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Beazley revamps war
risk and piracy offering

Combined productavailableat discount to separate covers

Christopher Munro
Senior reporter

eazley, long held as one of the
leading markets for marine
and piracy cover, has devel-
oped a combined package that
will provide shipownerswithupto $75m-
worth of cover should they suffer the mis-
fortune ofhaving their vessels hijacked.
The combined war risks and piracy
coverpolicyisavailable from Beazley syn-
dicates 623 and 2623 and will be offered at
a discount compared with the two prod-
uctsbeing purchased separately.
Beazley holds a position of strength in
the marine war risks market, having cov-
ered more than 10,000 vessels travelling

through the Joint War Committee’s (JWC)
defined listed areas last year alone. The
company’s head of marine and energy,
Clive Washbourn, is also the chairman of
theJWC.

Michael Sharp, a kidnap and ransom
(K&R) underwriter with Beazley, said:
“Marine war risks and piracy risks fre-
quently co-exist in the same waters. Our
clients and the brokers we work with
have consistently told us they wanted to
be able to buy cover for both perils simply
and conveniently under the same policy.”

While the productwill protectshipown-
ers against normal war and piracy perils,
it will also provide highly experienced
negotiators should a vessel be captured
andits crew or passengers bekidnapped.

Piracy continues to dog the global ship-
ping industry at a time when owners are
already struggling with the fallout from

Piracy in 2012 - facts and figures

Vessels attacked this year,
with 19 of these attacks
resulting in a hijacking

Hostages taken so far
this year by pirates
are still being held

Source: International Maritime Bureau Piracy Reporting Centre

Arthur J Gallagher’s OIM unit buys
Contego Underwriting

ArthurJ Gallagher’s (A]JG) London-based
managing general agent (MGA) OIM
Underwriting has completed a deal to
acquire Contego Underwriting, writes
Christopher Munro.

Contego, itself an MGA specialising in
the construction and engineering indus-
tries, has clients in more than 50 coun-
tries around the world, although it has a
particular focus on Australia, south-east
Asiaand South America.

The company offers both insurance
andreinsurancetoits clients.

Chris Parmenter, managing director of
Contego, will continue to lead the opera-
tion under its existing brand from its
home on Fenchurch Avenue in London,
although the business will now be under
the direction of Sian Fisher, OIM’s man-
agingdirector.

The addition of Contego to the OIM
brand is the first step the company has
taken in branching out into the interna-
tional area of the London market.

Contego was launched in August 2006
under the auspices of Parmenter, with

the depressed economic conditions. The
waters off Somalia remain the hotspot,
having emerged as an area of increased
piratical activitybackin2007 and 2008.

While the number of successful attacks
has decreased in recent years, the
amount being paid out in ransoms has
more or less remained constant, as
pirates demand ever more for the safe
return of vessels and their crew.

Figures from the International Mari-
time Bureau’s Piracy Reporting Centre,
which werelast updated on June 25, indi-
cate a total of 168 attacks have occurred
across the world so far this year, with 19
having ended in hijack. Somalia
accounted for 67 of these attacks, 13 of
which ended up with the vessel being
hijacked along with some 195 hostages.

Atpresent, 13 vessels are being held by
the pirates, with 185 hostages.

Of the vessels attacked
this year were near
Somalia, with 13 hijacked

Hostages have been
taken so far this year
by Somali pirates

the company originally backed by Brit
Insurance. This agreement, which was
initially set out for three years, was re-
negotiated and renewed in August 2008.

OIM offers a variety of coverages,
including liability, property, commercial
combined, personal accident and travel,
personal lines and professional indem-
nity. The company was bought by AJG in
September 2008 from London-based
Oxygen Holdings, with Fisher saying at
the time the buyout would facilitate fur-
ther expansion of the business.
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Munich Re considers lending directly
to industrial clients to hedge against
sluggish investment returns

Herbert Fromme, Cologne
German correspondent

unichReis consider-
ing offering loans
directly toindustrial
companies, without
using banks, as it searches for
appropriate yet robust non-insur-
ancereturnsonits capital.

So far, no final decision has been
takenon thisplan.

Munich Re manages €212bn
($260.22bn) and has a dilemma: it
invests very conservatively in
accordance with its principles, but
also because regulators and rating
agencies expect it to invest care-
fully. Munich Re has enough large

“We have to be
careful we don't
become
complacent”

Jorg Schneider
Munich Re

insurance risks on its books; it can
dowithout especiallylarge risks on
theinvestmentside.

At the same time, the group (to
which Ergo with its life insurance
business belongs) has to earn
enough profit to be able to service
customers’ guaranteed interest
rates. Thisisnot problematicin the
short term; however, low interest
rates are a major problem in the
medium term. “At present, we get
just less than 3% for new invest-
ments,” Munich Re’s chieffinancial
officer,Jorg Schneider, said.

For many years, subordinated
loans to banks were the staple diet
of German insurers’ investment
departments. However, the finan-
cialcrisishasrendered suchinvest-
ments unfashionable. “We have
significantly reduced our exposure

-

to banks,” Schneider said. He also
remainsscepticalaboutshares.

Against this background, it
makes sense to grant loans directly
to industrial companies. Munich
Re could charge higher interest
rates than can be achieved on gov-
ernment bonds. However, Schnei-
der is still hesitating. “There is the
difficulty of monitoring creditwor-
thiness, which wewould havetodo
for all the companies to which we
lend money,” Schneider said.

And he stressed Munich Re does
not not aim to replace banks. The
reinsurer needs good banks
because it uses many derivatives
to secure long-term capital mar-
ketrisks.

Schneider is satisfied with the
state of the company after years of
suffering from the financial crises.
“We have had breathtaking
upheavals,” he said. However,
that had very surprisingly little
effect on Munich Re’s equity base.

“We have always done that we
could do best,” he said. Certain
advisers had tried to persuade
Munich Re to try the same busi-
ness model as AIG — hedging bank
derivatives. “We didn’t do that
because we didn’t understand
how you could earn so much
moneywith solittlerisk,” he said.

“Butwehavetobecarefulwedon’t
become complacent”,headded.

Munich Re is seeking to extend
itsscope of business.

