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Hearn positions Willis
Global to be ‘employer of
choice in London market’

Chiefexecutive planstostreamline firm intoninedivisions

- Richard Banks

Editor
F %

illis Global’s newly un-
veiled corporatestrategy
aims to position it as the
employerofchoiceinthe
London broking market, as well as pro-
viding enhanced clarity for clients and a
catalyst for accelerated growth, the unit’s
chiefexecutive, Steve Hearn, explained.

Hearn has been conducting a strategic
review of the Willis Global operations
since taking over at the end of last
year and has concluded a simplification
of the structure is needed to fulfil its
growth ambitions.

Theresultofhisreview, made publicin
a series of meetings last week, is the
streamlining of Willis Global’'s 24
legacy divisions into just nine under
threeumbrellas: reinsurance, placement
and speciality.

Hearn believes the new structure,
which is due to come into force officially
at the beginning of next year, under-
pinned by arefreshed strategic direction,
will accelerate Willis Global’s progress
towards a $50bn turnover from today’s
$40bn, as well as providing personal
development opportunities for staff.

Willis Global is a significant con-
tributor to the parent group’s bottom
line, representing 42% of its profit, but
Hearn believes its structure makes it
hard for customers and staff to navigate
and understand.

Hearn is clear the growth will not be
purely organic and is keen to encourage
corporate finance boutiques to consider
Willis as a buyer in future merger and
acquisition activity.

He is also keen to attract individual
staff by making Willis Global the
employer of choice in London. “If you
look back 15 years, my perspective is JLT
was the employer of choiceinthe London
market, while on the reinsurance side it
was Benfield. That space is vacant today
and we are best placed to fill it. We’re not
there yet, but we could be,” Hearn told
InsuranceDay.

Reinsurance will be an area of particu-
lar interest and Hearn, who was chair-
man and chief executive of Glencairn
before its acquisition by Willis in 2008,
has ambitious plans for improving the
facultative offering.

“None of the global brokers has

“Fac is complicated — we shouldn’t pretend it isn't
— but, for me, putting it beside the treaty
operation should be a strong indicator of

where the emphasis should be: the cedant.

S50b

Willis Global's
turnover target, up
from $40bn today

I want us to be having
- conversations with
' insurers and
reinsurers that

are not just

about treaty”

Steve Hearn
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cracked fac, but I'm going to crack it,”
Hearninsisted.

His strategy involves applying skills
developed in the treaty sector, including
improved focus on the cedant and better
use of analytics.

Willis Global’s reinsurance unit brings
together the facultative skills of the
newly launched Faber Global subsidiary
alongside the international, specialty
and North American treaty divisions.

“Facis complicated —we shouldn’t pre-
tend itisn’t—but, for me, putting it beside
the treaty operation should be a strong
indicator of where the emphasis should
be:the cedant. Iwantusto be having con-
versations with insurers and reinsurers
thatarenotjustabouttreaty,” hesaid.

The restructure gives the fac opera-
tions of Faber Global a foothold in the 49
Willis Re outlets around the world, Hearn
said, adding as a result he expects it to be
better connected with the widerbusiness.
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Benign catastrophe experience
‘mitigates rate rises’ for the
rest of 2012 - Guy Carpenter

# Richard Banks

Editor
L

enign loss activity so far
this year moderated the
hoped-forpriceincreases
attheJune 1reinsurance
renewals, with the prospects for
pricing improvements for the rest
of the year bleak, according to the
latestanalysisfrom Guy Carpenter.

According to the reinsurance
broker, the global reinsurance
sector has close to $15bn of excess
capital, thankstothebalancesheet-
strengthening effect of the rela-
tivelylight first-half claims bill.

The focus of the June 1 renewals
isFlorida, where price trends were
generally up, but notby as much as
some predictions earlier this year
hadsuggested.

Variations in pricing narrowed,
according to Guy Carpenter, to bet-
ween a decrease of 7% and an
increase of 6%, from 15% down to
16% up; the broker added more re-
insurers are willing to deploy capac-
ityatlowerlayersthaninthe past.

Away from Florida, accounts
renewing on June 1 saw greater
variability in pricing, which Guy
Carpenter’s head of global prop-
erty specialty, Lara Mowery, put
down to “the difference in re-
insurer appetites across renewals
exposed to a broader geographic
base and significantly diverse busi-
ness focus”.

June 1 reinsurance renewals in figures

Florida pricing variation, June 1, 2012

Florida pricing variation, June 1, 2011

"[Greater variations

in pricing at June 1
renewals the result

of] the difference in
reinsurer appetites
across renewals exposed
to a broader geographic
base and significantly
diverse business focus”

Lara Mowery
Guy Carpenter

In the retrocession arena, the
creation of a number of sidecars at
the end of last year has ensured
“adequate capacity” for both US
and non-US business. At the same
time, property retro prices had
already started to rise last year in
response to the losses early in the
year such as the New Zealand and
Japan earthquakes.

So while prices crept up to
around the same levels as those
seen in the January 1 renewals, the
actualyear-on-yearincreaseswere
notasnotable.

Property fac underwriters had
mounted a concerted effort to
push up rates in the first quarter
despite US-focused portfolios
largely dodging the large losses
of 2011, but because of the sub-
stantially lower US tornado losses
this year Guy Carpenter’s report
predicts rate increases should

Estimated excess
capacity in the
global reinsurance
sector coming in
to June 1, Guy
Carpenter says

“continue to be modest at best in
thenearterm”.

The industry loss warranty
(ILW) market has experienced a
rollercoaster of demand over the
course of the year so far, Guy Car-
penter’s report said, pointing in
particular to a pick-up in demand
inrecentweeks as “selected buyers
securedsignificantUSwind protec-
tioninthe ILW market”.

Before that, there had been a
spike in activity in the final weeks
of the first quarter as cedants
secured significant limits, pre-
dominantly for Japanese earth-
quake cover, ahead of the April 1
inwardsrenewal.

The start of the year was quieter
than usual as the pre-renewals
activity in the ILW market at the
end of last year meant there were
fewer coverage shortfalls or gapsin
cedants’ programmes to plug.

