
Hopefully you’ve already RSVP’ed to our educational event being held tonight at Tower Watson’s office in

NYC. If not, we suggest you do your best to attend; it will be an interesting discussion about new types of

coverage and developing insurance markets. Please RSVP to dec2@reunder40s.org if you plan to attend

the event. The panel of speakers is an established and knowledgeable group that includes the following:

 Nikhil da Victoria Lobo, Client Manager of the Public Sector Americas Team at Swiss Re

 Thomas Dean, SVP and Global Marine Practice Leader for Towers Watson's Reinsurance Practice
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A L O S S T O T H E I N D U S T R Y … K E V I N L O P A S S E S A W A Y

You may have already heard the extremely sad news of the recent passing of Kevin Lo; Kevin was a

Risk Analyst at Munich Re as well as a member of the Social Committee for the U.S. Reinsurance

Under 40s. Kevin suffered a stroke on Wednesday November 24th in Philadelphia and was taken to

Jefferson Hospital where he passed away on Sunday, November 28th. As put by Bonnie Boccitto at

Munich Re, “Kevin approached life with a smile and a great desire to learn. He was an incredibly

responsible young man. He will be missed.” From the entire board of U.S. Reinsurance Under 40s,

we would like to send our deepest condolences to Kevin’s family, colleagues and friends. Informa-

tion is still being gathered regarding his arrangements and we will pass them along to our members

as they become available.
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 Casey Gheen, Co-Founder of Avana Microinsurance

 Robert Parisi, SVP and Technology, Network Risk and Telecommu-
nications National Practice Leader at FINPRO at Marsh

 Nemo Perera, Co-Founder and Managing Partner of Risk Capital
Partners

 Daniel Sussman, President of Political Risk Division at Ironshore

Topics to be discussed include:

 Non-Traditional Reinsurance and Capital Markets Solutions for
Governments in Latin America and the United States

 Offshore Energy

 Developments in Microinsurance

 Insuring Cyber-Technology and Social Media

 The World of Political Risk

 Emerging Coverage Requirements Related to Life Sciences Trans-
actions
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What’s next for our industry??
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While the actual monetary damages from the Deepwater Horizon
oil spill will likely not be known for many years, the impact will be
felt in the insurance industry far sooner. Here are some
thoughts on lessons learned and potential changes going for-

ward within the oil and gas insurance sector.

Severity

The largest oil spill claim in the U.S. prior to Deepwater Horizon
was the Exxon Valdez event which occurred in 1989. Litigation
reached a final resolution in 2009 with total payments by Exxon
of approximately $1.15 billion, not counting defense costs. The
$1.15 billion includes $287M of compensatory damages,
$381M of punitive damages, and $480M in interest on the puni-
tive damages. With severity trend, it was easy to imagine an oil
spill loss exceeding $1 billion or $2 billion. Estimates of the
ultimate liability for the Deepwater Horizon event range from the
high single-digit billions to upwards of $100 billion. BP’s Q3
2010 financials indicate expected costs from the spill at $40
billion. How many people within the industry were giving serious
consideration to a loss that could be 10x, 20x or even 100x the
severity of Exxon Valdez? Even if the total liability comes in at
the lower end of the estimates, this event has shown that oil
spills have potential to result in tens of billions of dollars in dam-

ages.

Multiple Insured Occurrence

The Deepwater Horizon oil spill has illuminated the interconnec-
tivity within the oil and gas industry. It is clear that offshore drill-
ing is a highly technical enterprise; however it is interesting to
see how many engineering and service firms were employed in
an operation like Deepwater. While many news reports discuss
the potential liability of BP, Transocean and Halliburton, there
are dozens of other firms that contributed to the operation of the
platform. On the ownership front, the drilling was a joint venture,
with BP (65% owner) sharing proceeds with Anadarko (25%) and
Mitsui (10%). Transocean was the owner of the platform and
was also being contracted by BP to perform various operations
on the rig. Halliburton was the cement contractor. Cameron
manufactured the blow out preventer. Many of these firms, even
if ultimately held to not be liable for any damages, will have to
spend tens of millions of dollars in defense costs. The aggrega-
tion of companies involved in an event like this is something that
underwriters will have to file away and pay close attention to

going forward.