High inflation and low interest rates pose
greatest threat to reinsurers — Schneider

Highinflation combined with con-
tinuing low interest rates poses
the greatestthreattoreinsurersin
the ongoing economic turmoil,
according to Jorg Schneider, chief
financial officer of Munich Re.

The combination would put
intense pressure on loss reserves,
requiring reinsurers to spend
more on claims without being
able to rely on robust investment
returns.

Still, Schneider is optimistic
about the future of the euro,
although he acknowledged one or
two countries might have to stop
usingthe currency.

He disagrees with the order in
which political decisions are taken
in Europe. “First of all, the political
restructuring must take place, then
theliability can be spread,” he said.
Munich Re will have to cope with
more losses as a result of the crisis,
hesaid. “However, we have spread

“First of all, the political
restructuring must take
place, then the liability
can be spread...
However, we have
spread our risks so

we make our profit in
other areas”

Jorg Schneider
Munich Re

our risks so we make our profit in
otherareas.”

Schneider is proposing a differ-
ent phasing-in period for Sol-
vency II than the one being
discussed by the European Com-
mission. “It would be advisable
not to jump completely into cold
water,” he said.

While the commission is talking
about a step-by-step introduction
with a seven-year period of grace
for existing policies, Schneider
prefers a completely parallel sys-
tem of three to five years’ dura-
tion. Within this period, Solvency
II would have to be implemented
completely, including reporting
obligations. But the regulators
would use Solvency I for deter-
mining the financial health of a
company and deciding about con-
sequences. In any case, Solvency
II needs further adjustments, Sch-
neidersaid.

Eiopa publishes final disclosure report

Eiopa has published its final report
on the reporting and disclosure
requirements for insurers,, writes
Peter Birks.

In response to the industry’s
comments, it has doubled the
threshold for financial stability
information to €12bn ($15bn) in
assets at Solvency IT balance sheet.
However, since this would mean
for some countries very few insur-
ers would qualify, this threshold
will be complemented by a crite-
rion for obtaining at least 50% cov-

erage of the sector at the national
level. Adjustments have also been
made to the levels of quarterly
reportingrequired.

Eiopa said it feels its final docu-
ment represents “a balanced
approach towards costs and bene-
fits”. It added it “strongly believes
the industry should use the pro-
posal as a basis to start the imple-
mentation phase”.

Eiopa accepted ongoing discus-
sions relating to the Omnibus II
Directive, which still has to get

through the European parliament,
and future implementing meas-
ures are likely to lead to changesin
the reporting requirements. Nev-
ertheless, it is asking insurers to
use the existing package asitstands
to begin the implementation
phase. The European Commission
is coming up against an ever-more
compressed timetable for the
introduction of Solvency II, with
the beginning of the transition
phase postponed from January 1
2013 until June 2013 (Insurance-

day.com, Apr 27), but the date for
introduction of full implementa-
tionmaintained atJanuary1,2014.
Eiopa’srequestinsurersproceed
with its final report “as if” it were
the final wording is an attempt to
get the process going while the
European parliament sorts out the
finalwording of OmnibusII.
Gabriel Bernardino, Eiopa’s
chairman, said: “The publication of
this report is crucial because insur-
ance undertakings and supervisors
needtostartasearlyaspossiblewith

the implementation of reporting
and disclosure requirements. The
proposed reporting templates are
the result of a long effort by Eiopa
and have benefited from contribu-
tions from the different stakehold-
ers. This set of harmonised
reporting templates represents a
major step towards the consistency
ofsupervisorypracticesinthe EU.”
Eiopa expectsthe full package on
reporting and disclosure, with all
changesincorporated, to be availa-
ble“laterin2012”.
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Catco raises Japan loss
reserves to 100%

Peter Birks
IIN24 editor

3

ermuda-based collateral-

ised insurance vehicle
Catcoistoinclude a 100%

loss reserve on exposures

relating tothe2010/2011 disastersin
New Zealand and Japan, following
meetings between Catco Invest-
ment Management and the com-
pany’s two retrocessional
counterparties, and the rejection by
those parties of a commutation
offer. Catco had previously had a
30%lossreserve forthe Japanevent.
Catco said “both reinsurance
counterparties have implemented
a100%lossreserve ontheirrespec-
tive balance sheets associated with
Catco Re’s protections. As a conse-
quence, the master fund’s board of
directors has resolved to include
the same loss reserve provision in
the net asset value calculation as at
June 30, 2012, which will, in turn,

be reflected in the company’s net
assetvalue”.

Catco said this is still only a
reserve, rather than a crystallised
loss. Catco has paid in full one coun-
terparty representing 31.4% of the
Japan exposure, but has not yet
been requested to pay on any of the
New Zealand exposure nor on the
remaining 68.6% ofJapanexposure.

Catco said the investment man-
ager had sought to commute the
New Zealand and Japan exposures
once the loss reserves at the
counterparties were  Dbetter
known, but said the counterpar-
ties had rejected this offer, “owing
tothe expected size of their respec-
tivereinsurancelossreserves”.

Previously, Catco had assigned
aloss reserve of 30% of the Japan
exposure. However, an increase
in losses as a result of the March
2011 quake changed the situa-
tion. Had the 100% Japan loss
reserve been in place on Decem-
ber 31 2011, this would have
equated to an 89.5¢ hit on net
asset value per ordinary share.

belongingsin the town of
Kesennuma, Miyagi
prefecture, Japan, following
theearthquakelastyear

APPhoto/LeeJin-man

L =

events. Catco said it is still assess-
ing the best way to merge the two
groups of shares.

The “C” shares (those issued after
the Japan and New Zealand
events) have no exposure to those

Chubb faces second-costliest Q2 for
catastrophes in five years

$2bn

Cost to US insurers of
storms and wildfires in Bel,111:], 110 2R LEL
June, according to Aon

- 100,000

Claims prompted
by hailstorm in
Texas and New
Mexico

Chubb is facing the second-largest
second-quarter catastrophe bur-
den of the past five years after the
severe hailstorms and windstorms
that swept through the US earlier
thisyear, writes Richard Banks.

Earlier this week, Aon published
a report suggesting storms and
wildfires in June alone would cost
USinsurersatotal of $2bn.

Chubb confirmed today it
expects cat losses for the second

$200m to
$240m

equivalent to...

<

quarter to total between $200m
and $240m, equivalent to between
48¢and57¢ashare.