FLOIR's eligible
reinsurers

Ace TempestReinsurance

Allied World Assurance Company
AlterraBermuda
ArchReinsurance

Ariel Reinsurance Company
AspenInsurance

Axis Specialty
DaVinciReinsurance

Endurance Specialty

Hannover Re (Bermuda)
Hannover Ruckversicherung
Hiscox Insurance Company (Bermuda)
Lloyd’s

Montpelier Re

PartnerRe

Platinum Underwriters Bermuda
RenaissanceRe

Tokio Millennium Re

XLRe

Endurance granted eligible
reinsurer status in Florida

Endurance Specialty Insurance
has become the 19th company
handed the opportunity to operate
in Florida with reduced levels of
collateral as an eligible reinsurer,
the 17th from Bermuda to have
done so, writes Christopher Munro.

With the company having
reported capital and surplus of
$2.4bn at the end of 2011, Endur-
ance has exceeded the $250m
required to be considered for eligi-
blereinsurer statusin Florida.

“The reinsurer also indicated

secure financial strength by dem-
onstrating favourable ratings from
two statistical rating organisations
deemed acceptable by the commis-
sioner as having experience and
expertise in rating insurers doing
business in Florida,” the Florida
Office of Insurance Regulation
(FLOIR) explained.

Florida was the first US state to
allow reinsurers to post lower lev-
els of collateral and act as eligible
reinsurers. Since then, other states
have followed suit, including

NewYork, NewJerseyandIndiana.
The only UK-based reinsurer to
be granted eligible statusin Florida
isLloyd’s, which was approved last
October. The Lime Street market’s
$29.9bn of statutory capital and
surplus held at the time was far
more than the $250m requirement
set forth by the FLOIR to obtain the
eligiblereinsurer status.

One German reinsurer — Han-
nover Ruckversicherung - also
holds the status. The remaining 17
arebased in Bermuda.

Chinese credit
sales increase
38% to cement
position as main
financing source

Chinese creditsaleshaverisen 38%
over the past four years, cementing
its position as the main source of
financing for companies in the
country, writes Christopher Munro.

A greater need to deal with the
competition and higher levels of
confidence between business
partners means credit sales are
now used in 90% of transactions,
up from 65%in 2007.

At the same time, fewer
companiesarebeingforced to offer
credit terms of payment because of
the cash asset problems faced by
their clients.

However, credit and political
risk insurer Coface said while
credit sales are becoming more
widespread, credit terms actually
contracted last year. Almost three-
quarters of transactions are now
being negotiated at 60 days or less,
a change in dynamic that actually
reduces the risk faced by carriers
suchas Coface.

"Cash asset problems,
competition and more
difficult access to
financing for small
businesses, which
were the main causes
of payment delays in
2011, will continue to
affect corporate
financial strength in
2012. Budget stimulus
measures may
however attenuate
economic risks and
support activity”

Coface

In addition, while payment

delays may be for shorter
periods, they are in fact occurring
more frequently.

The insurer’s study involved
interviewing 1,300 companies
across various sectors. In general,
the investigation found Chinese
firms’ payment  behaviour
remained globally satisfactory
with saleson creditrising sharply.

“Nevertheless, cash asset
problems, competition and more
difficult access to financing for
small businesses, which were the
main causes of payment delays
in 2011, will continue to affect
corporate financial strength in
2012,” Cofacesaid.

“Budget stimulus measures may
however attenuate economic risks
and support activity,” the credit
insurer added.
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Axa outlines plans for rapid
growth in direct p/c operations

Fabien Buliard, Paris
French correspondent

xa intends to grow

its direct property/

casualty (p/c) business

at a rapid pace, both
organically and through acquisi-
tions or start-ups.

The head of Axa Global Direct,
Stéphane Guinet, indicated during a
recent media seminar the group
aimsto postaverage annual organic
growth of 11% in its direct opera-
tionsbetween2011and 2015 to close
to€3.2bn($4bn)inrevenue.

He added Axa is also working on
establishing a direct distribution
presence in new countries, either

through acquisitions or “green-
field” operations, withanempha-
sison Asiaand Latin America.

In 2011, continental
Europe, the UK and Asia
each accounted for one-
third of Axa’s €2.1bn direct
premiumincome.

In terms of profitability,
Axa Global Direct intends to
bring its average combined ratio
down to 97% by 2015 from 102%
last year and aims to contribute
€200m in operating earnings over
thenextfiveyears.

However, Guinet insisted the
2011 figurereflectsthe higher com-
bined ratios of recent start-ups and
said the group’s well-established
direct units are already operating
profitably, with combined ratios
ranging between 96% and 98%.

11%

Axa’s target for
average annual organic
growth in direct p/c

business between
2011 and 2015

97%

Combined ratio

Formedin 2009, Axa’s direct divi-
sion drives all the group’s direct
low-cost operations, from Europe
to Asia, which already account for
20% ofthe company’s global €9.8bn
retail motor turnover and 8% of its
€27bntotal p/crevenue.

Activein nine direct markets, Axa
holds significant market shares in
several countries, ranking first in
France, Belgium, Portugal and
South Korea, where it recently
acquired Ergo Daum from Munich
Re (Insuranceday.com,May 3).

It ranks second in Poland,
Spain and Japan, holding a
more modest sixth position

Axa Global Direct is in the UK market, where it

seeking to achieve

by 2015

operates under both the
Axa and Swiftcover brands.

With its savings business
under pressure in several mar-

kets, Axa’s p/c activities largely
drove operational profitability
growth last year (Insuranceday.
com,Feb 16).

However, the group’s chief exec-
utive, Henri de Castries, said Axa
has no ideal, set balance between
p/c and its other two main busi-
nesses (life and savings and health
and protection), instead wanting to
keep the flexibility to adjust tomar-
ket conditionsin eachbusiness.

“The beauty of the [diversified]
modelisto have three accelerators
you can push on depending on the
circumstances,” he explained.

He also reiterated the group has
no intention of setting up a retail
p/c business in the US, hinting the
country’s tort system and litigious
culture are partly to blame for
Axa’slackofinterest.

Carrier confident of euro survival but prepares ‘for extremes’

French insurance giant Axa could
withstand a potential break-up of
the eurozone without a capital
increase, accordingto the insurer’s
chiefexecutive, whoinsisted a euro
breakdown is not the group’s cen-
tral assumption, writes Fabien
Buliard, Paris.

During the company’s inter-
national media seminar, Henri de
Castries explaineditisthe group’s
responsibility to plan for a variety
of extreme scenarios, like a mas-
sive pandemic hitting its health
and protection business.

