.L.P. in London.

Edwards Angell said the merger
enhances the capabilities of the firm's
insurance and reinsurance practices by
providing an international platform to
serve clients on both sides of the
Atlantic. The firm now has more than
600 attorneys and solicitors practicing
in 11 offices.

In addition to its offices in New York

- Industry Focus | February 2008
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and London, the firm has offices in
Boston; Fort Lauderdale, Fla.; Hartford,
Conn.; Madison, N.J.; Providence, R.I.;
Stamford, Conn.; Washington; Wilm-
ington, Del.; and West Palm Beach,
Fla.

Partners Alan J. Levin and David
Kendall chair the firm's 100-lawyer
insurance and reinsurance department.
Terrence M. Finn and Charles E. DeWitt
will continue to serve as co-managing
partners of Edwards Angell Palmer &
Dodge.

Laurence Harris will serve as partner-
in-charge of the London office, and,
along with Mr. Kendall, will join the
firm’s executive committee. IF
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USA Risk Group

taps into Barbados
with majority stake
in MIMS International

MONTPELIER, Vt.—Independent alter-
native risk market service provider
USA Risk Group has expanded into
Barbados, purchasing a majority
ownership in MIMS International
(Barbados) Ltd.

Martin Hole, principal officer of
MIMS, will remain as head of the
Barbados office, which will be
renamed USA Risk Group (Barbados)
Ltd.

MIMS has been involved in cap-
tive management since 1986 and
services 22 captives under manage-
ment with a staff of five. It was the
first captive manager licensed in Bar-
bados.

In addition to its new presence in
Barbados and its offices in Montpe-
lier, Vt., USA Risk Group provides
captive management, program

administration, reinsurance and
other related services in all major
North American domiciles, Bermu-
da, the Cayman Islands and the
British Virgin Islands. I
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Al Risk launches
LexEXpress cover
for small fleets

NEW YORK—ALI Risk Specialists Insurance
Inc., a brokerage subsidiary of New
York-based American International
Group Inc., has introduced LexExpress,
excess auto liability insurance coverage
developed to address the needs of small
to midsize trucking fleets.

LexExpress provides limits of $1 million
in excess of $1 million in primary cover-
age. In addition to the standard excess
auto liability coverage, the policy pro-
vides such additional coverages as pollu-
tion and accident and health coverage.

Through the program, Al Risk can
address the exposures of long- and
short-haul truckers, flat-bed haulers,
dry bulk garbage, mix-in-transit, and
moving and storage.

LexExpress is underwritten on a non-
admitted basis by Lexington Insurance
Co. as part of the AIG Transportation
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LexExpress was developed to cover
small to midsize trucking fleets.

Solutions practice, and is available
throughout the United States, except
in Alabama, Delaware, Louisiana, New
York City and New Jersey.

The LexExpress product can be quot-
ed quickly and bound online through Al
Risk ProgramConnect at www.program-
connect.com.

Al Risk provides specialty property/
casualty and personal lines insurance
underwritten by Lexington Insurance
Co. and other AIG companies. IF

Beazley aims to connect specialty lines to brand

LONDON—Beazley Group P.L.C. is embark-
ing on a rebranding effort that the Lon-
don-based company said it hopes will
emphasize the creativity of its various
business areas while linking those teams
to the broader Beazley brand.

The current Beazley logo is
being replaced with a line draw-
ing of the Beazley name. Logos
and images representing indi-
vidual teams, such as scales of
justice for Beazley’s lawyers pro-
fessional liability team or an
underwriter’s pen for the com-
pany'’s specialty lines division,
will likewise be depicted in line draw-
ings, with the continuous line connect-
ing to the Beazley logo.

On Beazley’s new Web site, the line
will be animated to “draw” the team-
specific illustrations.

The line drawings symbolize Beaz-
ley’s creativity and help create a more
prominent sub-brand identity for the

company’s underwriting and claims
teams, while making it clear they’re all
part of Beazley, said William Pitt, the
company’s chief marketing officer, spe-
cialty lines.

“A lot of companies, not just in insur-

beazlew

BEAZLEY

The current Beazley logo (left) is being
replaced with a line drawing.

ance, have struggled with sub-branding
and we think this represents an elegant
solution,” Mr. Pitt said.

The specialty insurer will retain the
“Beazley pink” shade featured in its
prior branding to accent text and for
other promotional purposes, and will
continue to use the advertising tagline
“Straight Answers.” IF
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MEMIC exec named
chair of ACORD board

PEARL RIVER, NY.—John Leonard,
president and chief executive officer
of the MEMIC Group, has been
named the 2008 chairman of the
ACORD board.

It is the second time Mr. Leonard
has chaired the board of the Pearl
River, N.Y.-based Assn. for Coopera-
tive Operations Research and Devel-
opment, having previously held the
position in 2001.

Mr. Leonard joined the Portland-
based Maine Employers’ Mutual
Insurance Co. in 1993 after a 27-year
career with Travelers Cos. Inc. where
he led the commercial lines agency
marketing and
underwriting
division.

He is a for-
mer president
of the Ameri-
can Assn. of
State Compen-
sation Insur-
ance  Funds
and chairman
of its executive committee, and also
serves on the board of the National
Council on Compensation Insur-
ance and on the board of the
National Workers Compensation
Reinsurance Pool.

ACORD also announced three
new members elected to its board for
2008: Lawrence E. Blakeman, senior
vp and chief information officer,
individual business at Metropolitan
Life Insurance Co.; Robert Slocum,
president of the Slocum Agency Inc.
in Warwick, R.I., representing the
Independent Insurance Agents &
Brokers of America; and Andreas
Beerli, chief operating officer and
member of the executive committee
of Swiss Reinsurance Co.

ACORD is a global nonprofit
association working to facilitate
the development and use of stan-
dards for the insurance, reinsur-
ance and related financial services
industries. IF

Mr. Leonard
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New York-based Marsh Inc.
has made several appoint-
ments as part of a global
reorganization. Joseph M.
McSweeny, former chair-
man of Willis Risk Solu-
tions, was named
president of
Marsh'’s
U.S./Canada divi-
sion. Mr.
McSweeny had
been on the fac-
ulty of St.
Thomas Aquinas
College since
2005. Alexan-
der Moczarski, who had
been chief executive officer
of Marsh’s Europe, Middle
East and Africa region, has
been named president of
the company’s new interna-
tional division. David
Batchelor, who had been
head of Asia Pacific for
Marsh, was named to suc-
ceed Mr. Moczarski as CEO
of Marsh’s EMEA opera-
tions. Alexander W.
Vietor, who joined Marsh
in December from Aon
Corp., where he was an
executive vp, will serve as
president of Marsh'’s global
specialties unit.

Aon Ltd., the London-
based unit of Chicago-
based Aon Corp., has
appointed Robert Brown
to head its U.K. corporate
insurance business. As CEO
of Aon Corporate, Mr.
Brown, who previously
headed Aon Global U.K.’s
risk transfer unit, will be
responsible for the compa-
ny'’s large commercial insur-
ance, professional services
and trade credit operations.

Chicago-based CNA
Financial Corp. has named
John A. Beckman senior
vp and chief risk officer. Mr.
Beckman recently served as

Ms. Doyle-

oYY R MO VE

president of ReAdvisory, a
unit of specialty reinsur-
ance broker Carvill that
provides consulting services
on areas including enter-
prise risk management.

Wausau Insur-
ance Cos. has
appointed Susan
Doyle president
and chief operat-
ing officer. Ms.
Doyle, who most
recently was
executive vp of
field operations
at the Wausau, Wis.-based
insurer, replaces Mark
Fiebrink who retired.

Farmers Group Inc. has
named Scott Lindquist
executive vp and chief
financial officer. Mr.
Lindquist had been con-
troller of Genworth Finan-
cial Inc. Mr. Lindquist takes
a position previously held
by Pierre Wauthier, who left
Los Angeles-based Farmers
last year to become group
treasurer and head of
finance operations at
Zurich Financial Services
Group, Farmers
parent company.

The New York
Insurance Assn.

-

Inc. has named -

Ellen D. Mel-
chionni presi-
dent. She suc-
ceeds Bernard N.
Bourdeau who
retired. Ms. Melchionni
previously was a vp at
NYIA.

Frederic Goldstein has
been named president,
director and COO of U.S.
Preventive Medicine Inc., a
Dallas-based company
focused on building a pre-
vention-based health net-
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work. Mr. Goldstein has
been president and CEO of
U.S. Care Management Inc.,
USPM’s disease manage-
ment subsidiary.

Overland Park, Kan.-
based third-party adminis-
trator FMH Benefit Services
Inc., has named Ben
Frisch president. Mr. Frisch
had previously been the
company'’s vp of sales and
marketing. FMH is a unit of
Lake Forest, Ill.-based Core-
Source Inc.

Marvin H. Feldman
has been named president
and CEO of the Arlington,
Va.-based Life and Health
Insurance Foundation for
Education. Mr. Feldman,
who succeeds David F.
Woods, who is retiring, pre-
viously had been chairman
of the foundation’s board
and is principal of the
Clearwater, Fla.-based Feld-
man Agency and Feldman
Financial Group.