Public Policy vs. Sanctity of Contract and Law

The Oil Pollution Act of 1990, enacted in the wake of the Exxon
Valdez spill, limits the liability of offshore operations to
$75M. The damages from the Deepwater Horizon spill are
clearly greater than $75M. It appears that this cap will be
waived in the interests of public policy. Does this have implica-
tions for underwriters who base their underwriting decisions on
perceived legislative protections? Or for insureds who base their
insurance program purchasing decisions on legislative protec-
tions? On a related issue, all contractors performing work on the
Deepwater Horizon had some form of indemnification agreement
with BP. Will these agreements hold up? These are issues that
extend beyond just this event and that we, as an industry, need

D E E P I M P A C T F R O M D E E P W A T E R
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to continue to watch.

Capacity

In the insurance world, there are a finite number of companies
that are willing to participate on the insurance program of a major
oil company like BP or Exxon Mobil. Each of these insurance
companies has a maximum limit it is willing to put up for any one
insured. I am not sure what the total available insurance capac-
ity is for a large oil and gas company, but I think a reasonable
estimate is under $2.0 billion and clearly far less than the poten-
tial loss from Deepwater Horizon. This leaves the large oil & gas
companies with some tough decisions. It is now clear that $40
billion is a possible loss. Do they accept the exposure and keep it
net as BP did? Do they alter their operations, i.e. avoid drilling
offshore or near bodies of water? Do they limit ownership stakes
within any one venture to a small percentage (note: this may not
help with their insurance as it is common on the Bermuda forms
to scale limits equal to participation in a joint venture)? Do they
start charging more for oil & gas in an effort to fund this expo-
sure? Do they ask Congress for a new liability cap with the hopes
that this new cap won’t be waived when there is an oil spill? Do
they attempt to use hold harmless and indemnification agree-
ments to push liability back on the contractors? Do they ask the
government to create some kind of backstop program? There are

a lot of questions and only time will tell.

Nick Cook

The views expressed are solely those of the author, and do not
necessarily represent those of OdysseyRe and its affiliated com-

panies.

Deepwater Horizon
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Although the outcome of the recent mid-term elections may pose a bit of a problem for President Obama and his camp; the Republi-
can control of the House of Representatives is seen as a victory for the insurance industry. A victory not necessarily because of the
representatives voted into the House and what they will do for us, but because of those representatives that have lost their position

and will no longer be pushing legislation that is seen as not particularly favorable to the insurance/reinsurance sectors.

Two of the main pieces of legislation affecting our industry that were in the works before the elections were the Multi-Peril Insurance
Act, H.R. 1264 and the Homeowners’ Defense Act, H.R. 2555. The Multi-Peril Insurance Act is an amendment to the National Flood
Insurance Act of 1968 and would require the NFIP to provide multiperil coverage for damage resulting from windstorms or floods.
This Act was originally introduced by Representative Gene Taylor (D-MS). Currently, the NFIP has an $18.75B deficit and according to
GOP.gov, it is not likely that the NFIP will be able to repay this debt. As such it has been put on the list of government programs at
“high-risk” for potential losses. Not only would this act potentially create additional debt for the federal government, it would subsi-
dize the development of hazard prone areas (coastal areas and floodplains) and undermine the insurance marketplace. In the No-

vember elections, Rep. Taylor lost his seat to Steve Palazzo and as he leaves Capital Hill, it seems that this act does too.

The Homeowners’ Defense Act, H.R. 2555 was proposed by Representative Ron Klein
(D) of Florida. This act would establish a National Catastrophe Risk Consortium which
would create a national fund (financed by tax dollars) that states can tap into after their
catastrophe fund has been exhausted The act, which was nicknamed the “beach house
bailout” because it is effectively spreading the risk of catastrophe prone areas to tax-
payers around the country, would also authorize the U.S. Treasury Department to guar-
antee debt issued by eligible states to help that state recover from a natural catastro-
phe. The Treasury Department would also be able to write reinsurance contracts cover-

ing catastrophic events.