Last year — the costliest catastro-
phe year on record for the global
insurance sector — Chubb’s second-
quarter cat bill was 72¢ per share.
For 2010, 2009 and 2008 it was 38¢,
8Cand 28¢respectively.

According to the Aon report, the
costliest event during June was a
hailstorm in Texas and New Mex-
ico that prompted more than
100,000 claims and willleave insur-
ers will a bill of more than $1bn. A
separate hailstorm in Colorado
and Wyoming caused more than
$700mininsuredlosses.

T g e
'$1bn
Expected cost

to insurers

of Texas
hailstorm «

48¢C
to 57¢C

Per share

Capital boost
for Labuan Re
relieves rating
pressure -

AM Best

A $55m capital boostwasenough to
ease the short-term pressure on
Malaysia’s Labuan Re caused by
losses from last year’s Thai flood-
ing and its participation in the run-
off of Lloyd’s syndicate 1965,
according to AM Best, writes Rich-
ardBanks.

The rating agency has removed
its A- (excellent) financial
strength rating on Labuan Re
from under review with negative
implications, affirmed it and
assigned a stable outlook.

It described the $55m capital
raising —via the issuance of a sub-
ordinated bond - as sufficient to
offsetthelossesfrom the Thailand
flooding and from Labuan Re’s
indirect participation in the run-
off of Lloyd’s syndicate 1965, both
of which had contributed to a net
lossfor2011.

As well as the capital boost,
Labuan Re has tightened its under-
writing guidelines for overseas
business and introduced a quota-
share agreement designed further
to relieve the pressure of the pre-
miumriskonits capitalisation.

Labuan Re is a shareholder in
ACAL Underwriting, the sole capi-
tal provider to Lloyd’s syndicate
1965, which closed its doors to
new business last November
under the burden of the swathe of
catastrophe losses, including the
Japan and New Zealand quakes
and Thaiflooding.

The Malaysia reinsurer has also
provided underwriting capital to
other Lloyd’s syndicates including
three Chaucer syndicates — 1084,
where it had a £32m ($49.8m) lim-
ited tenancy agreement; nuclear
syndicate 1176; and ICM’s catastro-
phe syndicate 4242 — as well as
Argenta’ssyndicate 2121.

In 2010, Lloyd’s accounted for
close to 40% of Labuan Re’s gross
premiumwritten.
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Satellitesin orbitaround Earth as 0f2011

Low Earth orbit
Geostationary orbit

2,000
35,786

400
370

Source: Allianz Global Corporate & Specialty

Fresh guidelines and
technology limiting
potential for space disaster

Christopher Munro
Senior reporter

-

ew guidelines and
emerging technologies
are limiting the poten-
tial for insurers to suf-
fer losses owing to collisions in
space, although the sheer amount
of debris now orbiting the Earth
meanstherisk of disaster remains.

There are close to 370 active sat-
ellites operating in geostationary
orbit (GEO) and some 400 in low
Earth orbit (LEO), while atthe same
time close to 16,000 objects larger
than 10 cm have been catalogued
orbiting the planet. This is making
it ever harder for operators and
insurers alike to assess the true
threat of collision.

Whilethelarger objectscan cause
the total loss of a satellite, even
smaller pieces of debris — catego-
rised asbeinglessthan1cminsize—
can cause irreversible damage.
These estimated 35 million pieces of
small debris can travel up to 10 km

per second, making them just as
dangerous as their larger counter-
parts, if not more so because they
are very difficult, and in some
instancesimpossible, totrack.

“The space debris situation has
become irreversible, according to
the Kessler Syndrome, which
claims the amount of debris is so
high atmospheric drag is not
enough to burn up all the floating
objects. In fact, debris amounts are
increasing as objects continuously
collide, producing more and more
fragments,” the latest Space Risks
report from Allianz Global Corpo-
rate & Specialty (AGCS) said.

Insurersarefacingthe prospectof
considerablelossesasthe amountof
debris rises, but with industry
guidelines now calling for operators
to undertake the systematic de-or-
biting of satellites once they have
gone offline, the rapid rise in the
amount of debris in orbit is likely to
slow. The de-orbiting manoeuvres
involve raising the satellite to a new
graveyard orbit some 300 km above
GEO, which is itself some 35,786 km
above the Earth’s equator. LEO
tendstobebelowthe 2,000kmmark.

30 40
200 200

Other technologies designed to
remove debris, perhaps through
the use of lasers or using docking
satellites to latch on to objects and
force them into destructive orbits,
are also being considered, as are
space tethers. Furthermore,
debris-removal methods involving
electromagnetism, momentum
exchange, capture or modification
areallbeinganalysed aswell.

Not all satellites are insured; in
fact, the vast majority are not. Of
the 400 LEO satellitesin orbit, AGCS
said fewer than 30 were insured in
2011. A significantly higher pro-
portion of GEO satellites are pro-
tected by underwriters, however,
with close to half the 370 or so of
these covered. The average opera-
tional life span for an LEO satellite
is five years; for a GEO satellite it is
15years.

While insurers are not covering
the majority of these satellites, they
are exposed to potentially signifi-
cant losses, with the average LEO
and GEO satellite insured for $40m
and $200m respectively. Com-
bined, these insured assets are val-
uedatmorethan $20bn, AGCS said.

Sector insurers facing three major issues

Rising launch values, a decreasing
premium pool owing to increased
competition and growing risk
exposures have been cited as the
three main issues affecting the
space insurance industry, writes
Christopher Munro.

Total premium for space risks
that launched last year amounted

to close to $800m, but with losses
incurred ofclose to $600m, thelevel
of profitability often associated
with the marketwasnotachieved.
The space insurance market is
one of the more obvious low-
volume, high-volatility markets
within the insurance industry. Sat-
ellites in low Earth orbits are usu-

Satelliteinsurance claims, 2011

Mar4 Glory 11
May 3 Intelsat New Dawn 146
May21 Telstar 14R (EstrelaDo Sul 2) 123
Aug17 Express AM-4 304
Nov8 Phobos-Grunt 40
Total 604

Source: Ascend

ally insured for close to $40m,
while those in a geostationary orbit
are covered for closeto $200m, Alli-
anz Global Corporate & Specialty
saidinits Space Risksreport.