He said: “We think the euro will
survive but our job is to be pre-
pared for the extreme”, adding the

role of an insurer is to survive
“unusual times”.

Earlier in the day, the group’s
chief risk officer, Jean-Christophe
Menioux, indicated the group had
started working on a euro break-
downscenarioin 2009. Back then “it
was a purely intellectual scenario”,
he said. Since then, the company
has refined this breakdown sce-
nario, startingwith a Greek exitand
adding a contagion effect to other
countries, which could eventually
lead to a break-up ofthe eurozone.

“We have also updated all the
consequences from such a sce-
nario on our balance sheet, our
capital, liquidity and so on,” he

explained. “We have also gone
into more detail about the opera-
tional consequences.”

For instance, Menioux’s teams
have worked on the consequences
forIT operations of a currency con-
version and a subsequent devalua-
tion of thenew currency.

Other contingency plans cover
such aspects as communication
toward customers, employees and
shareholders, potentiallegalimpli-
cations and continuity of service to
clients, as well as alternative prod-
ucts the group could develop - for
instance, policiesin US dollars.

Among the measures already
under way, the company has reor-
ganiseditsassetsbyrepatriatingits
sovereign bonds to their respective
countries of origin.

“If it were to come to this
extreme point, everything on the
liability side would be converted to
a new currency and it would be
good from an ALM [asset liability
management] perspective to have
the assetsinthe same currencyora
stronger currency,” he explained.

Menioux declined to give an esti-
mate of the potential cost for the
company of a eurozone break-up,
but admitted it would be very sig-
nificant. He also insisted the group
could weather such an event and
continue to operate. “We would be
severely wounded, but not killed,”
hesaid.

Menioux indicated an orderly
exit of Greece alone would be a

“non-event” for the group, which
nolongerholdsanyofthe country’s
sovereign debt, while its exposure
to Greek banksis “close tozero”.

He added a bigger issue is the
potential contagion to other coun-
tries following a disorderly exit of
Greece and explained Axa is work-
ing on several scenarios based on
groups of countries and potential

devaluation hypotheses, including
the most extreme scenario of a full
break-up ofthe eurozone.

“We must be nimble enough to
address a wide range of scenarios
because, in the end, what will hap-
pen is not exactly what we have
forecast,” he added. “We have
made sure we could sustain an exit
ineachindividual country.”

De Castries says insurers do
not meet SIFI criteria

Henri de Castries also addressed
the issue of systemically impor-
tant financial institutions (SIFIs).
Asked about the Financial Safety
Board’s endorsement this week of
a proposed methodology for
assessing the global systemic
importance of insurance compa-
nies, the Axa chiefsaidinsurersdo
not meet any of the main criteria
for systemic institutions and
insisted size alone doesnotmake a
player systemic.

“In terms of financial stability, to
be systemic you need a risk of sud-
denfailure,arisk of transmission to
the rest of the sector and a risk of
non-substitutability,” he explained.

He contended there is no risk of
sudden failure for insurers,
unlike banks, which he said could
“die of a heart attack called a
liquidity crisis”.

He also ruled out any risk of
transmission, even through re-
insurers. “Ifthe companynextdoor
fails, it’s a problem for its own
policyholders, but not for people
insuredbyAxa,” he explained.

De Castries said the main rea-
son regulators might want insur-
ers on the list of SIFIs is to ensure
they do not have “side activities
that could be dangerous, as was
the case with AIG”.

“There is also a tendency for
regulatorstowanttolookatall the
very big institutions because they
fear the local oversight is not
goingtobe enough,” headded.

He insisted additional capital
chargesare notthe answer to such
concerns and insurers hope these
issues will eventually be
addressed with “additional
reportingrequirements”.
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Greco succeeds Perissinotto as
Generali chief . :
executive

Incumbent was forced out after
publicspat with shareholders

Peter Birks
IIN24 editor

ario Greco, an Ital-
ianindustry veteran
with stints at Alli-
anz’s RAS, Intesa’s

Eurizon and most recently as head
of non-life at Zurich, has been
named chief executive of Generali
following the sacking on June 1 of
Giovanni Perissinotto.

The former boss had refused to
resign and his sacking has brought
into the public eye his concern
about the control Mediobanca
exerts over the Italian finance
industry. Perissinotto had been
seen as a survivor, putting in 30
years with Generali, during which
both French chairman Antoine
Bernheim and Cesare Geronzi
had departed (in 2010 and 2011
respectively), as well as taking the
sole chief executive spot after
several years as co-chief with
SergioBalbinot.

However, last week, when
Luxottica founder, Leonardo Del
Vecchio joined Mediobanca in
demanding Perissinotto should go,
it was only a question of whether
he would go quietly or loudly. Un-
usually for Italian boardroom
machinations, where most dis-
agreements such as this are kept
behind closed doors, the now ex-
chiefexecutive chosethelatter.

Italian insurer’s former
chairman Bernheim dies

Former Generali chairman Anto-
ineBernheim passed awayon]June
5,aged 87, writes Fabien Buliard.

He had served twice as the Ital-
ian insurance giant’s execu-
tive chairman - from
1995t01999,and again
from 2002 to 2010.

Born in Paris in
September 1924
and involved in
the French
Resistance dur-
ing the Second
World War,
Bernheim was
an extremely
influential figure
in the French — and
ultimately Italian —
business communities,
owing in large part to his
long career at investment bank
Lazard, where he was a senior
partner from 1967t01999.

Sometimes described as a king-
maker, Bernheim’s advice and
influence were instrumental in
the building of several of France’s
business heavyweights, from
luxury group LVMH to industrial
empire Bolloré.

While at Lazard, he became
chief executive of insurer La
France, a Generali subsidiary,
from 1972 to 1997, joining the Ital-
ian giant’'sboardin 1973.

He was appointed vice-
chairman of Generali
in 1990, before start-
ing his first term as
executive chair-
manin 1995.
Although he

was already 85

when the

group’s share-
holders forced
him out over stra-
tegic disagree-
ments with main
stakeholder
Mediobanca, Bernheim
clearly had no desire to
renounce his position, saying dur-
ing his farewell speech: “Some-
timeswhenyouworkwell, youare
punished.” (Insuranceday.com,
Apr26,2010).

Earlier this week, the Italian
insurer appointed its third chief
executive since Bernheim stood
down two years ago (Insurance-
day.com,Jun4).