New York-based AXA
Equitable Life Insurance
Co. has hired Suzanne
van Staveren as
vp and COO of
Corporate Mar-
kets, a newly cre-
ated distribution
channel provid-
ing retirement
plan solutions to
Fortune 1000
companies and
their employees.
Before joining AXA, Ms.
van Staveren spent 13 years
with Fidelity Investments,
most recently as vp, scale
and profitability for large
corporate market retire-
ment services at Fidelity
Employer Services Co.

Denver-based health care
service provider Bridge-

Previous Page | Contents | Zoom in | Zoom out | Front Cover | Search Issue | Next Page

Health International Inc.
has named Dr. Andrew
Dombro chief medical
officer. Dr. Dombro has
practiced medicine in vari-
ous settings for more than
20 years, and is a professor
at the University of Col-
orado Health Sciences Cen-
ter.

Hamilton, Bermuda-
based Platinum Underwrit-
ers Holding Ltd. has named
Kevin S. Marine COO of
its U.S. reinsurance sub-
sidiary, Platinum Under-
writers Reinsurance Inc.
Mr. Marine will continue to
serve in his role as chief
underwriting officer-prop-
erty and marine of the U.S.
operation. The company
also named Thomas P.
Kelly chief underwriting
officer-casualty of Platinum
Underwriters Reinsurance.
Mr. Kelly has been with
Platinum Underwriters
since the company’s incep-
tion in 2002, most recently
as senior vp of the com-
mercial liability depart-
ment.

London-based Willis
Group Holdings Ltd. has
appointed Eugenio
Paschoal CEO for Latin
America. For the past 10
years, Mr. Paschoal has
been CEO of Willis Brazil
and will be based in Sdo
Paolo. Mr. Paschoal replaces
Jose Ribeiro who left Willis
to take a position at Lloyd's
of London. Separately,
Willis named Flavio Pic-
colomini CEO of its Con-
tinental Europe operations,
including the Nordic
region. Mr. Piccolomini
most recently was CEO of
the broker’s Italian opera-
tions. Guido De Spirt will
succeed Mr. Piccolomini at
Willis Italia S.p.A. F
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BUSINESS INSURANCE & BUSINESS INSURANCE EUROPE
RISK IS EVERYWHERE. NOW NEWS COVERAGE OF IT IS, TOO!

Business Insurance is North America’s leading publication covering the commercial insurance industry.
And now, Business Insurance Europe brings Bl’s agenda-setting editorial leadership to a whole new
world of readers and allows advertisers to reach an even more extensive, influential audience.

One publisher now gives its readership twice the coverage, and gives advertisers double the marketing
power. Take advantage of this world class opportunity. Business Insurance and Business Insurance
Europe bring more than 40 journalists together worldwide giving readers unrivalled editorial coverage.

TARGETED NEWS. GLOBAL DELIVERY.

TO ADVERTISE:
Contact In North America: Bob Raidt, Advertising Director, Business Insurance
T: 212-210-0133 or e-mail braidt@Businessinsurance.com
Contact In Europe: Nick White, Associate Publisher/Advertising Director, Business Insurance Europe,
T. +44 (0)207 4571411 or e-mail nwhite@BIEurope.com

TO SUBSCRIBE TO THESE VALUABLE NEWS VEHICLES:
www.Businessinsurance.com/Subscribe | www.BIEurope.com/Subscribe
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Lloyd’s-like insurance exchange gets fresh scrutiny in N.Y.

By Meg Fletcher

NEW YORK—New York Insurance Super-
intendent Eric Dinallo says the time is
right to consider reviving the New York
Insurance Exchange, a reinsurance mar-
ketplace that had early success but later
shut down and took 18 years to pay its
secured claims.

Conditions have changed since the
NYIE, a Lloyd’s of London-type
exchange in Manhattan that opened in
1980 and shut down in 1987, ceased
operations. Now, there is “tremendous
potential to reopen it successfully,” Mr.
Dinallo said recently.

Reinsurance markets today are more
global than the soft market that dimmed
the NYIE's prospects. Also, today’s tech-
nology could allow such a facility to

operate very efficiently, he said.

Most importantly, “I think there are
tremendously higher amounts of capi-
tal investment that didn't exist 20 years
ago,” Mr. Dinallo said. Hedge funds and
other financial services companies seek
opportunities to invest capital in risks,
such as natural catastrophes and terror-
ism, that are uncorrelated to risks of
their other financial investments.

For example, New York-based Gold-
man Sachs Group Inc. recently invested
$200 million to establish a syndicate at
Lloyd’s of London. Arrow Syndicate
1910 will write reinsurance, the com-
pany said.

Shortly after New York Gov. Eliot
Spitzer appointed him superintendent
in December 2006, Mr. Dinallo said he
began reading insurance law, became

intrigued with the exchange concept
and started discussing the idea with
industry representatives. He’s ready to
appoint an advisory group to review
the concept and determine its worka-
bility by the middle of this year.

Many industry representatives say
the idea is worth exploring.

Some, though, are wary and fear that
a regulator-driven proposal might fail
to attract enough insurance industry
support. They say there already is suffi-
cient capacity for average risks and that
offshore and alternative U.S. markets
offer attractive options in the form of
sidecars and protected cell companies.

Among cynics may be former
exchange participants and their cus-
tomers, who had to wait until 2005—18
years—for the exchange’s security fund
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Learn from past mistakes
to find success in the future

By Meg Fletcher

xploring why the New

York Insurance Exchange
failed to meet its potential
during the 1980s may pro-
vide some insight into how
such an exchange should
operate in a proposed revival,
sources say.

The NYIE opened in March 1980 “to
great fanfare and expectations...to help
stem the flow of capital and premiums
out of the United States,” said Peter H.
Bickford, a New York-based attorney
who is an independent insurance con-
sultant and a certified reinsurance arbi-
trator. He was the NYIE's vp, general
counsel and secretary from 1980 to
1985 and subsequently represented
some syndicates. He wrote a book on
the exchange and related papers.

Initially, the NYIE was a success and

-

to pay out about $82 million, or about
74 cents for every $1 due in claims.

LAW STILL ON THE BOOKS

Mr. Dinallo envisions such an
exchange offering reinsurance for local
and international risks, direct coverage
of major properties and other unspeci-
fied innovative coverages.

Reviving the concept also would
mesh well with the spirit of a statewide
regulatory modernization initiative
that seeks to help New York enhance
its status as the world'’s financial capital,
he said. The proposal also demonstrates
another aspect of Mr. Dinallo’s contin-
uing interest in reinsurance, as previ-
ously seen in his proposal to relax col-
lateral requirements for non-U.S. rein-
surers doing business in the state.

A key factor is that legislation author-
izing the exchange is still on the books,
Mr. Dinallo said.

P

Mr. Bickford

by the end of 1984 ranked as
the eighth-largest U.S. rein-
surer with $345.6 million in
premium volume and as the
fifth-largest based on its
$182.6 million policyholder
surplus, Mr. Bickford said.

However, it then had rapid
growth in premium volume
as well as loss ratios, Mr.
Bickford wrote. While NYIE officials
asked certain syndicates to stop under-
writing renewals and new business,
“these actions proved to be too little
and too late.”

In 1985, the exchange recorded its
first drop in volume and additional
syndicates stopped writing business or
sought to withdraw. Business Insurance
reported that year that about 25 of the
exchange’s 44 syndicates wrote $309.5
million in gross premiums backed by
$194.1 million in capital and surplus.

The two-and-one-half page law, Arti-
cle 62, broadly outlines the exchange
facility consisting of member syndi-
cates and member brokers, and gives
the New York insurance superintendent
“broad discretion,” Mr. Dinallo said.

The law describes the exchange as a
facility for underwriting reinsurance for
all types of insurance, direct insurance
of all types of risks located entirely out-
side the United States and direct insur-
ance of U.S. risks on an excess and sur-
plus lines basis.

It requires that the exchange have a
constitution and bylaws covering the
role of governors and members, their
voting powers and establishing a secu-
rity fund. It provides that exchange con-
tracts are not covered by any New York
security or guaranty funds.

SHAPING IDEAS

Two decades of advances in commu-
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Net premiums were $201.1 million and
the exchange’s net loss was $42.1 mil-
lion. At the time, the NYIE had 108 bro-
ker members.

According to other BI reporting,
problems also included back-office
accounting difficulties, significant fixed
costs including the 1984 purchase of a
headquarters building and the failure
of many insurer-owned syndicates to
maintain staff on the exchange floor.

New York’s exchange law also offered
“a tremendous opportunity” for self-
regulation, but exchange officials did
not utilize it, Mr. Bickford said.

The NYIE ceased operations in 1987.

Somewhat similar exchanges in Flori-
da and Illinois also began operating
during the 1980s. Florida’s ended in
several lawsuits. The renamed INEX,
the Insurance Exchange in Chicago,
experienced the insolvency of several
syndicates but continues operating
with one syndicate.