Farand away the largestloss last
year was the failed launch of the
Express AM-4 satellite, which was
successfully taken into space but
failed to achieveits intended trans-
fer orbit. Following an investiga-
tion, it was found the fault lay with
the Breeze M upper stage program-
mer on board the Proton rocket.
This brought an estimated $304m
losstothe market.

Other notable losses include the
deployment anomaly on board
Intelsat’s New Dawn satellite and
the solar array deployment anom-
aly on the Telstar 14R, also known
astheEstrelaDo Sul 2.

Final AF447 report will
reinforce Air France's
conviction to subrogate

Christopher Munro

- Senior reporter
LY

The final report into 2009’s Air France Flight 447 disaster will only re-
inforcetheairline’s desire tosubrogate claims against the manufacturer
of the aircraft’s Pitot tubes, with investigators citing the failure of the
electroniccomponents as one of the main causes of the accident.

Last Thursday, France’s domestic aviation investigator, the Bureau
d’Enquétes et d’Analyses pour la Sécurité de ’Aviation Civile (BEA),
published its final report into the accident, which claimed the lives
of all 228 people on board. The lead insurer on the slip was Axa
Corporate Solutions, with the accident likely to cost underwriters more
than $650m.

Asreported in Monday’s Insurance Day, having studied the aircraft’s
black boxes, the BEA found inconsistent measuring of airspeed,
which is likely to have been caused by a build-up of ice crystals in the
Thales-manufactured Pitot tubes, was one of six major factors behind
theaccident.

Sean Gates, senior partner at specialist aviation law firm Gates and
Partners, said: “An accident report isn’t designed to be used in court as
proof of what happened, [but] what you can do is see the conclusion and
see if it gives rise to a legitimate inquiry. And it would seem from the
reportalegitimate inquiry could be made.”

Several market sources said such moves are already under way,
although whether the claim against Thales, whose liability insurance
programme is led by Allianz Global Corporate & Specialty, is successful
remainstobe seen.

Indeed, onesource said Air Franceitself would take close to 60% of the
ultimate liability owing to the role the crew played in the accident, with
Airbus, the aircraft’s manufacturer, holding a 30% share. Airbus is
insured by French aviation mutual La Réunion Aérienne. Thales would
thenbeleftwith just 10% of the ultimate liability.

Mark Meyer, partner at Edwards Wildman UK, said: “Everyone
accepts the failure of the Pitot tubes was a ‘but for’ cause of the accident—
that’s clear from the report—but whether or not that’s thelegal causeisa
separateissue. The two don’t follow-they are separate inquiries.”

The “but for” element may have been what started the process of the
accident, butithasnotbeen cited asthelegal cause.

The case against Thalesis further muddied by the knowledge the Pitot
tubes were prone to icing up. Consequently, questions have been raised
astowhether Air France shouldhave been using themin the first place.

The reportitself says: “The blockage of the Pitot probes by ice crystals
in cruise was a phenomenon that was known but misunderstood by the
aviation community at the time of the accident.”

Ashighlighted in Insurance Day shortly after the accident, Air France
pilots had previously reported Pitot tube failures owing to a build-up of
ice and the airline was replacing all the airspeed sensors with updated
modelswhen the AF447 disaster occurred.

Atthetime, AirFrancesaidithadlauncheditsreplacement programme
forallof theanemometric sensors onits affected aircrafton May 29, only
two days before Flight 447 left Rio de Janeiro for Paris. In the aftermath
oftheaccident, the airline stepped up the replacement programme.

“An accident report isn't designed
to be used in court as proof of
what happened, [but] what you
can do is see the conclusion and
see if it gives rise to a legitimate
inquiry. And it would seem from
the report a legitimate inquiry
could be made”

Sean Gates
Gates and Partners



6 www.insuranceday.com| Thursday 12 July 2012

WORLD LOSS INTELLIGENCE/LIABILIT

70
L

/
’
das

Lawsuit: AIG sues US government over federal taxes Environmental clean-up: Cerm:

WASHINGTON: Bailed-out insurer AIG has filed a lawsuit in the US Court of CANADA: Oslo-based fish-farming group Cerr
Federal Claimsin Washington torecover a $30.2m alleged overpayment of fed- resultsto cover the cost of clean-up of the Dixo1
eral taxes dating back to 1991. The company said the $30.2m sum represents The company detected IHNv — infectious he
the net difference between its overpayment of taxes that year and its under- 570,000 fish with an average weight of 1kg.
paymentoftaxesin1997,1998 and 1999. The site is owned by Mainstream Canada,
AIG said it filed the lawsuit because the six-year statute of limitations on either from the federal government oritsinsur
resolving tax claims was about to expire. The tax discrepancies were discov- “Ithas, however, not yet been possible to ob!
eredinthesummer of2006. massinsurance,” the company stated.

JB Reed/Bloomberg

Settlement: Aflac pays $700,000 to State School Fund

MISSOURI: State regulators have reached a settlement with American Family Life
Assurance Company of Columbus — best known as Aflac - following a review of the
insurer’sactivities.

The settlement follows an investigation by Missouri, alongside Minnesota and
Idahoregulators,into anumber of Aflac business practices.

In addition to Missouri’s fine, Aflac will pay $700,000 in fines to Minnesota and
$200,000 to Idaho.

The insurer was investigated for sales of duplicate coverage and the suitability of
products,aswellasoverselling. Numerous

other Aflac business practices were

also examined.
.’ Lawsuit: Oklahoma law firm settles wit
é OKLAHOMA: Alaw firm has paid $600,000 to settle a
lawsuit filed by the Federal Deposit Insurance
Corporation (FDIC).

Oklahoma-based Andrew Davis Law
paid the sum to settle a suit filed by FDIC
last October.

In the lawsuit, FDIC accused the firm
and its representatives of negligence
and malpractice in representing Altus
bank, which failed in 2009, and Altus’
former chief executive and board chair-
man, Paul Doughty.

The law firm allegedly facilitated bad loans
worth $13.5m from the bank toits subsidiaries.