Although feelings seem to be mixed on this proposed act, many see it as a disruption to
the insurance/reinsurance markets. According to the cost estimate report created by
the Congressional Budget Office (CBO), H.R. 2555 would cost $1.7 billion over five
years; however it is later mentioned in that same report that “if a large-scale natural
disaster were to occur and a state program were to default, spending would be much
greater than the expected costs included in this estimate.” As with Representative Tay-
lor, Representative Klein lost his seat this November. Alan West, a Tea Party favorite in

the last elections, took over the Representative Taylor’s seat and opposes this act.

Although the defeat of these acts is seen as a success for the insurance/reinsurance
segments; there are others looming in the House of Representatives: Act H.R. 3424
that deals with the taxation of offshore reinsurers, various acts that propose federal
regulation of the industry (H.R. 2609/H.R. 3126/H.R. 3996/H.R. 4173), etc. Many of
these acts have the representatives that proposed and back them still in office. With
the new Republican dominated legislature it will be interesting to see what happens

with these issues and others that may arise.

Amanda Lyons, Aon Benfield

U P C O M I N G S O C I A L

E V E N T

Don’t forget about our social
event at Galway Hooker on
Thursday, December 9th. This
event will be an excellent op-
portunity to network with oth-
ers in the industry, while enjoy-

ing cocktails and appetizers.

Time: 5:30 - 8:30 pm (Happy

Hour specials end at 7:30 pm)

Address: Galway Hooker Bar, 7
East 36th Street (5th Avenue),

New York, NY



In an effort to become more familiar with our members we will highlight one member in each edition of our newsletter. If you are inter-
ested in being interviewed for the spotlight please email us at newsletter@reunder40s.org.

For our first spotlight we spoke with Kara Owens, Professional Liability Underwriter at Transatlantic Reinsurance Company. Here’s
what she had to say:

Re Under 40s: Tell us a little about yourself.

Kara Owens: I grew up in a small town in Pennsylvania. I moved to New York after college and became the Communications Chair of
the Re Under 40s Group last summer.

Re Under 40s: How did you get into reinsurance?

Kara Owens: I majored in Risk Management and Insurance as a student at Temple University in Philadelphia.

Re Under 40s: What do you like most about being a reinsurance underwriter?

Kara Owens: I enjoy the risk taking nature of underwriting. I like the ability to be able to analyze the positive and negative attributes of
a treaty and know that the decisions made today regarding the risk will impact the company going forward.

Re Under 40s: What do you find interesting about Professional Liability Reinsurance Underwriting in particular?

Kara Owens: I find Professional Liability interesting because it is a very dynamic market segment. The types of risks are constantly
developing and changing as the economy, regulations, etc. changes.

Re Under 40s: Favorite mythical creature?

Kara Owens: Hmm, the obvious answer would be a unicorn.

Re Under 40s: What do you think the most important benefits to being a member of the U.S. Reinsurance Under 40’s Group are?

Kara Owens: I think the networking aspect of the group is a great benefit. The Group consistently holds social and educational events
that are great opportunities to meet new people in the industry. Many of the relationships you build today as a young person will grow
with you in the future. These relationships can lead to new job opportunities, new business, etc.

Re Under 40s: What is your favorite movie?

Kara Owens: This is always a difficult question, but I would have to say American Beauty or Pulp Fiction.

Re Under 40s: What would you be doing if you weren’t in Reinsurance?

Kara Owens: I would probably be doing something that had to do with animals – maybe a veterinarian or a zoologist.
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B E R M U D A U N D E R 4 0 S G R O U P T R A V E L S T O T H E U . S .

Last month, a group from the Bermuda Reinsurance Under 40s traveled to the U.S. for an inside look at the insurance markets of
Houston and New York. One member of the group was Julia Mather, of Miller Bermuda Ltd., who wrote the following account of the

tour.