Given the problematic history of U.S.
exchanges generally, and the NYIE
specifically, New York Insurance Super-
intendent Eric Dinallo said he might
consider a new name for the facility. IF

nication technolo-

gy would allow an

exchange to operate
efficiently and without a

lot of administrative over-

head, compared with the
former exchange’s paper-
based operations. “It would be
a great clearing mechanism,” Mr.
Dinallo said.

In addition, oversight of the
exchange could use a regulatory
approach compatible with “deep
pocket” backers expected to partici-
pate in the revived exchange, he
said. Such an exchange, which
would not handle policies for
individuals, needs to be regu-
lated from a business point
of view and not a con-
sumer point of view,

Mr. Dinallo said.

The department

Industry Focus | February 2008 _


http://www.industryfocus.com
http://www.qmags.com
http://www.industryfocus.com
http://www.qmags.com

IndustryF:

N YoV F OCUS

ALTERNATIVE RISK MARKETS

proposes to borrow from the United
Kingdom's “principles-based” regulato-
ry structure by considering an out-
comes-focused “principles-guided
approach.”

In addition, a revived exchange
could be part of a “passporting” mech-
anism that would help mostly non-U.S.
companies write coverage in the Unit-
ed States, Mr. Dinallo said. While getting
other states to treat exchange coverage
as an admitted asset for ceding compa-
nies that buy it could be “a high hur-
dle,” he said all states did accept
exchange coverage in the 1980s.

Whether there is sufficient industry
support to revive the exchange remains
in question.

One reason the NYIE failed was
a lack of real support by the
insurance industry, Mr.
Dinallo said. Currently,
other financial services
companies are the most
enthusiastic support-
ers. Bankers, however,
need to understand
that they’d be investing
in a liability rather than
an asset, but the invest-
ment'’s duration could be as
short as one year, he said.

The exchange should be industry-
driven, not regulator-driven, said Peter
H. Bickford, a New York-based attorney
who is an independent insurance con-
sultant and a certified reinsurance arbi-
trator. He was the NYIE’s vp, general
counsel and secretary from 1980 to
1985 and subsequently represented
some syndicates. He wrote a book
about the exchange and has made pre-
sentations on the topic.

“The regulators can provide the
forum and support for the develop-
ment of a plan, but the primary force
needs to come from inside the insur-
ance and financial services industries if
there is to be any lasting success,” Mr.
Bickford said.

QUESTIONS REMAIN

Several insurance industry represen-
tatives thought such an idea merits fur-
ther exploration.

“I think it’s a very interesting idea,”
said Sean McGovern, general counsel
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of Lloyd’s in London. He said any idea
from Mr. Dinallo, whose approach to
regulation he considers “very refresh-
ing,” is welcome.

Tracey Laws, senior vp and general
counsel of the Washington-based Rein-
surance Assn. of America, praised Mr.
Dinallo for being “a thought leader”
and said the RAA would like to partici-
pate in future discussions.

Debra J. Hall, senior vp-group legal
for Swiss Re America Holding Corp. in
Armonk, N.Y., said the New York super-
intendent’s broad discretionary author-
ity puts him in a unique position to
consider such a proposal.

Other observers suggested key ele-
ments to include in any exchange pro-

posal. Using technology efficient-
ly is critical for any exchange
to function successfully,
nearly all observers said.
“A new exchange will
need to take full
advantage of the tech-
nical developments
over the decades since
the original exchange,
including instant com-
munications, virtual trad-
ing capabilities, and real-time
access to and use of transactional

and other data,” Mr. Bickford said.

State-of-the-art technology should
provide “a lower cost” operating envi-
ronment, said Daniel F. Maher Jr., exec-
utive director of the Excess Line Assn. of
New York.

Mzr. Dinallo also should carefully con-
sider what lines of business the
exchange would allow as well as tax
and regulatory considerations that
force most new insurance capital off-
shore. Among policies that would help
attract needed Wall Street capital would
be favorable tax treatment by municipal
or state authorities, Mr. Maher said.

Regulators also should allow the
exchange to sell unusual products that
will attract buyers, said Mr. Maher.

However, regulators need to be cau-
tious about special treatment that
would give such an exchange a com-
petitive advantage that current market
players might resent, sources said.

Another key component is “a strong
commitment on the part of both the
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regulators and the industry to self-reg-
ulation and control of the market,” Mr.
Bickford said. The industry needs to
have “the will to enforce its rules and its
financial security requirements.” Fail-
ure to do so “was a major failing” of the
previous exchange, Mr. Bickford said.

And syndicates’ capital requirements
must be significantly higher than those
of the failed exchange, he added.

A viable security fund is also essen-
tial, many agreed. The authorizing law
requires a security fund, but gives the
superintendent great discretion over
how it’s established or funded.

Many non-U.S. reinsurers have
balked at the concept of paying into a
U.S. security fund that would duplicate
funds in their countries of domicile.

“The issue of security is an important
one and must be addressed,” Mr. Bick-
ford said. “I don’t see the security fund
as a hurdle.”

Patricia A. Borowski, senior vp gov-
ernment and regulatory affairs for the
Alexandria, Va.-based National Assn. of
Professional Insurance Agents, said “the
security fund is a key issue,” as is the
proposed regulatory approach.

She said she appreciates New York’s
aspirations to be a leader in financial
services regulation, but questioned
what regulators could do to prevent
problems that three separate insurance
exchanges have experienced (see story,
page 11). Principles-based regulation
won't necessarily solve everything, she
said. In fact, she said such an approach
may ignore or try to trump several legal
precedents regarding company rights.

“It’s ironic that New York is talking
about revitalizing the insurance
exchange” at this time, said Terry L.
Ryan, vp of administration and secre-
tary of INEX, the Illinois Insurance
Exchange in Chicago that is the lone
surviving U.S. insurance exchange.

INEX has one syndicate operating
and is trying to rekindle business after
its security fund paid $32 million last
July to 2,400 policyholders stemming
from six syndicates’ insolvencies.

People have stayed away from INEX
because they feared having to share in
prior losses, Ms. Ryan said. “Now we
are hoping since that is behind us, we’ll
be able to attract new syndicates.” IF
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Don’t wait for a rainy day to
Prepare for a Hurricane

GET A KIT essential supplies include food, water, radio, flashlight,
first aid kit and medications

MAKE A PLAN inciude an evacuation plan, out-of-area people
to contact and a meeting place

BE INFORMED if a hurricane is forecasted, listen to local radio
and TV and follow the guidance of local officials

To find out more about how you can be Red Cross ready
during hurricane season, contact your local American Red
Cross chapter or visit www.redcross.org/beredcrossready

Be Red Cross Ready + Red Crose

H20333
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Gaining traction

Sour economy is not hindering the slow,
steady growth of benefits captives

By Meg Fletcher

he recent downturn in the U.S.

I economy is not expected to have

a significant effect on the will-
ingness of large employers to consider
reinsuring employee benefits through
their captives, industry experts say.

Interest in adding reinsurance of ben-
efit risks to the property/casualty risks
that are already covered in a captive
program is expected to continue at the
same measured pace that has charac-
terized the market during the past
seven years.

“I don’t think that the threat of a
recession will decrease the need for cap-
tives,” said Nancy Gray, executive direc-
tor-North America of Aon Insurance
Managers in Burlington, Vt., which
manages more than 1,300 captives
worldwide. Employers set up captives
because they are in the employer’s
long-run best interest, she said.

An economic downturn may shift a
company’s priorities, but employer
interest in benefit captives is expected
to grow over time, said Sofia Tesfazion, a
New York-based consultant with Towers
Perrin.

Among employers, the idea of put-
ting benefits in captives “is still a new
concept, but it is getting traction,”
Ms. Tesfazion said. “More insurance
companies are getting eager to play in
this field,” primarily as fronting insur-
ers for an employer’s captive arrange-
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ment, she said.

Len Crouse, deputy commissioner of
captive insurance in the Vermont
Department of Banking, Insurance,
Securities and Health Care Administra-
tion, said the market will grow because
“all companies are trying to cut the
costs of health benefits,” and a good
captive program can help do that.

However, market demand for bene-
fit captives has been very slow in devel-
oping during the past several years.
“It hasn’t turned out to be the boom I
thought it would be,” said Mr. Crouse.

In 2000, benefit captive supporters
cleared an important hurdle when the
U.S. Department of Labor approved
Columbia Energy Group Ltd.’s request to
fund long-term disability benefits for its
U.S. employees through the Vermont
branch of Columbia’s Bermuda-based
insurance affiliate. Columbia, then of
Herndon, Va., subsequently was acquired
by NiSource Inc. of Merrillville, Ind.

Since then, nearly a dozen benefits
captives have begun operating from U.S-
based domiciles after receiving Labor
Department approval, Ms. Gray said.

Several more companies are in the
process of studying or applying for per-
mission to begin such arrangements,
sources said.

Large U.S. companies regulated

under the federal Employee Retirement
Income Security Act must obtain Labor
Department approval in the form of a
prohibited transaction exemption
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before they can place benefits for U.S.
workers into captives. Global programs
that insure benefits for non-U.S.
employees do not face such a review.