AlessiaPierdomenico/Bloomberg

This very public spat saw Del
Vecchio describe Perissinotto as
“inadequate to lead Generali”,
adding this had been demon-
strated by “poor operating results,
amorethannegative perception by
markets of his management and
more generally his total lack of a
strategicvision”.

Perissinotto, who had clearly
fallen out with Mediobanca boss,
Alberto Nagel, said the bank had
put its own interests above those
of Generali and had “obstructed
Generali management efforts to
diversify risk into new high-
growthareas”.

A central problem appears to
have been Mediobanca’s reluc-
tance to back a rights issue at
Generali because it did not want to
subscribe to such a rights issue,
but also did not want to see its 13%
stake diluted.

Greco, highly regarded in the
European insurance world, is an
outside appointment - unusual
for Generali.

However, analysts said they did
not see how the appointment of
Greco would solve any of the prob-
lems from which Generaliis suffer-
ing at present - including a €46bn
($57.49bn) level of exposure to
Italian bonds and the need to find
€2.8bn in cash by 2014 to buy
full control of Generali PPI Hold-
ing, its eastern European joint
venture and a major plank of its
planned growth through to the end
ofthedecade.

WE&W shifts
product focus
top/casit
intensifies cost-
cutting drive

German insurance and mortgage
banking group Wistenrot & Wirt-
tembergische (W&W) is revamp-
ing its product portfolio to focus on
property/casualty (p/c) insurance,
at the same time as intensifying its
cost cutting measures, writes Ilse
Schlingensiepen, Cologne.

On the life side, it is shifting its
focus to non-guarantee offers such
aspoliciesbased on mutual funds.

Dubbed “W&W 2015”7, the pro-
gramme is aresponse to increasing
competition and the continuing
lowinterestratelevel.

The situation in the capital
markets is making it increasingly
difficult for insurers and mortgage
banks to fulfillong-term guarantee
promises made to clients.

Alexander Erdland, head of the
Stuttgart-based company, told its
annual general meeting: “The
pressure on our profit and loss
accounts and our financial results
isgetting continually greater.”

The company has adjusted its
capital-investmentpolicies through
a further diversification; this has
lessened the pressure on the
financial results, although only toa
limited extent.

The group’saimisto earn €250m
($312.6m) annually from this year
onwardsand touse €170m ofthis to
strengthenits capitalbase.

“We do not want to have to rely
on outside help,” Erdland said.
Since the merger of the Wiistenrot
building society with the
Wiirttembergische insurance com-
panies in 1999, the Wiistenrot Stif-
tung foundation has owned 66%
of the group. Other shareholders
are the regional state-controlled
L-Bank, Swiss Re and Unicredit.

Employees face the prospect of
further cost-cutting measures as
the group’s cost ratio lags well
behind its competitors.

What is necessary is not a short-
term saving, but structural
changes, Erdland said. As exam-
ples of these changes, he cited
improving efficiency and effective-
nessandreducingthe costsofinter-
naland external services.

One measure already agreed
is the transfer of 70 property
maintenance staff from W&W’s
Ludwigsburg-based service com-
pany WWS to the Berlin-based
Dussmann Group, which is not
partof W&W.

All areas of the group will be
drawn into the group’s rationalisa-
tion programme.
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US: AIGhasbeen forced to pay

’

Settlement: Arctic Glacier given approval to settle with shareholders

CANADA: The insurers of the Arctic Glacier Income Fund are facing a C$13.75m ($13.4m) loss after the $ 1 OOm agreementbetween theinsur
Ontario Superior Courtapproved the settlement between the unitholders of the firm and the company itself. Amount AIG misreporting of $2.12bn of wc
Arctic Glacier produces, markets and distributes packaged ice across North America and the class action must pay for The companymustalso pay
sought damages on behalf of all those who acquired units in the company between March 22, 2002 and Sep- misreporting miumtaxesandassessmentsa
tember 16,2008, aswell asanyone whoheld some or all of these units on thatsame day. workers’ comp Florida, Delaware, India
The settlement was agreed back in February, butitis only now after court approval the payment can go premium New York, Pennsylvania an

ahead. Arctic Glacier said the $13.75m will be funded entirely by its insurers. As a result, it isnot making thatled the multi-state exan
any monetary contribution to the settlement fund. $ 2 1 2bn discovered theirregularity.
Under the terms of the settlement, Arctic Glacier hasnot made any admission ofliability. W 12 . Kevin McCarty, Florida’s

The class action was filed against the fund itself, its trustees, the operating company Arctic Glacier Inc l?:m?flsmcgl?:l ? “AIG systematically under-r

and some ofits previous and incumbent senior officers and directors. p . insurance premium by putti

B was misreported e .

by AIG liability or commercial auton

“The practical effect of thi:

mium in lines of business wi

tiOIlS or remium taxXratesan
$46.5m 2

Under the terms of the a

Sandusky: Chubb subsidiary Federal told to keep

paying defence costs

Amopnt (ﬁ%mﬁt Insurance Regulation will re

US:New]Jersey’sFederal Insurance Co, asubsidiary of Chubb, must continue to pay1n addition alty, with an additional $8.71
. L premium taxes . . . L

pay the defence costs of former Pennsylvania State University (PSU) football and assessments Financial Services Division

coachJerry Sandusky, who hasbeen accused of sexual abuse, US District Judge
Yvette Kane hasruled.

The decision comes after Federal sought a court order in March declaring it
had no obligation to pay, partly because certain policy provisions preclude or
limitcover,and partlybecause, Federal claims, to extend cover would be unlaw-
ful “because providing insurance coverage for claims arising from sexual
assault, molestation and/or abuseisrepugnant to Pennsylvania public policy”.

Pennsylvania public policy prevents the enforcement of insurance con-
tracts that protect an insured against damages arising from “certain repre-
hensible conduct”.

However, Kane has decided this argument does not hold true. According
to Kane, it is unclear whether Pennsylvania public policy makes Federal’s
duty to pay for Sandusky’s defence unenforceable.

Federal issued a policy to Second Mile, a charity founded by Sandusky,
covering April1,2011to April1,2012.

Department of Revenue and
tionInsurance Guaranty Assc

-\
/.

Settlement: Costco environmental allegations cost
company $3.6m

US: Membership warehouse chain Costco has settled allegations it mishan-
dled hazardous waste materials at some ofits sitesin California.