Ear' pﬂra l. d
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1q books Kroner27m charge

naq has booked a charge of Kroner27m ($4.4m) into its second-quarter
1Bay site on the west coast of VancouverIsland, Canada.
lematopoietic necrosis - at the site, which consisted of approximately

vhich said it is looking into the possibility of obtaining compensation
ance provider.
ain an agreement with the insurance company responsible for the bio-

Kroner27m

; 7 O , O O O Amount Cermaqg has

. booked into Q2
lJ.tI}Ill;) :irte? ffish results to pay for the

Dixon Bay clean-up
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00,000

t Andrew Davis
as paid to settle
it filed by FDIC
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Compensation: UK scheme faces higher claims bill

UK: Total payouts by the UK’s Financial Services Compensation Scheme (FSCS) stood at
slightly more than £54m ($84m) last year, but the figure is expected torise for the next finan-
cialyear following a surge in the number of new claims filed against failed insurers.

The FSCS has seen a 39% increase in new claims filed against the policies of insurance
estates it manages, most of which were related to noise-induced hearing loss, which raises
the prospect of more claims and higher settlement costsin the future.

This follows a recent court ruling in Scotland on noise-induced hearing loss compensa-
tion, which prompted a dramatic
increase in the number of claims filed on
employers’ liability policies written by
defunctinsurer Chester Street.

Chester Street, which was declared
insolvent in 2001, continues to account
for the largest share of payments made

under the general insurance segment of Rise in new claims filEd
the FSCS,butamore than £6mreduction ag ainSt the POliCieS Of

in claims from Independent Insurance

policyholders led to a fall in the total Insurance estates the

compensation bill to slightly more than FSCS Immanages
£54mlastyear.

\
\

-
-— —

Supreme Court ruling: Judge strikes out exaggerated claims

UK: June 27 saw a landmark judgment in the Summers v Fairclough Homes case, when the
claimant, who suffered a genuine injury at work, attempted to exaggerate greatly his claim
butwas thwarted by the defendant’sinsurer, Zurich, which obtained surveillance evidence
proving he was exaggerating and continuing to work.

Accordingto QBE’slatest claimsbriefing, the defendantapplied tohave the case struck out
in its entirety, arguing the exaggerated claim was a substantial fraud and dishonest behav-
ioursuch asthe claimant’sshould be stamped out as a matter of public policy.

However, the judge at first instance disagreed and awarded the claimant more than
£88,000($124,515) based on the true extent of his injury —the claimanthad originally sought
more than £830,000, nearly 10 times this

amount. He later reduced the claim to
closeto£250,000. £
However, the judge also gave permis- '

sionforanappeal to the Courtof Appeal on

the exaggerationissue. Amount JUdge awarded
Artur Niemczewski, chief executive at t() the Claimant

liability adjuster Garwyn, said: “We

encounter cases that are similar to Sum-

mersv Fairclough Homes in which, follow-

ing a genuine injury, the pleaded effects ’

are significantly overstated or exagger-

ated. This places a great evidential burden Amount claimant had
on the defendant to detect and prove originally Sought

potentialfraud.”
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FINANCIALWORLD TODAY

Sector stocks boosted by
EU attempts to stimulate
regional economies

European Central Bank cutitskeylending
rateto0.75% and the Bank of

England announced a £50bn
bond-buying programme

Rasaad Jamie
Global markets editor

fter several months of

consistent deteriora-

tion in their wvalue,

insurance and reinsur-
ance stocks, particularly those
listed in Europe, had by far their
best week in 2012 for the period
endingJuly5.

A key development here for the
financial markets was the decision
by EU leaders at a meeting the pre-
vious Friday in Brussels to make it
easier for banks based in an EU
country to be financially assisted

=

directly by the EU without such a
loan having to be channelled
through government and thereby
further increasing the debt bur-
densofindividual countries.

For the markets, the decision
reduces the pressure both on the
European financial services sector
and on those countries such as Por-
tugal, Ireland, Italy, Greece and
Spain deemed to be on the euro-
zone “periphery”. The decision
was more or less forced on the EU
by the near-collapse of the Spanish
banking sector in the weeks lead-
inguptothesummitinBrusselsasa
result of the over-exposure of
Spanish banks to the domestic real
estate market.

The markets also took comfortin

'fst ock.com

the announcement that EU coun-
tries, including a previously resist-
ant Germany, had reached
agreement on a number of fresh
measures, which most notably
included increasing the number
and the size ofbailout funds availa-
bletoin-debteurozone countries.

Biggestone-daygainin 2012

The news propelled the S&P 500 to
its biggest one-day gain since
December 2011, when another
series of central bank and govern-
ment supported measures for the
banking sector had boosted the
financial market. The latest initia-
tive similarly boosted financial
services sector stocks, including
insurers. It particularly supported

Table:Share prices as at closeJuly 5, 2012

—— T cureney

Ace USdollar
AIG USdollar
Alleghany Corporation USdollar
Allianz Euro
Allstate USdollar
Alterra USdollar
Amlin Pence
Arch Capital USdollar
Aspen USdollar
Aviva Pence
Axa Euro
Axis Capital USdollar
Berkshire Hathaway (A) USdollar
Catlin Pence
Chubb USdollar
CNAFinancial USdollar
Endurance Specialty USdollar
EverestRe USdollar
Generali Euro
Hannover Re Euro
Hiscox Pence
Insurance Australia Group Australian dollar
KoreanRe South Korean won
Montpelier Re USdollar
MS&AD Insurance Group Yen
MunichRe Euro
NKSJHoldings Yen
PartnerRe USdollar
Platinum USdollar
QBEInsurance Group Australiandollar
RenaissanceRe USdollar
RSA Pence
Scor Paris Euro
Scor Zurich Swissfranc
SwissRe Swissfranc
Travelers Companies USdollar
Tokio Marine Holdings Yen
XL Group USdollar
Zurich Insurance Group Swissfranc

Source: Insurance Day

the stocks of European and
Asian insurance
groups, which, for
obvious reasons,
had been
under much
more pres-
sure than
their coun-
terparts in
the US and
Bermuda.
But it
was not
entirely plain
sailing for sec-
tor stocks during
the week under
review. After the major
boost afforded financial

Francois Hollande, France's
president, atthe EU summit

Jock Fistick/Bloomberg



www.insuranceday.com| Thursday 12 July 2012

=]

Dec31,2011 Jun 28,2012
70.12 72.30
23.20 30.84

285.29 336.70
73.43 74.50
27.41 34.14
23.63 22.76

313.90 345.30
37.23 38.98
26.50 28.68

300.80 261.90
10.05 9.80
31.96 8213

114,755.00 123,435.00

398.70 422.10
69.22 71.51
26.75 27.30
38.25 37.97
84.09 105.13
11.63 10.10
38.30 45.46