Currently, there are five U.S. jurisdic-
tions that have the authority to license
captives to include benefit risks. Ver-
mont is the largest U.S. captive domicile,
but benefit captives also are authorized
in Hawaii, South Carolina, the U.S. Vir-
gin Islands and Arizona.

Globally, there is greater use of cap-
tives by U.S. and non-U.S. employers
to provide benefits to non-U.S. employ-
ees, experts agree. That’s primarily
because employers do not have to get
Labor Department approval for non-
U.S. employees.

European companies’ use of captives
for employee benefits “is increasing” due
to “above-inflation increases for benefits
costs, particularly medical, and resulting
pressures to avoid medium-term reduc-
tions in corporate operating margins,”
said Markus Mende, managing director,
Aon Global Risk Consulting-Continen-
tal Europe in Basel, Switzerland.

“By my estimate, there are approxi-
mately 40 to 50 captives writing this
coverage,” he said in an e-mail.

The types of benefit risks that cap-
tives reinsure often depend on where
employees live, experts say.

In the United States, benefit captives
may offer long-term disability, some
group life and retiree health insurance.
Another option is stop-loss coverage for
active employees’ medical coverage,
Ms. Tesfazion said.

For example, financial services giant
Wells Fargo & Co. in San Francisco
recently received final Labor Depart-
ment approval to use its Vermont cap-
tive, Superior Guaranty Insurance Co.,
to reinsure group life and long-term dis-
ability policies. The group life policies
are being written by Minnesota Life
Insurance Co. while the LTD policies
are being written by Metropolitan Life
Insurance Co. Each insurer is retaining
10% of the risk in the plan.

Outside the United States, benefits
may include supplemental medical
coverage, which is benefits beyond
those offered by a national health
insurance program, Ms. Tesfazion said.

European companies are using cap-

| Search Issue | Next Page


http://www.industryfocus.com
http://www.qmags.com
http://www.industryfocus.com
http://www.qmags.com

IndustryFocus

IndustryFocus

tives for several employee benefits that
include life, disability, medical and acci-
dent coverage, Mr. Mende said.

In addition, pensions are “a very new
area” of coverage for non-U.S. benefit
captives, Ms. Tesfazion said.

DEAL OR NO DEAL

In a typical transaction involving
group life benefits, Aon said in a state-
ment, an employer asks its life insurer
to be a fronting insurer and to reinsure
the coverage with the employer’s cap-
tive. The employer then pays a premi-
um to the fronting insurer, which in
turn pays a reinsurance premium to the
captive.

The reinsurance contract is an indem-
nity reinsurance arrangement, “which
means that the fronting insurer will be
liable for any claims that, for whatever
reason, are not reimbursed by
the employer’s captive
despite the reinsurance con-
tract,” according to its expla-
nation. The fronting insurer
charges various service fees
and requires posting of collat-
eral or a letter of credit to
ensure that the captive will
meet its obligations under
the reinsurance contract.

An employer considering putting ben-
efit risks in a captive usually begins by
determining whether it will reduce costs
by doing so, Vermont’s Mr. Crouse said.

Cost savings is only one of several
goals that employers hope to obtain
from such a program, Ms. Gray said.

Employers often seek improved under-
writing and investment income. They
also want to diversify property/casualty
risk exposures already in the captive with
uncorrelated employee benefit risks, she
said. A company may also improve its
tax position because the Internal Rev-
enue Service considers employee bene-
fits business as being unrelated to that of
the captive, Ms. Gray added.

Ms. Tesfazion said savings can result
from many areas, including positive
loss experience as well as improved
cash flow and investment income. Sav-
ings also can result from lower costs for
administration, underwriting, reinsur-
ance and taxes.

Also, funding a company’s benefit

Ms. Gray
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risks through a captive often reduces or
eliminates a broker’s commission, she
said.

To calculate the potential savings of
such a plan, Ms. Tesfazion recommends
that employers consider the compara-
tive costs of captive financing vs. other
options to finance the risk exposure,
such as a fully insured commercial plan
or self-insurance. Comparisons should be
based on the aftertax net present value
of future cash flows and should consid-
er the earnings impact on income state-
ments of both the captive and parent
company, she said.

For many employers that consider
putting benefits in captives, “the key
driver on all of this is control,” Mr.
Crouse said.

“It provides an opportunity for com-
panies to unbundle the services they
receive from insurers,” Ms.
Gray said. Better manage-
ment of benefit claims by an
active captive manager can
help save costs, too, she said.

Before managers decide to
explore insuring benefit risks
through a company captive,
it is essential that managers
seek approval from the com-
pany’s top financial official,
Ms. Gray said. It is important that those
executives understand the financial
advantages of using a captive and sup-
port the idea, Ms. Gray said.

Additionally, a company’s risk man-
agement and human resources depart-
ments need to collaborate on the proj-
ect, she said. “I think that is key.”

“One of the biggest hurdles is the
silos” in which the departments often
operate, Ms. Gray said.

In many companies, those two
departments have historically operat-
ed independently, Mr. Crouse said.
Their lack of cooperation has been a
factor in limiting interest in benefit
captives in the past, although it appears
that is changing, he said.

One of six essential components for
prompt Labor Department approval of
captive benefits funding plans is “ben-
efit enhancement,” which requires that
the employer improve the benefits in
some way. That requirement prevents
employers from reaping all the benefits
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of the change to a captive-funded plan
through so-called “self-dealing,” Ms.
Tesfazion said. Examples of enhanced
benefits may include higher coverage
limits, accelerated death benefits and
tuition reimbursement.

Benefit enhancement can be “one of
the biggest issues” for companies, Ms.
Gray said. “It is sometimes difficult to
get agreement on what it should be.”

Ms. Tesfazion said to get prompt
Labor Department review of a captive
benefit application, employers need to:

® Contract with an A-rated fronting
insurance company to issue direct
insurance for the benefits.

® Obtain a captive licensed by a U.S.
jurisdiction that requires audited finan-
cial statements for the last fiscal year.

® Certify that market rates will be
charged.

® Obtain an independent trustee’s
approval.

® Inform plan participants of the
proposed change.

The Labor Department developed the
components for fast-track treatment of
benefit captive applications after tak-
ing years to review Columbia Energy’s
application for a benefits captive and
that of a later applicant, Decatur, I11.-
based Archer Daniels Midland Co.,
which won Labor Department approval
in 2002.

As a result, an application that con-
tains those components is eligible
for expedited review, which can take
federal officials as little as 45 days,
sources said. There also is a 30-day peri-
od during which plan participants are
notified of the change, bringing the
minimum total time to about 75 days,
Ms. Gray said.

“Their turnaround has been timely,”
Ms. Tesfazion said.

“I think the Department of Labor has
been very responsive,” Ms. Gray said.
Although the proposal to add retiree
medical benefits to a captive program
does not qualify for the expedited review,
department officials said they will try to
adhere to a similar timeline, she said.

Once they become operational, ben-
efit captive programs have been very
successful from a regulatory stand-
point, Mr. Crouse said. “We’ve had no
problem at all with them.” I

Industry Focus | February 2008 _

Search Issue | Next Page


http://www.industryfocus.com
http://www.qmags.com
http://www.industryfocus.com
http://www.qmags.com

IndustryFocus

Previous Page | Contents | Zoom in | Zoom out | Front Cover | Search Issue | Next Page

N YeIV= F OCUS

ALTERNATIVE RISK MARKETS

DIFFERENT

DIREGTIONS

Soft power

Reinsurance market conditions
give captives strategic options

By Rodd Zolkos

hile soft market conditions
might prompt owners of
some alternative risk trans-

fer entities to turn back to the tradition-
al market for coverage, for many, a
long-term risk financing strategy
remains the chief consideration.

And those same soft market condi-
tions can hold benefits for captive pro-
grams in readily available reinsurance,
according to several alternative risk
market experts.

“Reinsurance pricing is down, too,
and certainly captives and self-insur-
ance pools can benefit from softening in
the reinsurance market, as can com-
mercial insurers,” said Steve Langford,
director at BMS Intermediaries Ltd. in
London where he is leader of the special-
ty risk unit, which works with approx-
imately 50 captives, self-insurance
pools and mutual insurers.

“The good news is, right now it’s a
pretty competitive market across the
spectrum in the reinsurance market
and the general insurance market,” said
John Bowman, senior vp and principal
in the consultative placement group at
Towers Perrin in Boston.

“I think the market interest in sup-
porting captives is broader and deeper
than it has been, which I think is a
reflection of the fact that there’s a lot
of capital out there looking for premi-
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um,” said Brady Young, managing
director and president of Strategic Risk
Solutions Inc. in Waltham, Mass.

While conventional wisdom would
seem to dictate that in a soft market a
captive should decrease retentions and
take advantage of the opportunity to
purchase cheap reinsurance, Mr. Lang-
ford said there are some, though, who
are choosing to increase retentions.

“Those organizations that can retain
more are doing so,” he said. But “a lot of
these alternative risk mechanisms don't
have the wherewithal to take signifi-
cantly increased risk positions.”