Following the success of our tour to London in October 2008, we were keen to keep up the momentum by offering places to 20 people
to visit the U.S. in October 2010. The places were quickly snapped up, a few by people who were fortunate enough to attend the Lon-

don tour also, and it was decided that we would visit the Houston and New York markets.

There is, one way or another, a lot of energy business written out of the Bermuda re/insurance market and it was felt that the opportu-
nity to visit Houston and see for ourselves the hub of the U.S. energy industry would be a valuable educational experience for those
coming up through the ranks. Again the group was made up of a very diverse cross section of the Bermuda market - both by specialty
(insurance vs reinsurance, property vs casualty, underwriters, brokers, modelers, regulators) and also by age and experience - ranging

from early 20's to 40. CONTINUED ON PAGE 7.
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A G E N C Y C A P I T A L M A N A G E M E N T

Reported surplus is adjusted within BCAR to provide a more economic
and comparable basis for evaluating capital adequacy. These adjust-
ments are aimed at evening the playing field and compensating for
certain economic values not reflected in the statutory financials. Some
examples of the adjustments made are related to unearned premi-

ums, fixed-income assets and the deduction of a PML charge.

BCAR calculates the net required capital to support the financial risks
of the company associated with the exposure of assets and underwrit-
ing to adverse economic and market conditions. Required capital is
computed to support three broad risk categories: investment risk,
credit risk and underwriting risk. BCAR is the ratio of “actual” to net
“required” capital, or in other words, adjusted surplus divided by net

required capital.

A catastrophe excess of loss treaty can be used to manage the PML
charge within BCAR; therefore increasing the numerator (adjusted
surplus) within the calculation. Given the way the PML charge is em-
bedded within the model, the BCAR impact is immediate. In addition,
most property focused companies capital adequacy will be evaluated
against the natural catastrophe stress test, which will cause the value

of this type of treaty to increase considerably.

A quota share treaty can improve BCAR scores immediately, or over
time, depending on how the reinsurance program is structured. The
majority of the capital benefit is generated from reducing the Premium
and Reserve risk components within the BCAR required capital calcula-
tion (the denominator of the formula). Further, another source of po-
tential benefit is if the treaty provides catastrophe protection. A quota
share treaty can also positively impact numerous traditional capitaliza-
tion and operating performance metrics that rating agencies monitor

in addition to providing capital relief within a capital model.

The relative materiality of BCAR improvement will vary depending upon
a company’s specific risk profile. Of course, as reinsurance solutions
are effectively transferring capital requirements from cedant compa-
nies to reinsurers, there is a cost associated with using that capital.
The key is to balance the cost and the capital benefit of any reinsur-

ance solution.

Conclusion
For many P&C insurers, rating agency risk adjusted capitalization re-
quirements are their primary capital constraint. Reinsurance should
be viewed as a form of capital, and using the rating agency capital
model framework, an implied capital benefit of any solution can be

calculated.

For certain insurers, reinsurance is a form of capital that remains
available at accretive terms to their overall operations. With continued
recovery in the debt and equity markets, it is more critical than ever for
insurers to fully evaluate the characteristics of their capital structure
and optimize the use of reinsurance as a key component. The cost of
reinsurance relative to the reduction in risk provided by various rein-
surance structures should be evaluated through rating agency, regula-
tory and internal economic capital models, enabling cost of capital

comparisons.

John Fugit, Aon Benfield

Insurer’s financial strength ratings are critical to their market
profile, with higher ratings creating more revenue generating

opportunities.

Ratings from the major rating agencies around the world are the
result of a broad process, where the respective rating agency will
evaluate the insurer over numerous categories. The exact cate-
gories vary by rating agency but typically include business profile,
capitalization, operating performance, and risk management
practices. While reinsurance is not usually listed as a primary

rating category, it directly affects many.

When reinsurance is viewed by insurers not solely as a cost of
doing business, but within the broader perspective of being an
integral piece of their capital and risk management strategy, it
can then be potentially transformed into a competitive advan-

tage.