373.50 425.00

2.98 3.41
15,000.00 11,150.00
17.75 21.13
1,426.00 1,364.00
94.59 107.00
1,510.00 1,652.00
64.21 74.99
34.11 37.75
12.95 13.10
74.37 75.47

105.20 105.20
18.06 18.80
21.50 21.75
47.87 58.75
59.17 62.85

1,705.00 1,961.00
19.77 20.49
212.50 209.20

Jul5,2012 ChangefromJun28(%) Capitalisation($m)
73.52 1.7 24,901
31.97 3.7 57,355
344.28 2.3 5,828
79.20 6.3 44,599
34.90 2.2 17,148
23.57 3.6 2,369
352.20 2.0 2,713
39.99 2.6 5,417
29.46 2.7 2,107
284.60 8.7 12,397
10.45 6.6 29,650
33.25 3.5 4,303
124,810.00 1.1 116,198
429.30 1.7 2,394
73.37 2.6 19,806
28.00 2.6 7,542
38.63 1.7 1,676
104.93 0.2) 5,535
10.17 0.7 19,499
47.24 B1Y) 7,059
422.50 (0.6) 2,496
3.56 4.4 7,586
11,600.00 4.0 1,165
21.28 0.7 1,232
1,442.00 5.7 7,604
112.31 5.0 27,468
1,703.00 3.1 33,676
75.36 0.5 4,864
38.52 2.0 1,342
13.34 1.8 14,144
75.68 0.3 3,917
108.00 2.7 5,784
19.45 3.5 4,438
21.75 0.0 4,211
60.50 3.0 23,132
63.96 1.8 24,883
2,034.00 3.7 20,052
20.95 2.2 6,530

217.40 39 33,048

services stock by the Brussels sum-
mit policy announcements, these
stocks soon came under pressure
about two days into the period as a
result of weak economic data from
the US (manufacturing activity
contracted in June for the first time
inthreeyears), China (manufactur-
ing activity in China fell in June,
with the country’s export orders
recording their biggest fall since
December) and Europe (where
eurozone manufacturing also
shrankin June and jobs were being
cut at their fastest rate in two-and-
a-halfyears).

Reduced gains
However, while these develop-
ments notably reduced stock mar-

ket gains at the start of the period,
they did not entirely cancel them
out, particularly for financial serv-
ices sector stocks, which were
much less badly affected than
energy and manufacturing stocks.

In addition, the financial mar-
kets were given another semi-
boost towards the end of the
week when the European Central
Bank cut its key lending rate to
0.75% and the Bank of England
announced a £50bn ($77.84bn)
bond-buying programme. There
was also a notable improvement in
the US employment figures with
both the monthly and weekly data
much more positive than during
previous periods.

The financial market fortunes of

insurer Aviva, which gained 8.7%
during the period, were not entirely
down to broader financial market
developments. After initial reserva-
tions, the market responded very
positively to the restructuring plans
outlined by Aviva’s new executive
chairman, John McFarlane.

These measures include a new
office of the chairman manage-
ment group comprised of the five
most senior executives in the com-
pany and the designation of 16
business units as not part of the
core operations of the company
and therefore to be sold or closed.
Theseinclude Aviva’s subsidiary in
South Korea; a unit within its UK
annuities business; and some of its
businessesinItaly. ™

Graph:Thisweek’s winners...
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a¥ LAW & ORDER

FSA finds ‘serious
failings’ in the sale of
interest rate swaps

John Bruce, partner, and
Laura Brahams, solicitor
Kennedys' financial institutions
group

ust when British banks would
haveloved some positive pub-
licity at the end of June the
Financial Services Authority
(FSA) announced it had found
“serious failings” by Barclays, HSBC,
Lloydsand RBS in the sale of interest
rate hedging products to thousand
of small and medium sized busi-
nesses. The cost of the problem
couldbeasmuchas£1bn ($1.55bn).

The products were essentially
sold to protect customers in the
event of interest rate rises. With
interest rates now at an historic
low, customers have found these
products are very expensive to
maintain and can be even more
expensive to exit.

The FSA’s investigation found a
range of poor sales practices,
whichincluded:

i) Poordisclosure of exit costs;

ii) Failureto ascertain the custom-
ers’understanding of the risk;

iii) Non-advised sales straying into
advice;and

iv) Employee rewards and incen-
tivesdriving sales.

The four banks have agreed to pay
“appropriate redress where mis-
selling has occurred”. The exact
redress will vary from cus-
tomer to customer, but
could include a mix-
ture of cancelling or
replacing existing
products, together

28,000

Number of interest no
rate hedging products

investigation costs cover under
both the civil liability and direc-
tors’ and officers’ wordings.

The process agreed with the
FSAwillinevitablyresult
in payment of redress
to customers where
claims have
been made. This

with partial or full !:hat have been SOI.d will call into ques-
refunds of the costs ‘as 2001, accordmg tion whether the
to the FSA

ofthose products.

The FSA said 28,000
such products have
been sold since 2001
althoughnotallwill
have been mis-
sold. Interestingly,
of the 48 com-
plaints against Bar-
clays ruled on by the
Financial Ombudsman
Service (FOS), only 10% were
decided in favour of customers.
The courts - to whom many busi-
nesses will have to complain - are
traditionally less pro-customer
thantheFOS.

It remains to be seen whether
thiswillbe aheadache for financial
institutions underwriters. Two
types of claims might be made on
policies — claims on the civil liabil-
ity form in respect of customer
redress; and claims for regulatory/

£1bn

Possible cost of the
mis-selling of interest
rate swap products

banks truly owe a legal
liability to customers or
whether they are com-
pensating more cus-
tomers than they
need in an attempt
tocurryfavourwith
the FSA and to pre-
serve theirbrand.
Claims are likely to
be made on mitigation
covers meaning issues raised in
the recent Standard Life judge-
ment may need to be revisited.
Given the most questionable sales
look likely to have occurred in
2008 and earlier, retroactive date
exclusionsmaybe triggered.