But many of those that can retain
more risk recognize that in buying rein-
surance, even in a soft market, “You’re
still paying somebody’s margin,” Mr.
Langford said, an argument for retain-
ing risk rather than transferring it.

Mr. Bowman noted that for many
captive parents, a growing topic of
strategic interest is to “optimize risk
within a captive.” More and more cap-
tives are willing to take larger amounts
of risk as long as they’re sure that their
risk retention decisions are based on
sound data, he said, while those con-
cerned about the quality of their data
will want to look to transfer risk at
lower attachment points.

“Those with better data are acting
more like a traditional insurance com-
pany,” Mr. Bowman said, transferring
risk at higher attachment points into
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traditional reinsurance programs.

In general, though, many captive
parents recognize that their captive pro-
grams—to the extent possible—exist to
smooth out the effects of capacity
shortages and soft markets, Mr. Bow-
man said, and they’re using their cap-
tives to smooth out those swings and
achieve an appropriate balance
between risk transfer and risk retention.

Having a captive in place, allows the
parent to “transfer risk with greater
facility” if they choose, he said, “so you
can leverage the market, hedge the
market but doing it with the backbone
of your overall philosophy.”

“I think the buyers’ interest in using
the captive to access reinsurance is also
a function of the market,” said Mr.
Young of SRS. “I think there are some
clients who have longer memories and
know the market is cyclical.”

Those captive owners realize that
while they might be able to save a little
money now by abandoning or reduc-
ing their captive program, there’s value
in a long-term risk financing strategy
and the partnership they’ve established
with a reinsurer.

In many cases in the current market,
it’s an issue of “Do you need to? Do you
have to? Probably not,” Mr. Young said.
But, in many cases “People recognize
that going to the source of the capital
and having a relationship certainly
helps you when the market turns and I
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think some people get that and some
people don’t.”

Medical malpractice captives, for
example, typically rely on reinsurance
capacity in the London or Bermuda
markets. While the traditional med mal
market may be softening, offering
options other than the captive, parents
of some med mal captives may see value
in continuing to use their captive to
finance risk as a way to maintain their
relationships with their reinsurers.

“For some accounts, certain types of
risks, it’s a good long-term strategy,” Mr.
Young said.

“Where you can obviously take
advantage of the market is when the
market’s soft you can look at your
attachment points,” Mr. Young said.
“They haven’t abandoned the strategy,
but they’ve adjusted the tactics to
match the market conditions.”

And, he noted, pricing is just one
variable in the reinsurance equation,
and in a soft market, captives may find
themselves able to negotiate other
favorable features in their reinsurance
programs. “It’s not just about price, it’s
about terms,” Mr. Young said.

Mr. Langford of BMS said that the
issue for alternative markets when
faced with such soft commercial market
competition “is that the cheapness of
the product in the commercial market
is very difficult to ignore.”

While in many cases, the argument is
still made that you create a captive pro-
gram to provide stability to your insur-
ance program and smooth out the
impact of cycles, Mr. Langford said that
BMS has seen cases in which captives
and self-insurance pools have been shut
down in the face of the cheap coverage
available in the traditional market.

Still, “I think a lot of these alterna-
tive risk mechanisms are utilizing rein-
surance as a means to protect them-
selves across the cycle,” he said.

And for many captive parents, gaining
direct access to the reinsurance markets
is a key element of a captive’s appeal.

The opportunity to get direct access to
the reinsurance market “definitely con-
tinues to be one of the key drivers” of
many captive formation decisions, said
Towers Perrin’s Mr. Bowman.

And, as they look to transfer risk to
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reinsurers, many alternative risk financ-
ing entities are employing some of the
same sophisticated analytical tools and
approaches that traditional market
insurers are beginning to use in mak-
ing their reinsurance buying decisions.

“A lot of the work that goes on for
our larger insurance company clients is
being provided to the captive compa-
ny clients,” such as catastrophe mod-
eling, risk retention analysis and capital
analysis, Mr. Bowman said.

“Larger clients, more sophisticated
clients, are being a little more thought-
ful about what they’re doing,” Mr.
Young said. And, at intermediaries
focused on placing reinsurance for cap-
tives, today “the people are smarter,
they’re more serious, they have better
analytical tools, they’re more techni-
cally oriented,” he said. “It’s not all
about golfing and drinking.”

“Take cat modeling, for example.

‘A LOT OF THE WORK that
goes on for our larger
insurance company clients is
being provided to the captive
company clients.’

JOHN BOWMAN
TOWERS PERRIN

Some clients are asking their brokers to
engage the modeling firms to model
their portfolios,” Mr. Young said. “For
some clients, it makes sense to be able to
go to the reinsurance market “and talk
their language.”

And in trying to get the best deals
from reinsurers, data quality is key,
according to Mr. Bowman.

“The captive loss data and the quali-
ty of the data is really the key driver
and helps the captive differentiate itself
and gives comfort to the reinsurance
community,” Mr. Bowman said. Rein-
surers like to see five to 10 years’ worth
of solid data.

“So for newer captives, it's a little
tougher, but a new captive can have
very good data,” Mr. Bowman said. “A
more mature captive still has to focus on
making sure their data is credible.”

For many captive programs

approaching the reinsurance market,
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there’s actually “A little bit of a blurry
line,” Mr. Bowman said. “When people
talk about reinsurance for a captive, it
often doesn’t end up in a quota share,”
he said. “It’s excess and surplus.”

Many of the underwriters for captives
offer both traditional reinsurance and
excess and surplus programs.

“It’s blurry in that people, particular-
ly when they’re putting together their
first reinsurance program, they might
start off planning to go into the faculta-
tive reinsurance market or even the
treaty reinsurance market for a larger
captive,” Mr. Bowman said. “The gray
area is, will it wind up in the tradition-
al reinsurance side of the house or the
excess and surplus side.”

Recently, he’s seen more of the cap-
tives he’s doing business with get their
risk transfer programs accomplished in
the excess market.

While reinsurance is “pretty readily
available across the board” for captives,
“probably an emerging issue is the D&O
market,” Mr. Bowman said. The sub-
prime mortgage crisis is a concern, with
it being heightened by the question of
how the fallout from the subprime crisis
might affect the ratings of insurers and
reinsurers with whom captive owners
might be considering partnering.

“There’ve been a couple of recent
downgrades that have underwriters and
captive owners alike in a watchful wait-
ing phase,” he said.

Though reinsurance is readily avail-
able for ART entities, reinsurers are
maintaining market discipline, Mr.
Langford said. They are looking not to
repeat the mistakes of the 1990s, he said,
when some offered coverage at less than
the loss cost. In today’s investment cli-
mate, “We don’t have the ability for
huge investment gains to be made.”

Despite the current soft market,
“Alternatives are still a viable option,”
said Mr. Langford. “It’s not something
that goes away.”

And, he said, he would argue that the
best time to create an ART vehicle is at
the bottom of a soft market so it can be
in place when the market turns.

“We will continue to see the creation
of new entities. We will continue to see
the growth over time of these existing
markets,” Mr. Langford said. I
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History repeating itself
with soft market cycle

By Rodd Zolkos

NEW YORK—The current softening phase
of the insurance pricing cycle will pres-
sure insurers’ financial performance
this year, according to some industry
executives, and, despite some sugges-
tions to the contrary, is not markedly
different from pricing cycles of the past.

Speaking as part of a chief executive
officer panel last month at the annual
Property/Casualty Joint Industry Forum
in New York, Evan G. Greenberg, presi-
dent, chairman and CEO
of Hamilton, Bermuda-
based ACE Ltd., said that if

JOINT INDUSTRY FORUM

believes company boards are imposing
a certain discipline today that didn’t
exist in previous cycles.

“I would not want to underestimate
the revolution that has taken place in
the boardroom since 1990,” Mr.
Schmidt said. “People’s feet will be held
to the fire in ways that they were not in
the past.”

But Anthony J. Kuczinski, CEO of
Munich Reinsurance America Inc. in
Princeton, N.J., wasn’t sure much had
changed, and questioned how great an
impact the circuit breakers
Mr. Ayer cited were likely
to have.

there are differences

between the current cycle and those
that preceded it, the differences are “on
the margin.”

Some differences that might help
maintain pricing discipline in a soften-
ing market could include the current
low interest rate environment, greater
insurance company use of outside actu-
aries and governance pressures imposed
by regulatory measures such as the fed-
eral Sarbanes-Oxley Act.

But, Mr. Greenberg said, insurance is
a “lagging industry,” with companies
not knowing the actual cost of their
products at the time they're sold.

“There is plenty of room to kid your-
self,” Mr. Greenberg said. “I don’t think
it’s different from prior cycles.”

Ramani Ayer, chairman and CEO of
Hartford, Conn.-based Hartford Finan-
cial Services Group Inc., said he thinks
reinsurers are being more disciplined
than insurers in the current market.

Still, he said, there are “several circuit
breakers in the system” that should pre-
vent many insurers from cutting prices
too deeply. Among them is a greater
emphasis on financial transparency
and greater shareholder awareness of
insurers’ core business performance
than in the past.