A holistic approach to evaluating reinsurance
When analyzing reinsurance solutions, it is common practice to
compare various reinsurance solutions against each other to
find the optimal structure. It is also important to quantify and
evaluate the cost of capital of each of the reinsurance solutions;
and compared those to the company’s alternative capital
sources. Reinsurance has other positive characteristics, such as
the volatility that has been transferred to the reinsurer, recogniz-

ing neither debt nor equity transfer volatility.

The property and casualty insurance business can be catego-
rized as having reasonable long-term returns, but volatility that is

well above the averages of many other sectors.
Reinsurance continues to add substantial value to the process
of managing earnings volatility. Using A.M. Best data, the acci-
dent year gross loss ratio over the past 10 years is 72.4% with a
standard deviation of 11.1%, while the accident year net loss
ratio is 73.0% with a standard deviation of 9.1%. Reinsurance
reduced the loss ratio standard deviation by 17.8%. This
amount can be much higher for certain property catastrophe

exposed lines of business.

There are numerous reinsurance products available, and it is
important to understand the underlying risks of the company to
identify the appropriate reinsurance product to transfer the opti-
mal risk to the reinsurer at a reasonable cost. Reinsurance bro-
kers, among others in the industry, seem to be uniquely posi-
tioned to evaluate the characteristics of all forms of available
capital, and accessing the most efficient and effective capital

solutions to achieve insurer’s goals.

Examples of two reinsurance solutions on Rating Agency Capital

Models
For these examples the discussion will be focused on Best’s
Capital Adequacy Model (“BCAR”) and a property focused insur-
ance company. BCAR is A.M. Best’s proprietary capital model
that is utilized to evaluate balance sheet strength. It structurally
resembles the NAIC Risk-Based Capital model and compares an
insurer’s adjusted surplus position relative to the required capi-

tal necessary to support its risks.
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E X E C U T I V E I N T E R V I E W — F R A N K N U T T E R ,

P R E S I D E N T O F T H E R A A

Mr. Nutter: I have a great passion for the outdoors and for education in nature and exercise
for children. So, I could see myself in a children’s camp program or a nature center environ-
ment.

RE Under 40s: If you could have any super power what would it be?

Mr. Nutter: Probably too much of a realist to conjure up a super power.

RE Under 40s: If you had a crystal ball, when will the market turn and what will cause it?

Mr. Nutter: Most analysts expect a market turn with a major catastrophe event. Since that may be too speculative or even cyni-
cal to envision, I assume a market turn will only occur when capital no longer finds comfort in its return in the business. If cor-
rect, the process is ongoing and the “turn” will be “U” shaped not “V” shaped.

RE Under 40s: What’s your favorite reinsurance phrase?

Mr. Nutter: “Follow the fortunes” because it always reflects a partnership between reinsurers and their clients. The business
has been most successful when the parties have a long term, mutual perspective.

RE Under 40s: What piece of advice would you give a young person in our industry right now?

“Eventually

everyone sits

down to a

banquet of

consequences.”

- Robert Louis

Stevenson

U.S. Re Under 40’s recently caught up with Frank Nutter, President of the Reinsurance Asso-

ciation of America. Frank has spoken at our events in the past but we wanted to get a little

more personal….

RE Under 40s: How did you get involved in the Reinsurance Industry?

Mr. Nutter: My first position in the reinsurance industry was as general counsel to the RAA. I
have been involved in the public policy advocacy side of the industry my entire career. It was
a good fit for me as I had always been involved as a student and personally in the political

process.

RE Under 40s: If you weren’t working in Reinsurance what would you be doing?

Mr. Nutter: One of my favorite quotes is from Robert Louis Stevenson: “Eventually everyone sits
down to a banquet of consequences.” Stick to worthy principles in your personal and professional
life. They sometimes cause inconvenience or even disappointment but the consequences of your
choices eventually reflect who we are and how satisfied you are with yourself.

RE Under 40s: Pull out your crystal ball again….what, if anything will be different about our industry
in 10 years?

Mr. Nutter: In 10 years (sooner if possible), I hope that the regulatory, tax and legal environment in
the US transforms in a manner that makes it as attractive for a reinsurer to have an established
franchise here as it now does to be offshore.