Inresponse to the allegations, which have been made by district attorneys for
more than two dozen counties, Costco has been made to pay $3.6m after
Alameda County superior courtjudge Winifred Smith agreed to the settlement.

/

Medical liability: Pfizer escapes I

According to the prosecution, Costco allegedly contravened state law for
the safe storage, handling and disposal of hazardous waste, including phar-
maceuticaland pharmacy waste.

The $3.6m settlement covers civil penalties, costs and funds for environ-
mental projects.

The violations allegedly occurred during a five-year period at various
Costco storesand distribution centres across California
and the retailer hasnow been bound under a per-

manent injunction that prohibits similar $ 3 6
future alleged violations of law. ° m
Amount Costco has
agreed to pay to settle

environmental
allegations

US: Pharmaceuticals giant Pfizer has been held
cancer death of woman who tookmenopause dr

Jurors found Pfizer’s Wyeth unit had provide
healthrisksassociated with Premprohormone-re

Lynn Moss, a 62-year-old former nurse, diec
breast cancer. A study published in 2002 highlig
such as Prempro and other similar menopause n

According to a Bloomberg report, until 1995 m
bined the drugs Premarin and Provera to reliev
the two in Prempro. Moss took all three drugs to
diagnosed with the cancerin 1999.

Sincetheybeganin 2006, Pfizer’s Wyethand U,
ufacturer of Provera, have won 10 of the 21 P
decided byjuries.

In May 2011, Pfizer said ithad settled one-third
setaside $772mtoresolve the others.

Pfizer’s win in this case comes weeks after the
more than $4m in damages to a woman who rep
cer after taking the Prempro drug.

Prempro remains on the market, with sales
thereportwas published.

INTOMORROW’S WOR
LIVES & LI
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s’ compensation misrepresentation

rout $100m as partofa settlement
er and all 50 US states owing to the
rkers’ compensation premium.

afurther $46.5minadditional pre-
spartofthesettlementagreement.
na, Massachusetts, Minnesota,
d Rhode Island were the states
lination of AIG’s books that first

insurance commissioner, said:
eported workers’ compensation
1g this premium into the general
10bile liability categories.

, misreporting was to report pre-
th lower residual market obliga-
dassessments.”

greement, the Florida Office of
ceive $5.6m of the fine and pen-
L split between the Department of
of Workers’ Compensation, the
the Florida Workers’ Compensa-
ciation.

not liable following the breast
1gs manufactured by the firm.
d proper warnings about the
placementdrug.

| following a long battle with
hted the links between drugs
ledication and cancer.

any menopausal women com-
> symptoms. Wyeth combined
ombather symptoms. She was

pjohn units, thelatter the man-
rempro cases that have been

lofits Prempro claims and had

 company was ordered to pay
ortedly developed breast can-

having reached $2bn before

have been decided by juries

Florida, Delaware, Indiana,
Massachusetts,
Minnesota, New York,
Pennsylvaniaand Rhode
Island were thestates that
led themulti-state
examinationof AIG's
books that firstdiscovered
theirregularity

Pfizer has won 1 O of the
2 1 Prempro cases that

JB Reed/
Bloomberg News

D LOSSINTELLIGENCE:
ELIHOODS

Norovirus: Outbreak at Gleneagles could cost hotel

more than £200,000

UK: A norovirus outbreak at Gleneagles could cost the internationally renowned
hotel more than £200,000($309,773) in compensation costs alone.

More than 100 guests were reportedly struck down with theillness at the luxury
hotellastweek and alawyer for Thompson Solicitors, which isrepresenting those
affected,haswarned the hotel total compensation could exceed £200,000.

Norovirus causes vomiting and diarrhoea. Gleneagles could face claims for
medical costsand any potentialloss of earnings.

The hotelishome to Andrew Fairlie at Gleneagles, Scotland’s only restaurant to
hold two Michelin stars, aswell as several other bars and restaurants.

The cause of the bug, which can be fatal,isyettobe ascertained but Gleneaglesis
working closely with NHS Tayside to discover the root of the problem. All inci-
dents of the illness were limited to the golf clubhouse, called the Dormy.

Gleneagles ' " . Simon
hotel and - - Ledingham
grounds

=

Compensation: Woman handed £1m settlement for
GP misdiagnosis

UK: A young woman who suffered severe brain injuries owing to misdiagno-
sisfromher GPhasbeen awarded more than£1m ($1.5m)in compensation.

Morwenna Ganz suffered the injuries in 1999 when she was 14 years old.
Having fallen ill, she was repeatedly told by doctors she was suffering from a
viralillness. However, she was actually suffering from mycoplasma pneumo-
niaandher condition deteriorated overnight.

Having called the out-of-hours GP service, Ganz’s mother was reassured
her daughter’s condition had been correctly diagnosed.

Thenextday, Ganzvisited another doctorwhorushed hertohospital. Despite
being told she would be seen within 10 minutes, it was two hours before Ganz
was attended to. By then, Ganz had slipped into a coma and when she regained
consciousness, she had suffered severe andirreversible brain damage.

The initial hearing occurred in December

2010 and the High Court decided

Ganz’s injuries arose as a direct
result of the GP’s negligence.
The two doctors appealed .
against this decision but Compensation
awarded to Morwenna
Ganz, after a GP's
misdiagnosis led to

their appeal was later
dropped and the settlement

her suffering severe
brain injuries

agreedon.

Ganz will use the money
to lead a more independent
life, as she has been completely
dependent on her family for the
past13years.
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Sector stocks inhibited
by Spanish concerns

Asian stocks under most pressureas IPOsin Hong
Kongand Singaporeare called off

Rasaad Jamie
Global markets editor

nsurance and reinsurance
stocks, which had staged
something of a recovery dur-
ing the previous period,
came under renewed pressure
during the week ending May 31.
This was mainly as a result of esca-
lating concerns about the Spanish
banking sector and the steeprisein
the interest rates on the country’s
10-year debtissues, which over the
course of the week edged omi-
nously closer to 7%, the level at
which both Portugal and Greece
were forced to apply for a bailout
from the EU and the International
Monetary Fund IMF).

Investors’ sense of unease was
further compounded by the flow of
disappointing data from the US and
China, the two engines of the global
economic recovery, during the
week. In the US, first-quarter GDP
growth was revised down from
2.2% to 1.9%, there was a greater-
than-expected slowdown in manu-
facturinginthe Chicagoarea(which
serves as an index for industrial
activity fortherestofthe country)in
May and a further deterioration in
theemployment figures.