And Gerald P. Schmidt, president and
CEO of Mutual of Enumclaw Insurance
Co. in Enumclaw, Wash., said he
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“Memories are short in
this business and we tend to rationalize.
Even with these circuit breakers, there’s
a lot of cash in this market,” Mr.
Kuczinski said.

And the need to do something with
that cash is likely to drive company
behavior, according to some of the
executives.

“I think balance sheets in the main
are in good shape,” Mr. Greenberg said.
“I think the industry is pretty well-
reserved.” The question, though, is
what does the industry do with extra
capital?

“You can return it to shareholders or
you can act like a giant mutual and
return it to policyholders through lousy
underwriting and that’s generally what
we tend to do,” Mr. Greenberg said.

Mr. Ayer allowed that the industry’s
economics are such that companies
with excess capital for an extended
period can put it to work on Wall Street,

‘'YOU CAN RETURN (extra capital) to
shareholders or you can act like a giant
mutual and return it to policyholders
through lousy underwriting and that's

generally what we tend to do.

EVAN G. GREENBERG

on Main Street or “you can burn a hole
in the balance sheet.”

The softening market will make it dif-
ficult for the industry to match the
financial performance it has enjoyed
since 2006, according to some of the
executives.

In 2008, “I think combined ratios are
going to be markedly under pressure” vs.
2007, Mr. Greenberg said. “It’s natural,”
he said, adding that competition is
“fanning the flames.”

Barring any serious catastrophe loss-
es, Mr. Ayer said he expects 2008 to be
a profitable year for the industry. He
added, however, that he thinks the
industry needs a greater period of sus-
tained profitability. Mr. Greenberg said
he expects 2008 to be “a marginal
year,” while Mr. Kuczinski said he
thinks some lines of business are likely
to perform better than others.

On the personal lines side, Thomas
J. Wilson, president and CEO of North-
brook, Ill.-based Allstate Corp. and All-
state Insurance Co., said he thinks that
while companies’ margins will shrink
a bit in 2008, “I don’t think you'll see
the kind of cycles where competition
is based only on price.”

Competition in the personal lines
business will be reflected in part by
companies spending more on such
areas as marketing, technology and
claims handling, he said, with that
spending having an inevitable impact
on margins.

In the current environment, it will
be difficult for commercial lines compa-
nies to generate top-line growth, Mr.
Ayer said, given downward pressure on
pricing. “My sense is that in personal
lines, you'll see a more mixed story,”
he said.

“I think you see a little more disci-
pline in personal lines than you have in

ACE LTD.
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'MEMORIES ARE SHORT in this business

and we tend to rationalize. Even with these
circuit breakers, there's a lot of cash in this
market.’

ANTHONY J. KUCZINSKI
MUNICH REINSURANCE AMERICA INC.

the past,” Allstate’s Mr. Wilson said. “If
you think about meeting customers’
needs and doing things differently...
you can do that on the personal lines
side” and generate growth.

Mr. Schmidt cited what he called “a
collision of interests” in the homeown-
ers business, though, between con-
sumers’ pricing expectations for home-
owners insurance and insurers’ desire
to generate an adequate rate of return.
“And currently we are losing that battle
in the court of public opinion,” he said.

Reinsurers don’t appear to be
immune from pressures of the cycle.
Mr. Kuczinski said “reinsurers were try-
ing to hold discipline, but the prices
were somehow deteriorating more than
they should have” during Jan. 1
renewals.

“The reinsurers are being disciplined
by and large,” he said. “I would also say
they need to be very selective in who
they do business with.”

Mr. Greenberg noted that ACE is
both a buyer and a seller of reinsurance.
As a seller, “we had already contemplat-
ed a competitive environment for (Jan.
1) and across all lines it was more com-
petitive than we planned for,” he said.
Not surprisingly, then, “as a buyer, it
was a buyer’s market,” he said.

Despite the challenges of the current
environment, Munich Re America’s Mr.
Kuczinski said he sees this sort of mar-
ket as one in which companies can pre-
pare themselves for the future. “I view
a market where it’s a challenge to make
an underwriting profit as a time you
position yourself for the next phase in
the market,” he said.

“One of the things you can do when
the market’s not working in your favor
is start thinking about what does the
market need, what is it demanding,”
Mr. Kuczinski said.

A U.S. recession could be another fac-
tor affecting industry performance.

“Unless it's a prolonged recession, I
believe we’ll recover quickly as an
industry,” Hartford’s Mr. Ayer said. A
prolonged recession, however, could
confront the industry with both asset
and credit issues, he said. The industry
also could be hit in such areas as work-
ers compensation with increased claims
fraud.

On the subject of the U.S. regulatory
system, Mr. Greenberg said, “It’s a bro-

ken system and it’s antiquated.”

Mr. Schmidt said he’d like to see
things such as portability of licensing
from state to state, and cited what he
described as onerous pricing restric-
tions in the current state-based regula-
tory environment.

The discussion prompted involve-
ment by some regulators on the day’s
previous regulatory panel, including
Sandy Praeger, Kansas commissioner of
insurance and president of the Nation-
al Assn. of Insurance Commissioners.

While defending the state-based reg-
ulatory system, Ms. Praeger agreed with
the need for increased uniformity. “I
think there are some areas where we're
going to have to get assistance from
Congress to get some uniformity,” she
said, such as in achieving principles-
based reserving.

Franklin W. Nutter, president of the
Reinsurance Assn. of America, moderat-
ed the CEO panel.
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Risk laboratory

Florida’s experiment with collateral waivers
could pay rewards; or backfire

By Meg Fletcher

state to effectively waive collater-
al requirements for the most
financially secure non-U.S. reinsurers.

Backers of the idea say it would
increase reinsurance capacity in the
catastrophe-prone state and should
help lower homeowners’ rates, but
opponents say the state already has
plenty of reinsurance capacity and the
plan could jeopardize the financial sta-
bility of ceding insurers.

Florida Insurance Commissioner
Kevin McCarty is developing a rule that
would allow him to decide which finan-
cially sound, mostly non-U.S. reinsur-
ers can assume Florida risks from ced-
ing insurers. Then, market forces would
help determine the amount of collater-
al a reinsurer must post, with the most
secure reinsurers posting none.

Florida insurance regulators are con-
sidering adopting such a measure in
April as a way to bring new, private
reinsurance capital to an area with $1.9
trillion in coastal risks that are threat-
ened by inevitable hurricanes.

Development of the collateral reduc-
tion rule is the third major insurance
initiative the Florida Legislature author-
ized last year in an effort to reduce con-
sumers’ insurance costs. Two others are
already operational.

FLORIDA'S PLAN

First, Florida added an extra $12 bil-
lion layer of inexpensively priced cover-
age through the Florida Hurricane Cat-
astrophe Fund, which had “a signifi-
cant impact on the market,” said Sean
Mooney, the New York-based chief
economist with Guy Carpenter & Co.
L.L.C., a unit of Marsh and McLennan
Cos. Inc.

However, rating agency A.M. Best Co.
Inc. expressed concern about the cred-
itworthiness of FHCF should a loss
occur and Florida had to post-fund it

F lorida may become the first U.S.
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by issuing public debt, he said.

Second, the legislature significantly
expanded Citizens Property Insurance
Corp., which is pressuring insurers to
lower rates due to its increased compet-
itiveness.

Under the third initiative, Mr.
McCarty would determine whether a
reinsurer is financially stable enough to
be considered an “eligible reinsurer” to
assume Florida risks. The plan then
focuses on ceding insurers by directly
regulating the amount of credit they
can take on their financial statements
for reinsurance coverage they purchase
from an eligible reinsurer.

A ceding insurer can claim credit in
one of five levels—100%, 90%, 80%,
50% or zero—corresponding to the
lowest financial stability rating the rein-
surer has received from acceptable rat-
ing agencies. The market impact of the
plan will be to effectively tie the
amount of collateral that the cedent’s
reinsurer must post to those levels—or
0%, 10%, 20%, 50% or 100%—respec-
tively.

LANDOV

Hurricane Wilma caused extensive
damage to buildings in. downtown
Fort Lauderdale and elsewhere in
Floridain 2005. i
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ONGOING DISCUSSION

Florida’s plan makes it a laboratory
for modernizing reinsurance regula-
tion, said Walter Bell of Alabama, the
immediate past president of the Kansas
City, Mo.-based National Assn. of Insur-
ance Commissioners. The NAIC has
discussed the topic for more than a
decade without resolution.

The focus of the NAIC’s ongoing dis-
cussion is a requirement that non-U.S.
reinsurers post collateral matching their
exposures to U.S. risks. Many U.S. ced-
ing insurers and reinsurers have
opposed any relaxation, citing finan-
cial concerns. At the same time, overseas
organizations, notably those in Lon-
don, have pushed for such relaxation,
arguing that many overseas reinsurers
offer comparable, or better, security
than many of their U.S. counterparts.

The Florida proposal brings new
urgency to the discussions, according
to comment letters written by both
supporters and opponents.