RE Under 40s: What’s your favorite movie?

Mr. Nutter: One Flew Over the Cuckoo’s Nest. Reminds me of Washington: a sanitarium where the
patients are free to leave but don’t.
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The Houston trip started in Galveston at Ocean Star museum,
which is a decommissioned jack up rig, so that we could see for
ourselves exactly what a "blow out preventer" is (as made fa-
mous by the recent Deepwater Horizon tragedy). We were ac-
companied by Libby Henry from Marathon Oil who acted as tour
guide for the trip down there and was able to answer all our
questions on Houston and the energy industry in general. We
visited places like the Kemah Boardwalk, an area that had been
completely wiped out by Hurricane Ike, but has since been re-
built (noting that such quick re-building would not be possible
without the support of insurers) and the Weiss Energy Hall of
the Houston Museum of Natural Science, where we were treated
to a presentation by Tommy Laurendine from Liberty Interna-

tional Underwriters.

On Tuesday we spent the day being hosted by Aon. In the morn-
ing we were given a presentation by Dan Mason of Matthews
Daniel Loss adjusters, it was an introduction to how a loss ad-
juster goes about their work, with some case studies added in to
make it more real. In the afternoon Bruce Jefferis, CEO of Aon
Energy walked us through the background and capabilities of the
Aon Corporation. He had also invited two of their clients in for a
question and answer session where we were in the unusual
situation of being able to ask any question we wanted without it
having an impact on winning the business or not. Questions
ranged from what it is that they would look for in a Bermuda
broker, how they perceive the Bermuda market to what qualities

you would look for when employing someone.

On Wednesday we left Houston and traveled to New York. The
itinerary for this portion of the tour was all set up by our sister
group, the U.S. Under-40s (more specifically Brian Green from
EAPD and Greg Habay from JLT Re). Again, they had gone out of

their way to make it as informative and wide ranging as could be.

On Thursday morning we headed down to the World Trade Cen-
tre for a presentation by Moody's. They presented on two topics,
the first by the chief economist (John Lonski) on the macro state
of the US economy, and the second more specific to how they
rate reinsurance companies. Our next stop was the Insurance
Information Institute (Jeanne Salvatore and Dr. Steve Weisbart),
an organization that aims to be the go to place for information
on the U.S. insurance industry. They are funded by member com-

panies who have access to all of their information.

From there we went to Risk Capital Partners (Ayesha Ilmi) who
ran through some case studies of the more unusual risks that
the insurance industry gets to see, from film financing to Escrow
Replacement insurance. We spent the rest of the afternoon at
the Ironshore offices where the head of each team outlined what
it is they do, the growth they have experienced since incorporat-
ing only 3 years ago and their plans for the future. The evening
was planned by the U.S. Under 40s at a bar near our hotel as a
networking event for both Bermuda and US Under 40's mem-

bers.

On Friday morning we were hosted all day at the offices of
EAPD law firm. The morning started off with presentations from
three people who either still do, or used to work for Chartis’
Private Client group - one specialising in Yacht insurance (Sean
Blue), one in fine art (Thomas Galbraith) and the last in jewelery
(Alexis Horn). Three fascinating topics which were chosen as
they are not specialties of the Bermuda market. This was fol-
lowed by a seminar on the Bermuda form by two lawyers from

EAPD (Huhnsik Chung and Anthony Woodhouse).

After lunch another EAPD lawyer (Greg Hoffnagle) presented on
the insurance issues arising from Deepwater Horizon which
rounded out our experience earlier in the week in Houston. He
was followed by Mark Peters (also EAPD, but formerly the Head
of the New York Liquidation Bureau) who gave us an overview

of Insolvency regulation in the U.S.

The tour ended with a presentation by Peter Nakada, Managing
Director of Modelling Agency RMS. RMS has approximately a

60 percent share of the market for modelling in our industry.

These tours would not be possible without the very generous
support we receive from all of our hosts. The only reward for
them is the knowledge that they have helped a group of indi-
viduals within our industry understand more about the global
marketplace and their place in it. As one host (Chris Pluchino)
commented afterwards: "We were very pleased with the out-
come and glad we could help. Each of the attendees was en-
gaging and interested in broadening their knowledge. The level

of enthusiasm was very refreshing."