In China, theinfluential National
Developmentand Reform Commis-
sion warned second-quarter eco-
nomic growth is likely to fall below
8%. However, this warning was
accompanied by the news the Chi-
nese government had approved
several infrastructure projects,
including threelarge steel plants.

Downward pull

With the exception of a number of
industrial and energy stocks which
rose sharply on the back of this
news, the rest of the market contin-
ued to struggle. With the first-
quarter reporting season more or
less at an end, there were no signifi-
cantinsurancesectorspecificdevel-
opments to mitigate the downward
pull on sector stocks of broader
financial market developments.

Indeed, to underline the fact
these developments — particularly
the eurozone debt crisis and the
potential dissolution of the cur-
rency union - constitute the main
threattoinsurersandreinsurersat
present, a number of companies
issued statements over the course
of the week to reassure the finan-
cialmarkets.

Although Spain (where share
values fell to a nine-year low as it
became clear the Spanish govern-
ment had no choice but to arrange a
€19bn ($23.65bn) bailout of the
recentlynationalised Bankia group)
was the main focus for the markets,
the fear Greece might exit the euro
after the June 17 elections was not
far off. Thiswas despite the fact polls
taken over twosuccessive weekends
suggested Greece’s pro-austerity
New Democracy Party is ahead of
Syriza, which gained a significant
share of the vote with its anti-
austerity platform at the recent
elections. Indeed, the most recent
polls put New Democracy ahead of
Syrizabyasmuchas5.7%.

Lloyd’s
Early in the week, Richard Ward,
chief executive of Lloyd’s, said
the Lime Street market has
contingency plans in place in the
event the euro collapses. For
example, one of these measures
would see Lloyd’s syndicates,
which generate 18% of their
collective premium income from
the eurozone, settle claims using
multiple currencies. Ward empha-
sised his belief the eurozone will
not necessarily disintegrate if
Greece exited the currency.
Similarly, Henri De Castries,
chief executive of Axa, said the
French insurance group has taken
steps to enable it to withstand a
“disorderly” Greek exit from the
euro. These include significantly
reducing its holdings of Spanish
and Italian sovereign debt and
restructuring its debt portfolios in
such a way that sovereign debt is
held by the Axa subsidiary in the
country in which that debt was
originallyissued, limiting the over-
all impact on the group’s balance

Share prices asatclose May 31,2012

Ace

AIG

Alleghany Corporation
Allianz

Allstate

Alterra
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Insurance Australia Group
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Source: Insurance Day Global Markets
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sheetin the event of the collapse of
the financial system in an individ-
ual country. The view within Axais
the group would be significantly
affected, but not “killed” by the
break-up of the euro.

Exportcredit
Export credit insurer Euler
Hermes, which had issued a

warning to this effect the previous
week, suspended cover for
companies exporting to Greece.
This came in the wake of a
similar decision by rival export
credit insurer Coface. Atradius of
the Netherlands continues to
provide cover for Greek risks on a
very selective basis but is expected
to follow the rest of the market
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and withdraw cover for Greek
risks completely.

Interestingly, AIG subsidiary
Chartis has reassigned staff from
its Argentinean operations to assist
its subsidiary in Greece ahead of
any decision by the Greek parlia-
ment to exit the euro. Chartis’
Argentine team, according to chief
executive, Peter Hancock, have
valuable experience of operating
in an environment of extreme
uncertainty and capital flight.
Argentina defaulted on its sover-
eign debt in 2001 and devalued
itscurrency.

There was the odd gain for insur-
ance and reinsurance company
stocks during the week under
review and, with the clear excep-

tions of sector stocks in Asia and
those in the heavily indebted euro-
zone countries such as Italy and
Spain, the losses were a little
less severe than they had been
during the firstthree weeks of May,
one of the toughest periods for
the global financial markets in
living memory. Over that time,
global stock markets lost between
80% and 100% of the gains made
during thefirstthree months ofthis
year, when investor optimism was
fuelled by the sense the global
recovery, powered by the US, was
well onthe way.

Asia
However, Asian stocks came under
the most pressure as three major

initial public offerings (IPO) priced
at close to $1.4bn, including that of
the UK-based luxury jeweller Graf,
were cancelled. The value of Asian
(outside of Japan) IPOs cancelled
during the first five months of this
year, according to data issued by
Thomson Reuters, reached $7.7bn,
a significant increase over the
same periodin2011.

This trend must cast significant
doubt as to whether the $6bn IPO
(by way of a dual listing on the
Hong Kong and Shanghai stock
exchanges) of Chinese state-owned
insurance group PICC, planned for
later this year, will go ahead,
despite the reported support for
the issue by a number of sovereign
wealth funds. ™
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LAW & ORDER

Latin America in focus

Reinsurance seminar onregion attracts attention from the market

Christopher Cardona and Michelle George,
partners
Chadbourne & Parke

atin America repre-

sents one of the most

attractive and growing

markets for the insur-
ance and reinsurance industry.
As the London market increases
its presence in the region, it is
imperative to the market’s suc-
cess the different rules, risks and
nuances of each country are fully
understood and the market
avoids the assumption all coun-
triesintheregion follow homoge-
nousrules.

The insurance team at Chad-
bourne & Parke, which has a long
and successful trackrecord ofhan-
dling complex insurance and re-
insurance disputes in Latin
America, hosted a seminar for
underwriters and claims handlers
in London looking at “navigating
risk and managing claims” in
Colombia, Ecuador and Venezuela.

Joining Christopher Cardona
and Michelle George on the panel
were three leading reinsurance
lawyers from Latin America:
Esteban Pardo from Salazar,
Pardo & Jaramillo in Colombia;
Ider Valverde from Moeller,
Gdémez-Lince & Cia in Ecuador;
and Carlos Acedo from Mendoza
Palacios Acedo Borjas Pdaez
Pumar & Ciain Venezuela.

All three lawyers, who regularly
act for the London market on a
wide variety of reinsurance dis-
putes, brought a unique perspec-
tive on both wordings and how
disputes arise and can be resolved,
from both sides of the fence —rein-
sured andreinsurer.

After a short overview of the
insurance market and political
and economic situation of each
country, the debate focused onthe
following key topics: fronting,
governing law and jurisdiction,
follow clauses, claims control/
claims co-operation and local
claimsregulations.