The timing of any notifications
will also need to be scrutinised.
Finally, that part of compen-
sation representing the bank’s
fees and commissions will likely
beexcluded. ™

RICS proposes changes
to valuers’ insurance
arrangements

The UK’s Royal Institution of Char-
tered Surveyors (RICS)is proposing
comprehensive changes to profes-
sional indemnity (PI) insurance
arrangements for surveyors who
carryoutvaluations.
Therecommendations, published
lastmonth, follow a four-month con-
sultation in response to concern
secured lending valuation services
werebecomingunsustainable.

The problem

The over-heated property market,
easy credit and arguably impru-
dent lending practices that pre-
ceded the global financial crisis
have produced an avalanche of
claimsagainstvaluers.

As a result, PI capacity has dis-
appeared and what remains is
only available at far greater cost,
causing many surveyors to with-
draw from the secured lending
valuation sector.

RICS’skeyrecommendations

e Agreeing more balanced stand-
ard terms and conditions of
engagement regarding pricing
and liability caps;

e Revising the RICS minimum
terms to enable PI providers to
exclude cover for valuations
undertaken outside those terms
and conditions;

e Approving a form of alternative
dispute resolution for lower-
value claims;

e Producing guidance on quality,
claimshandling andrisk.

Will the proposals work?
Introducingatrulylevel playing field
andpricingstructurewillbedifficult.

Lenders that have historically
paid little, and often nothing, to
transfer their risk are unlikely to
find such changes attractive and
buy-in from the larger surveying
practicesmay alsobe muted.

Insurers will welcome the drive
for improved quality, as well as a
possible tightening of the mini-
mum terms, but the proposals
include nothing to contain the
presentclaims epidemic,ironically
fuelled by retrospective valuations
that all too frequently use sales
data that would not have been
available when the original valua-
tionswere carried out.

It is clear thought was given to
different insurance products for
valuation work; including “occur-
rence” rather than “claim” basis
and single property/valuation
cover; as well as liability capping
based on defined multiples of the
valuation fee. However, the RICS
recognisedits function wastofocus
on future claim minimisation
rather than determining the insur-
ance products for valuation work.

Clearly, reform is crucial if the
existingimbalanceistobe corrected,
butimplementation of the proposals
mightbeeasiersaidthandone. ™

Settlement with insurer forfeits coverage under

higher-level policies

Joseph Ruby and Mark
Leimkuhler, partners
Lewis Baach PLLC, Washington DC

A New York court has held a bank
has lost the right to pursue $95m
inexcesscoverage by settling with
underlying insurers. The settle-
ments failed to satisfy the “actual
payment” conditions in the poli-
cies of higher-level insurers, the
courtruled.

Although the ruling interprets
Illinois law, its reasoning also
applies under New York law and
is a significant precedent for

application of excess policies
with “actual payment” provisions.

JPMorganChase&CovIndianHar-
borInsurance Coconcerned underly-
ing lawsuits against a JP Morgan
predecessor, Bank One, which had
purchased a tower of bankers’ pro-
fessionalliability coverage.

JP Morgan settled the lawsuits
and then settled its coverage
claims with two of Bank One’s
insurers. JP Morgan contended
the non-settling insurers were
obliged to respond because either
it or the settling insurers had paid
the underlying limits. The non-
settling insurers denied coverage

because the settling insurers had
notpaid limits.

The court found the “actual pay-
ment” clauses of the non-settling
policies required, as conditions of
coverage, the underlying insurers
pay their full limits.

One policy provided liability
attached “only after the primary
and underlying excess insurers
shall have duly admitted liability
and shall have paid the fullamount
of theirpolicies”.

Others provided for coverage
“only after all applicable underlying
insurance has been exhausted by
actual payment...” or “only after

exhaustion of the underlying limit
solelyasaresultofactual payment”.

The court said these provisions
were not ambiguous. Because the
settlinginsurershad notpaid their
limits, the higher-level insurers
had no payment obligation even
though the policyholder had paid
the shortfall.

The decision casts doubt on the
vitality of a 1928 decision by a
federal appeals court in New
York, Zeig v Massachusetts Bond-
ing & Insurance Co, a provision
requiring exhaustion by “pay-
ment” of “the full amount of the
expressedlimits” was ambiguous

and could be satisfied by a less-
than-limits settlement.

Zeig identified a public policy
interest in promoting settlement,
butthatrationaledid notswaytheJP
Morgan court, which focused on
whatitviewed asunambiguous pro-
visionsinthehigher-levelpolicies.

JP Morgan may seek review in
New York’shighest court. If the deci-
sion stands, it may complicate poli-
cyholders’ efforts to settle coverage
claims with lower-level insurers
while preserving higher-level cov-
erage and strengthen the hand of
excess insurers seeking to enforce
“actual payment” provisions. ™
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A reprieve for UAE composite
insurers

A delayin changingtherules for
insurersinthe United Arab
Emirates explained

.

recent spate of articles

in the press announced

a “three-year solvency

reprieve” for United
Arab Emirates (UAE) insurance
companies carrying on composite
business (life and non-life) within
the same corporate entity.

The “reprieve” refers to an exten-
sion ofthe deadline imposedby UAE
Federal Law 60f2007 (theinsurance
law). The insurance law requires
composite insurers split their life
and non-life business, although
failed to provide any guidance as to
howthismightbeachieved.

The original deadline for existing
composite insurance business was
August2012;the “reprieve” extends
the deadline for another three
years. The news coincides with
efforts to revamp solvency rules for
the UAE insurance industry, which
aresimilarly onhold at present.

Compositeinsurance
companies’reprieve

The “reprieve” relates to art 25 of
the insurance law, which states “A
company may not conduct life
assurance and fund-accumulation
operationsand property andliabil-
ity insurance operations at the
same time” and not to specific sol-
vencyrequirements perse.

The extension to the deadline
means composite insurers now
haveuntil August 2015 to segregate
their business. At present, there
are 13 composite insurers in the
UAE, 11 of which are UAE national
companies; the other two are for-
eign companies.

According to reports, the deci-
sion to extend the deadline was
influenced by the impact the global
downturn has had on the industry.
Theminister ofeconomy and chair-
man of the UAE Insurance Author-
ity said the extension has been

James O'Shea, partner, and
w Allison Beirne, associate
Clyde & Co Dubai

granted to allow composite insur-
ers further opportunity to adjust
their situation to foster a competi-
tiveenvironmentin the UAE.