We must also give a special thanks to Arch Re who came in at

the last minute to help with funding.

The list of attendees is as follows: Julia Mather (Miller Ber-
muda), Dana Martin (Axis), Kara Gibbons (Marsh), Jason Cor-
reia (Ariel), Vipul Jaiman (DE Shaw), Andrew Watson (Ace), Mar-
tel Laws (Ace), Jessica Marwick (XL), Tiffany Heslop (Aon),
Sheena Thomas (Endurance), Nikara Fraser (Endurance), Jas-
mine DeSilva (Endurance), Raymanda Davis (OCIL), Robyn Sim-
mons (OIL), Cindy Hooper (Everest), Katie Shaw (Catlin), Treasa
Fubler (BMA), Lindsay Franklin (Torus), Shannon Totten



As the holiday season approaches, most insurance companies probably have reinsurance coverage on the top of their wishlist. Maybe

if they are lucky or were extra good this year, Santa will give them a 10% off coupon under their tree.

Reinsurance, in its simplest form, is insurance that is purchased by an insurance company. It is a means to transfer risk from the
insurer to the Reinsurer. The reinsurer and the insurance company enter into an agreement in which the reinsurer is paid a reinsur-
ance premium for taking a portion of the insurance company’s risk. In the event of a loss, the reinsurer would pay a portion of the

insurer’s losses. Sounds simple enough, right?

Currently, most insurance companies are in a position where their book of business is shrinking due to soft market conditions and
the sluggish economy. Obviously, the financial meltdown of 2008 has continued to take its toll on carriers’ investments. At the same
time, the reinsurance market continues to face challenges of its own with a soft market and poor investment options. Insurers and
Reinsurers face many of the same challenges with very little light at the end of the tunnel. However, in the case of reinsurance, one

wants to see a decrease and the other wants to see an increase.

Reinsurance pricing in general over the past several years has remained flat or embraced a slight decrease. While insurers may be
happy about their reinsurance premiums decreasing slightly and the absence of a major catastrophe in the last few years, it’s not all
good news. Insurance carriers’ premiums continue to decrease and their investments aren’t making much money either. Unfortu-
nately for the insurers, risk isn’t free and the reinsurers must see a profit in their underwriting results. As another benign hurricane
season comes to a close, everyone holds their breath to see what the major 1/1 renewal cycle will bring. In a game of chicken, both

sides hold their ground and race to each other to see who will go left first.

All of the factors mentioned above are pertinent to an insurance company's writings as they are restricted by their balance sheet.
When a calculated solvency margin is reached, an insurance company has to either increase their capital or investigate their book of
business and possibly stop writing new or poor performing renewal business. Decreasing new and renewal business is appropriate
when the business may not be as profitable as desired, but one must be prepared for the eventual hard market. When the hard mar-
ket returns, all bets are off compared to the soft market. This is where managing the cost of capital in respect to reinsurance cover-
age is crucial to the future of any insurance company. There are many difficult decisions being made in the current marketplace. New
capital is hard to come by with many of the standard options taking similar stances that the insurance companies are practicing. In
other words, banks and other issuers are in a similar “soft market” and are either not issuing new capital or making it more difficult to
obtain. Think of yourself as an insurance company when you try to buy a new house or apply for a credit card. However, history has a

way of repeating itself and harder market conditions are part of that history.

As for reinsurance coverage, should these insurance companies change their buying habits to reflect or take advantage of the cur-
rent economic environment? Many companies may be doing just that as they protect their investments and balance sheets. Similar to
saving for a rainy day, insurers must be prepared for a major catastrophe or even a change in the marketplace. If these insurance

companies are able to adapt to change quickly in their marketplace, I believe this will determine the success of these companies.

Here is to a better 2011, both personally and professionally.
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From everyone on the Board of U.S. Reinsurance Under 40s, have a safe and
happy holiday season!!!
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