The all-important topics of gov-
erning law and jurisdiction were
discussed. The questions com-
pared which law governs the local
policies issued in each country
and which law governs the rein-

surance contract with the Latin
American cedants. Further,
where will any disputes arising
under these contracts be resolved
and how —in the local or overseas
courts or throughlocal or interna-
tional arbitration?

In Colombia, local policies must
be governed by Colombianlawand
resolved locally - either through
the Colombian courts or arbitra-
tion. Thereisnolaw thatpreventsa
reinsurance contract being gov-
erned by English law but Pardo
thought Colombianinsurers gener-
ally prefer the application of
Colombianlaw.

InEcuador,local policiesmustbe
subject to local law and jurisdic-
tion, but for reinsurance, Valverde
explained there are no legal
requirements or regulations con-
cerningjurisdiction and applicable

Ecuador

Localpolicies subject tolocallawand

jurisdiction

Inreinsurance, nolegalrequirements
concerningjurisdictionsand applicable

Insights

The seminar, interspersed with
interestinganecdotesand
insightsinto professionallife
inthesethree countries,
provided the capacity audience
with plenty of food for thought.
Inlight of the success of this
firstseminar, Chadbourne &
Parkeisorganisingafollow-up
event thatwillinvolve
prominentreinsurance
lawyers from other key markets
in Latin America. Further
detailsregarding the eventand
the participants willbe
availablelater this summer.

Venezuela

law, so in Ecuador the parties have
complete freedom of choice.

In Venezuela, local policies must
be subject to local law and jurisdic-
tion. As regards reinsurance,
Acedo said many local insurers do
not mind having English law and
jurisdiction provisions in their
reinsurance contracts: it is all a
matter for negotiation.

A variety of key clauses includ-
ing follow the fortunes and follow
the settlements were discussed.
The lawyers from Venezuela and
Colombia pointed out their local
insurance law already contains a
follow-obligation provision and
therefore, the follow-the-fortunes
principle is part of the reinsur-
ance contract irrespective of
whether the clause appears in the
reinsurance contract. In Ecuador,
there is nothing in the local law
regarding follow the fortunes or
follow the settlements, so what
matters is what is agreed in the
reinsurance contract.

Another important issue
flagged by the visiting lawyers is

Localpolicies subject tolocallaw and jurisdiction

Inreinsurance, manylocalinsurers donotmind having Englishlawand
jurisdiction provisionsin their contracts: itis a matter for negotiation
Localinsurancelaw contains follow-obligation provision, so follow-the-
fortunes principleis automatically part of thereinsurance contract

! e - ]

\ Colombia

Local policies mustbe governed by

Colombianlaw and resolved locally
Inreinsurance, nolaw that preventsa
contractbeing governed by Englishlaw
but Colombian insurers generally
prefertheapplication of Colombianlaw

Localinsurancelaw contains follow-
obligation provision, so follow-the-

fortunes principleis automatically part

law. Parties have freedom of choice

. Nothinginlocallawregarding follow the
fortunes or follow the settlements, sowhat
mattersiswhatisagreedinthecontract

of thereinsurance contract

the fact some reinsurance clauses
that are fully understood in the
London market are poorly trans-
lated into Spanish or simply inap-
plicable in a civil law country. For
example, conditions precedents
regularly appear in reinsurance
contracts even though this con-
cept does not exist in Colombia
(although they recognise the simi-
lar concept of “garantia”).

The speakers also discussed the
problem arising from the very
tighttimetablesimposed oninsur-
ance companies torespond to and
pay claimsin Latin America. Most
local insurance laws in Latin
America favour the insured and
therefore insurers have to decide
and pay claims within avery short
period oftime.

If these time limits are not com-
plied with, the insurance regulator
may well become directly
involved. For instance, art 42 of
Ecuadorian Insurance Law pro-
vides once the insured has filed all
the necessary documents and
information to process the claim,
theunderwriter has only45 daysto
answer the claim.

If the underwriter does not
answer the claim within that
period of time, the insured is enti-
tled to file a claim before the
Superintendent of Banks against
the underwriter. If the superin-
tendent confirms the insurance
company has not answered the
claim within the 45-day period, it
will issue an order forcing the
company to pay the claim withina
period of 15 days.

The insurance company has
eight days to appeal before the
Banking Board and its resolution
will be final. Perhaps mostimpor-
tantly, if the local insurance com-
pany does not pay within the
15-day period, the superintend-
ent can order the company to
ceaseitsoperations.

Thismechanism was designed to
prevent local insurers from delay-
ing the paymentof claims. Theidea
was to protect local insureds from
insurance companies that failed to
handleinsurance claims promptly.
However, the regulation has
become a headache for both local
insurers and foreign reinsurers,
which may be left with only a few
days to decide how to respond to a
verysignificant claim.
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Court rejects use
of receiver to tap
liability insurance

Joseph Ruby, partner
Lewis Baach PLLC, Washington DC

he highest court in the
state of Ohio has issued a
ruling that may help lia-
bility insurers limit their
exposuretolong-tail claims against
dissolved corporations. The Ohio
Supreme Court ruled in In re All
Cases Against Sager Corp areceiver
may not be appointed as a stand-in
defendant for a dissolved corpora-
tion for the purpose of gaining
accesstoliabilityinsurance.

Most US states have passed
statutes providing a dissolved firm
can be sued years after dissolution.
Aslong as it can be sued, its liability
insurers must continue to provide a
defenceandpaysettlementsorjudg-
ments on its behalf. In practice, the
insurers typically defend and pay

indemnity and the continued pres-
ence of thedissolved companyinthe
litigationislargely aformality.

In many states, however, a time
comes when the dissolved company
can no longer be sued. When that
happens, insurers are insulated
from further exposure. Plaintiffs
havetried torestore thismissinglink
inthechainfromclaimanttoinsurer
by petitioning a court to appoint a
receiver who can be sued as a
stand-in for the dissolved company.

Such an attempt was made in the
Sager matter. Sager, incorporated
in Illinois, was dissolved in 1998.
Under Illinois law, it ceased being
amenable to suit in 2003. The Ohio
lower courts found Ohio law justi-
fied the appointment of a receiver
as a stand-in defendant in asbestos
bodily injury suits, thus obligating
Sager’s liability insurers to con-
tinue to defend and pay claims
broughtby asbestos claimants.