According to Mr. McCarty, relaxing
the requirements “will lead to increased
capital and competition in our state”
and help “stabilize and potentially
reduce property insurance rates.”

Florida regulators are currently
reviewing comments and letters
received at a November 2007 workshop
designed to seek public input on the
rule regulators say is designed to seek
“the best interests of market stability
and the solvency of ceding insurers.”

A reinsurer that seeks the “eligible”
designation also must have at least
$100 million in surplus and be from a
jurisdiction that Mr. McCarty approves
as “eligible.” Among the jurisdictional
requirements he will look for are “a sat-
isfactory structure and authority with
regard to solvency regulation,” as well as
“prompt enforcement of valid U.S.
judgments or arbitration awards.”

In addition, a reinsurer must submit
a certificate of good standing from its
domiciliary regulator, audited financial
statements, proof that it submits to U.S.
legal jurisdiction and a list of all disput-
ed or overdue recoverables.

Reinsurers deemed eligible must
meet annual requirements to maintain
that status, including filing financial
statements, and agreeing to immediate-
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ly advise Florida regulators of any ratings
changes.

The commissioner would have the
authority to withdraw a reinsurer’s sta-
tus as an eligible company or require it
to post additional collateral.

Other provisions include:

m Deferring for one year collateral
required for eight short-tail lines that
are affected by a named hurricane loss.

B Reducing an eligible reinsurer’s
minimum collateral by 5% for deposit-
ing its required collateral in a deposito-
ry financial institution in Florida.

® Spelling out specific contract
requirements between the reinsurer
and ceding insurer.

OTHER VIEWPOINTS

Industry response to the Florida’s
draft rule split along traditional lines.

Though they’d prefer widespread
uniform change, non-U.S. reinsurers
view the initiative as a sign of progress.

Swiss Re America Holding Corp. in
Armonk, N.Y., “generally supports
efforts to reduce collateral as part of
comprehensive reinsurance regulatory
reform,” said Debra J. Hall, senior vp-
group legal. Components should
include collateral reduction, a single
regulator and enhanced risk manage-
ment, “but we understand that you
can’t do everything at once,” she said.

Lloyd'’s of London welcomes Florida’s
plan as a step toward leveling the U.S.
playing field that Lloyd’s seeks, espe-
cially given the NAIC's lack of progress,
said Sean McGovern, Lloyd’s general
counsel in London. If regulators
“remove barriers and make the market
more efficient, that should improve it,”
making it more attractive to the world-
wide reinsurance market, he said.

In his comment letter, Joseph P. Gun-
set, general counsel of Lloyd’s America
Inc. in New York, recommended that
Mr. McCarty be given discretion to
determine a jurisdiction’s eligibility and
to waive some or all of the extensive
supporting documentation that the
draft law requires.

If Florida enacts the proposed rule,
“this change will undoubtedly create
further needed capacity for the state,”
David J. Matcham, chief executive of
the London-based International Under-
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writing Assn., said in an e-mail.
Many IUA reinsurers already write
substantial amounts of Florida business

in spite of current “onerous” collateral
requirements, Mr. Matcham wrote. Reg-
ulations effectively reducing collateral,
“would find favor with these reinsurers
and at least encourage them to consid-
er further opportunities to write busi-
ness in Florida,” he wrote.

Bradley L. Kading, president and
executive director of the Assn. of
Bermuda Insurers and Reinsurers, said in
a letter that the association supports
Florida’s proposed changes.

He made several recommendations,
including extending the deferral peri-
od for short-tail business to two years
instead of one. That would better
match the typical catastrophe loss pay-
ment period, which is nine quarters,
and prevent companies from having to
post collateral even though a claim had
been paid, he wrote.

The RAA also is concerned about the
Office of Insurance Regulation’s author-
ity to identify non-U.S. eligible jurisdic-
tions, suggesting that “OIR take the
necessary steps to confirm its lawful
authority in this area.”

UNIFORMITY CONCERNS

Another major problem with Flori-
da’s approach is that “it creates a patch-
work system,” Ms. Laws said.

A potential lack of uniformity was
one of several concerns of trade associ-
ations representing ceding companies.

Florida’s draft rule approach is
“inherently flawed,” said Michael Kozi-
ol, assistant vp and counsel of the Des
Plaines, Ill.-based Property Casualty
Insurers Assn. of America. He cited
numerous ways reducing collateral
could impair ceding companies’ credit
for reinsurance, including “slow-pay”
or “no-pay” reinsurers or one that’s
financially impaired and can’t or won't

If requlators ‘REMOVE BARRIERS and make the market more
efficient, that should improve it,’ making it more attractive to
the worldwide reinsurance market.

SEAN MCGOVERN
LLOYD'S OF LONDON

Patricia A. Borowski, senior vp of gov-
ernment and regulatory affairs for the
National Assn. of Professional Insur-
ance Agents in Alexandria, Va., also
generally supports the state’s draft rule.
The organization’s Florida affiliate is
still reviewing the topic before taking a
formal position, she said.

A key factor in PIA National’s support
is the legislature’s grant of legal immu-
nity to producers who help provide
coverage in transactions covered by the
proposed rule, Ms. Borowski said.

Taking a dim view of the proposal’s
impact, however, are members of the
Washington-based Reinsurance Assn.
of America and representatives of ceding
insurers.

The RAA supports comprehensive
reinsurance regulatory reform but
opposes the Florida plan. “There isn't
any reinsurance capacity shortage in
Florida at this time,” said Tracey Laws,
the RAA’s senior vp and general counsel.
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post additional required collateral.

Steven A. Bennett, assistant general
counsel of the Washington-based
American Insurance Assn., questioned
the “drastic and unnecessarily danger-
ous” size of the collateral reductions
and their potential impact on the sol-
vency of Florida insurers.

And he challenged the reliance on
commercial rating organizations. “They
notoriously are too late with their rating
downgrades,” he wrote. Mr. Bennett
urged that a security fund be estab-
lished to protect ceding insurers.

William Boyd, financial regulation
manager for the Indianapolis-based
National Assn. of Mutual Insurance Cos.,
said the proposed rule doesn’t deal with
potential changes in reinsurers’ financial
status. “The state is walking out on a
plank” when it comes to regulating the
solvency risk of ceding insurers, he said.

Florida regulators say April is the ear-
liest the rule could be adopted. IF
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“IT WASN'T
PRETTY,
it wasn't fun,

but it got done.’

Change, while painful,
brightens road to future

By Alex Letts

ew Year, New Hope.
In October 2006, it
was suggested that

15% of that season’s Lon-
don treaty reinsurance
would be traded electroni-
cally at renewals. My predic-
tion was proved hopelessly
optimistic as fewer than
1,000 placements were trad-
ed in 2006 renewals via
RI3K or peer-to-peer. Right
vision, wrong time.

By the end of 2007, so
much had changed. Lloyd’s
Chief Executive Richard
Ward had emerged as a true
champion of electronic
trading. Aon Ltd. had com-
mitted itself fully to an
e-placement rollout. Data
messaging gateways were
springing up in London
insurance companies to
enable e-traded risks to
come into carrier systems
without rekeying. And now

Aon has just published an
estimate that about 80% of
its 2007 renewals were dis-
tributed and signed elec-
tronically. Aon is also ramp-
ing up its specialty and
nonreinsurance business,
which will multiply trading
volumes tenfold.

The price, as in any great
battle, has not been incon-
siderable. Missteps over the
past 15 years have cost the
markets hundreds of mil-
lions of dollars directly in
failed initiatives. And bil-
lions of dollars have been
squandered in opportunity
cost.

LIKE PULLING A TOOTH

Morale in the change
arena has been tested to
extremes; skepticism and
resistance have had to be
forcibly extracted, no less
painfully than infected
teeth. Technologies have, as
ever, not lived up to their
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billing, and processes and
implementation have been
excruciatingly experimen-
tal. The market has been
the guinea pig and has jus-
tifiably raised its eyes to the
heavens and cried in
anguish, “Why me, oh
Lord, why me?”

But at the end of it all,
2007 was the watershed.
Thousands upon thousands
of complex, multilayered,
multisectioned subscription
risks were placed electroni-
cally. It wasn't pretty, it
wasn'’t fun, but it got done.

RI3K'’s trading service
alone probably handled
placements in excess of $5
billion of premium. Now if
you can handle this stuff in
high volumes, then direct
classes of business are less
of a challenge.

Already, the acceleration
in nonreinsurance trades is
threatening to overshadow
the reinsurance trading. At
one point in December,
RI3K was seeing three
trades a minute—trivial by
other financial services sec-
tors’ trading norms, but
unimaginable in the insur-
ance arena until just recent-
ly. Over 10,000 individual
trading sessions in
four weeks tells its own
story.

But, more importantly,
the market knows there is
no going back from here. In
years to come, those veter-
ans of the 2007 bedlam will
proudly boast to their
apprentices that “they were
there” in the first electronic
trading season in London.
Medals all round, and wear
them proudly, for legends
are made of this stuff.