Composites have been allowed
to postpone the costs and addi-
tional capital requirements that
will inevitably be associated with
the segregation of their life and
non-life business through the
establishment of two distinct
undertakings.

Other than the operational costs
of a new company, the solvency
requirements of the business
would have increased significantly
as each undertaking would need to
be capitalised separately.

At a practical level under the
existingUAE companieslaw,sucha
separation would be difficult to
achieve. The fact locally estab-
lished insurance companies are
also required to be publicly listed
companies further exacerbates the
practical difficulties associated
with splittinga compositeinsurer.

A new UAE companies law is
expected shortly, which may
address some of the issues. How-
ever, the UAE Insurance Authority
will need to consider how listed
UAE insurers will deal with the
newrequirements.

It is hoped the relevant regula-
tors (which will also include the
stock market regulators) will issue
timely guidance as to how it is
envisaged the industry can comply
with the new requirements within
thenextthree-year period.

Recent efforts to strengthen the
UAE insurance sector also include
the issuance of Cabinet Resolution
42 of 2009, which came into force
on January 31, 2010. This resolu-
tion changed the minimum capital
requirements for insurance com-
paniestoDirham100m ($27.2m).

At least 75% of this capital must

AbuDhabi: compositeinsurers
inthe United Arab Emirates have
until August 2015 tosplittheir
lifeand non-life operations

Other than the
operational costs of a
new company, the
solvency requirements
of the business would
have increased
significantly as each
undertaking would
need to be capitalised
separately. At a
practical level under the
existing UAE companies
law, such a separation
would be difficult to
achieve. The fact locally
established insurance
companies are also
required to be publicly
listed companies
further exacerbates the
practical difficulties
associated with
splitting a composite

be owned by a UAE or Gulf Co-oper-
ation Council (GCC) national or
legal entities wholly owned by a
UAE or GCCnational. Allinsurance
companies operating at the time of
theissuance ofthis resolution have
been given three years to rectify
their status. This deadline has not
been extended and will need to be
metin2013.

Newsolvencyrules

We are seeing the signs of a general
shiftin the approach to solvency in
the series of solvency instructions
the UAE Insurance Authority has
waiting in the wings. Presently
applicable legislation is not espe-
cially detailed in terms of solvency
andreserving requirements.

The existing regime requires, in
addition to a fixed capital require-
mentandsecurity deposit, insurers
maintain a solvency margin and a
minimum guarantee fund related
tothe type ofinsurance transacted;
technical provisions as estimated
at the end of each financial year;
and reserves the company must
keepinthestate.

Although these terms are
defined in the insurance law, there
islittle other guidance provided by
the UAE Insurance Authority.

The potential developments in
solvency regulation in the UAE
come in the form of three draft
instructions, published by the UAE
Insurance Authority, which pro-
vide more detail in relation to sol-
vencyissues:

1) Instructions pertinent to the sol-
vency margin and minimum
guarantee fund;

ii) Instructions pertinent to the
basis of calculating the technical
provisions;and

iii)instructions pertinent to the
basis of investing the rights of
the policyholders.

These drafts suggest a move away
from a “one size fits all” regime to
one based on individual capital
assessments initiated by insurers
themselves and then considered by
the regulator, backed up by actuar-
ialandboard certification.

The draft instructions in princi-
ple are intended to create a more
sophisticated and risk-based
approach to determining capital
and solvency requirements than
the existing regime. This is a
positive move, in line with an
international trend towards a
risk-based approach that takes
into consideration a wide range of
risks and the interaction between
thoserisks.

However, the draft instructions
are themselves very high level and
we anticipate further clarification
of operational detail will be pro-
vided by the UAE Insurance
Authority. Although the authority
has held a number of consultation
sessions with the industry, it has
given no indication as to when the
draft instructions will be issued
intolaw.

Lookingto the future

In three years’ time, when compos-
ite insurers are segregating their
business, insurance companies
may be required to capitalise their
undertakingsinlinewith aradically
differentapproachtosolvency.

The new solvency regime may
well intensify the forces of change
that will be unlocked by the aboli-
tion of composites when it eventu-
ally occurs, triggering movements
of books of business and corporate
acquisitions and disposals.

It is hoped new companies legis-
lation in the UAE, together with
guidance from the regulators, will
facilitate these transitions. How-
ever, itis clear there is much still to
dotoallowthistobeachieved. ™
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INSURANCE
TECHNOLOGY
CONGRESS

GRANGE TOWER BRIDGE HOTEL, LONDON

WHAT IS THE INSURANCE TECHNOLOGY CONGRESS?

It is THE most important gathering of insurance technology experts in the industry during 2012. By attending this premier two day event
in London you will learn firsthand from the key stakeholders shaping the market how to plan and implement an effective technology
strategy suitable for your organisation. If you don't register to attend now you will miss discovering how the latest technological
innovations and initiatives are impacting your business, both today and in the future.

WHO SHOULD ATTEND AND WHY?

IT Systems Directors
Examine the next generation technology on show

Chief Information Officers
Find out how your peers are managing change programmes

Chief Executive Officers
See how companies are implementing their technology
strategies

Project Managers
Discover what type of work you'll be doing next year

e-Business Directors
Hear how to bring market modernisation initiatives together as
part of a coherent technology strategy

WHY YOU SHOULD ATTEND

® Map out your technology-purchasing decisions and strategy
for the next 12 months and beyond

* Transform your business and gain the edge over your
competitors by getting to grips with the latest technological
developments transforming the insurance industry

E 0 & » ¢

‘IOREéls'rekeY@m A'ITENDANCE .';

~ contact our hofline on +44 (0)20 7017 7558 sca ®e
¢ v
& l-" e 0

q'o‘@mcnal ITCb‘o'bJ(ﬁngﬁ@mfofma.cqh\ 9

SPONSORS:
A)gencyport

CsC

Heads of Claims
Review the latest automated claims developments

Managing Directors
Find out how companies are spending their technology budgets

Compliance Officers
Find out how regulatory change will impact your role

Consultants
What does the insurance industry want from you?

Analysts
Discover which companies are implementing technology most
effectively

Find out where the market's technology priorities really lie and
how they are being funded

Have direct access to pose questions to key industry and
technology leaders on their successes and the challenges they
have faced. Learn from other industries’ change programme
experiences
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