Reversing the lower courts, the

Ohio Supreme Court concluded
appointment of a receiver was
appropriate only to assist in the
proper distribution of undistributed
assets. Because Sager was no longer
subject to liability, its liability poli-
cies had no value and were not such
assets. The courtviewed theappoint-
ment of areceiver for the purpose of
gaining access to insurance as
authorisation of otherwise prohib-
ited directactionsagainstinsurers.

While the decision is controlling
authority only in Ohio, it estab-
lishes an important precedent on
an issue that is unsettled in most
USjurisdictions.

An insurer defending and pay-
ing claims for a defunct insured
may wish to determine whether
the company has formally dis-
solved and, if so, whether the time
for suit has expired under applica-
ble state law. If it has, the insurer
may be able to terminate its expo-
suretolong-tail claims.

Defending claims against financial institutions

Insurers at a recent seminar
organised by DAC Beachcroft
heard, in the context of claims
against financial institutions, there
isagrowing mismatch betweenthe
legal position in the UK on liability
defences, particularly technical
legal defences based on causation
and the position taken by the
Financial Ombudsman Service
(FOS) and the Financial Services
Authority (FSA) onthe sameissues.

DAC Beachcroft partner Dan
Preddy explained there is a
“regulatory squeeze” on the
position adopted by the courts and
this is creating considerable un-
certainty and will continue to
cause firms and their insurers
problemsin the future.

Preddy referred to several high-
profile examples of this mismatch.
In the context of the problems that
aroseinrelationto the AIG Life Pre-
mier Access Bond, he contrasted
the position taken by the court last
September in a case involving
HSBC, where the court found the
lossessuffered by theinvestorwere
not caused by the bank’s negligent

advice and were not reasonably
foreseeable at the time the advice
was given, with the oppo-
site position taken by
theFOSinavirtually
identical case in a
provisional deci-
sion it published
afewweeksago.

In that latter
case, principal
ombudsman, Tony
Boorman, said he saw
“noreason to limit the fair
compensation I require [the bank]
to pay [the complainants] on the
basis ofarguments around foresee-
ability, remoteness or potential
breaksinthechainofcausation”.

Preddy went on to highlight the
FSA’s approach is also markedly
different from that of the court. In
Octoberlastyearthe FSAimposeda
£6.3m ($9.7m) fine on Coutts for
failing to take reasonable care to
ensure the suitability of its advice
in relation to AIG life bonds, with
Coutts agreeing at the same time to
carry out a past business review
and compensate all customerswho

had suffered loss as a result of any
failingsonits part.
The FSA’s approach in
cases such as this
illustrates the “regu-
latory activism”
DAC Beachcroft
partner, Mathew
Rutter, had
warned delegates
was  something
theyand their finan-
cial institution clients
were going to have to get
used to.

Rutter described how light-
touch regulation had now been
replaced by intensive, intrusive
regulation. He explained the FSA
intended to intervene earlier in,
for example, the product develop-
ment process to prevent future
mis-selling scandals before the
damagewasdone.

He went on to say this presented
a challenge to financial institution
underwritersin terms of providing
products that were of assistance
to firms in this evolving regula-
torylandscape.

Professional privilege in question

i
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Anyone can provide legal advice
inrespect of contracts or claims in
the UK; with no requirement of
professional legal membership.
The growth in construction adju-
dication has widened the claims
advice market, with claims con-
sultancies willing to be a primary
provider of adjudication advice
and representation. However,
this raises issues consultancies
and their professional indemnity
insurersshould be aware of.

A recent case in the Technology
& Construction Court, Walter Lilly
& Co Ltd v Mackay, considered
whether documents generated by
or for a claims consultant, even
one that retains legally qualified
personnel, attract legal profes-
sional privilege.

A defendant appointed a firm of
claims consultants to advise in
relation toworksbeingcarried out
by the claimant contractor that
were significantly delayed and
subject to claims forloss.

CLYDE&CO

asanorganisationtoprovide claims
andproject-handlingadvice.

Thejudgereferred to Prudential
v Special Commissioner of Income
Tax, in which privilege was
claimed in respect of advice con-
tained in communications with an
accountanton taxissues.

The courtheld legal advice priv-
ilege did not apply to any profes-
sion other than a qualified lawyer,
acting within the legal profession.
The judge in Walter Lilly therefore
held legal professional privilege
did not attach to the consultants’
advice and the defendant was
required to disclose it.

It should be noted, however,
even if a claim for legal profes-
sional privilege would be un-
successful it remains unclear
whether advice relating to adjudi-
cation proceedings could still be
protected bylitigation privilege.

Claims consultancies must be
aware where they provide legal
advice there is a risk the docu-

Claims consultants should be clear about the
services they are providing and bear in mind

the risks that can arise where they perform
quasi-legal functions. They may wish to consider
the use of alternative business structures now
permitted under the Legal Services Act 2007 to
avoid some of these issues

The defendant gave evidence his
principal contacts at the consul-
tancy were understood to be prac-
tising barristers or solicitors and
the advice received was legal
in nature from “people who held
themselves out to be lawyers”. He
therefore claimed correspondence
with the claims consultants was
subject to legal advice privilege
and couldnotbeproducedincourt.

Justice Akenhead disagreed,
referring to previous cases empha-
sising privilege should be strictly
confined to legal advisers such as
solicitorsand counsel,whoare pro-
fessionally qualified, and describ-
ing a previous judgment to the
contraryasan “exceptional case”.

The nature and terms of the con-
sultants’ engagement was exam-
ined by the judge. He emphasised
the firm was well known as one that
provides claims consultancy serv-
ices and he concluded the consul-
tancywasretained notasbarristers
to provide legal advice as such but

ments containing advice may be
disclosable. Consultants who do
not advise a client of the risk of
disclosure and the possibility of
appointing solicitors or barristers
so as to avoid that risk could find
themselves faced with claims.

Claims consultants should be
clear about the services they are
providing and bear in mind the
risks that can arise where they
perform quasi-legal functions.
They may wish to consider the use
of alternative business structures
now permitted under the Legal
Services Act 2007 to avoid some of
theseissues.

It should also be noted the Pru-
dential case is under appeal to the
Supreme Court, due to be heard
in November, so it is still possible
privilege maybe extended beyond
thelegal profession.

Tom White, legal director, and
Edward Freeman, senior associate,
Clyde &Co
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