In time of course, $5 bil-
lion of premium will be the
monthly run rate for a mar-
ket that has been expanded
by the release from paper
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processing, but in the
meantime, there are still
battles to be fought, mis-
takes to be made, wounds
to be healed. But above all
else, there’s a realization
that the tiresome debate of
“how” or “if” has been
replaced with “how soon”
and “how better.” The ramp
up by the brokers will dic-
tate the answers.

INTO THE LIGHT

2008 is a new year, but it
marks the end of an old
epoch. Three hundred years
of paper-based trading does
not disappear overnight,
but it will erode over the
next 24 months. Increasing-
ly, paper will become the
exception, not the norm.

The journey through the
darkness is now ending.
The market has just stepped
out blinking into the light
that was glimpsed at the
end of the tunnel all those
years ago. It will take a
moment or two to adjust its
eyes, but as soon as it does,
it will be released from the
shackles that have
restrained it. Goodness
knows how far and how
fast it can now move.

Intriguingly too, London
will become an electronic
trading zone during the soft
part of the insurance cycle,
which adds spice in terms
of the promise for the
future growth and prosperi-
ty as the cycle ends. As
Western economies stum-
ble grimly through the next
five years of uncertainty,
the prospects for insurance
traders in London have
never looked brighter. New
Year? New Hope! IF

Alex Letts is chief executive of
London-based insurance and
reinsurance electronic trading
exchange RI3K.
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Nrocys

For many captive insurance and other alternative risk transfer arrangements, fronting insurance is an essential ingredi-
ent to make the program work. Sometimes, however, ART program parent companies find it difficult to find the necessary
fronting coverage. Here's a look at some of the key players in the fronting insurance market, and a brief overview of the type
of business they do and some of their requirements.

Discover Re

Discover Re is the
unbundled alternative
risk transfer unit of Trav-
elers Cos. Inc. for indi-
vidual risk and captive
program customers. The
company'’s captive busi-
ness focuses on Discov-
er Re as the issuing
insurer and the captive
as a risk-assuming part-
ner.

LOCATION: FARMINGTON, CONN.

PHONE: 860-284-2762

FAX: 860-674-2671

WEB SITE: www.discover-re.com

COVERAGE LINES SERVED: ALL
COMMERCIAL LINES: WORKERS
COMPENSATION, AUTO LIABILI-
TY, AUTO PHYSICAL DAMAGE,

GENERAL LIABILITY, PROPERTY

JURISDICTIONS SERVED:
ALL 50 U.S. STATES

COLLATERALIZATION REQUIRE-
MENTS: COLLATERAL IS
REQUIRED UP TO THE CAPTIVE
LAYER *LOSS PICK" PLUS A
BUFFER FOR UNEXPECTED LOSS
DEVELOPMENT. THE BUFFER OR
"“GAP" IS CALCULATED FOR
EACH CAPTIVE BASED ON AN
ANALYSIS OF SEVERAL FACTORS,
WITH THE TYPICAL BUFFER
RANGING FROM 50% TO 75%
ABOVE THE EXPECTED CAPTIVE
LOSSES.

FRONTING COMPENSATION:
BOTH FEE-BASED AND PREMIUM-
BASED DEPENDING ON LIMITS

PRINCIPAL CONTACT:
BLAINE BONTEMPO

IndustryFocus

Great American
Insurance Cos.

The Alternative Markets
Division of Great Ameri-
can Insurance Cos. spe-
cializes in risk-sharing
arrangements for
agents, groups and large
accounts. There are sev-
eral structure and serv-
ice options available.

LOCATION: CINCINNATI

PHONE: 513-412-4331

FAX: 513-369-7559

WEB SITE: www.greatamerican
insurance.com

COVERAGE LINES SERVED:
AUTO LIABILITY, GENERAL LIA-
BILITY, PROPERTY, WORKERS
COMPENSATION

JURISDICTIONS SERVED:
ENTIRE U.S. EXCEPT FLORIDA
AND OTHER COASTAL AREAS

COLLATERALIZATION REQUIRE-
MENTS: FULL COLLATERAL-
IZATION TO THE “GAP"

FRONTING COMPENSATION: N/A

PRINCIPAL CONTACT:
SARAH COMERFORD
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0ld Republic

Risk Management Inc.

Old Republic Risk Man-
agement specializes in
providing alternative risk
insurance products and
services that help corpo-
rate and group clients
manage their insurance
programs and stabilize
their insurance costs.

LOCATION: BROOKFIELD, WIS.

PHONE: 262-797-3440

Prudential Financial
Co.

Prudential Insurance Co.
of America, a Prudential
Financial company, is
among the largest group
life and disability insur-
ance carriers in the
country and has estab-
lished a formal infra-
structure to support its
captive business.

LOCATION: SILVER SPRING, MD.

FAX: 262-797-0486

WEB SITE: www.orrm.com

COVERAGE LINES SERVED:
PRIMARY CASUALTY

JURISDICTIONS SERVED:
ENTIRE UNITED STATES

COLLATERALIZATION REQUIRE-
MENTS: COLLATERAL REQUIRED

FRONTING COMPENSATION:
FEE-BASED

PRINCIPAL CONTACT:
MICHAEL WEBER

PHONE: 301-562-7821

WEB SITE: www.prudential.com

COVERAGE LINES SERVED:
GROUP LIFE AND DISABILITY

JURISDICTIONS SERVED:
ENTIRE UNITED STATES

COLLATERALIZATION REQUIRE-
MENTS: CASE-SPECIFIC

FRONTING COMPENSATION:
PREMIUM BASED ON LIMITS

PRINCIPAL CONTACT:
DAVID BROOKER
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PETER BREITSTONE is
managing principal and
chief executive officer of
Aon Environmental
Services Group. in
Cedarhurst, N.Y.

“I say the Earth belongs to each generation. No
generation can contract debts greater than may be
paid during the course of its own existence”
THOMAS JEFFERSON-SEPT. 6, 1789

S ing that economic development and

growth meet the needs of the present
without compromising the future. An
obscure ecological concept until a decade
ago, sustainability is now embraced by many
in the business world to connote enhancing
shareholder value through social, environ-
mental and ethical responsibility.

Risk managers must recognize that to sur-
vive, they must answer the call to address
emerging risks that threaten the ability of an
enterprise to perpetuate its operations.

Until recently, survival meant a focus on
tangible factors deemed essential to corpo-
rate value. Likewise, risk management
focused on purchasing traditional insurance
products to protect those tangible factors.

But today’s news is all about emerging
risks like global warming, resource depletion,
developing economies, water shortages,
credit crises and pollution. How should risk
managers respond to these emerging con-
cerns, and how should sustainability be
viewed against traditional responsibilities?

In the book “The Sustainable Advantage,”
Bob Willard describes the Company Value
Iceberg, which incorporates both tangible
and intangible factors affecting an organiza-
tion’s value. He emphasizes that the tangible
factors, those typically addressed by tradi-
tional insurance programs, are no longer the
primary determinants of corporate value. He
estimates that intangible factors now com-
prise up to 80% of an organization’s value.

For businesses, this shift can translate into
success or failure depending upon the ability
to anticipate future events and trends and
recognize the associated risks and opportuni-
ties. For risk managers, understanding the
concepts of sustainability will be essential to
their success and critical to their job security.

Some areas to consider when looking at
corporate value contributing factors include:
brand value and reputation, employee pro-
ductivity, efficiencies in manufacturing
processes, efficient use of energy (beyond

ustainability is a global concept requir-

Sustaining success and job security

reductions in demand), conservation of con-
sumable resources, and innovation and
investment in research and development.

Other areas are reduced physical facility
costs, customer satisfaction, supply-side
security and diversity, risk mastery—buying
less insurance and providing better protec-
tion for catastrophic risks—and thought
leadership and enlightened management.

For risk managers, the news will be mixed.
Those driving the identification of emerging
risks and promoting the accompanying
opportunities will be valued as part of the
solution. Those who don't will see the role
move to someone else—perhaps the newly
hired vp of corporate sustainability.

More than 400 companies now report hav-
ing an officer of sustainability, and the num-
ber is growing rapidly. Viewed as helping the
company make money by identifying “green
opportunities,” sustainability officers have
been welcomed into the top executive ranks.

FOR RISK MANAGERS,
understanding the concepts of
sustainability will be essential to the
success of their function and critical
to their job security in the future.

Risk management, on the other hand, con-
tinues to be perceived as a cost center. It's no
wonder that risk managers who aren’t con-
versant with the emerging sustainability
issues find their functions being subsumed
by the larger category of sustainability.

In this new milieu, risk managers’ first task
is to understand the issues critical to corpo-
rate sustainability. Then they should look for
opportunities in the emerging risk areas that
can be new business niches or bolster sales of
existing products and services.

Risk managers must recognize that if they
don’t take action, others will, becoming their
organizations’ thought leaders. Sustainability
is a 21st century risk management challenge,
but also an opportunity to enhance responsi-
bilities, create reputation and upgrade com-
pensation. For risk managers becoming part
of the solution, job sustainability will only
be the beginning of future opportunities.
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