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Reinsurer
forecasts
change in
market cycles
   Bermuda’s insurance practitioners are forecasting
a different shape to future market cycles than in the
past. As a result of regulatory and other changes the
cycle will have smoother edges with less highs and
lows.
   Michael Butt, Chairman of AXIS Specialty Ltd.
said, “Has the peak of this market been achieved?
It’s too early to call, but maybe. Are the cycles going
to be a different shape? A lot of us on the Island
say yes, there will be some changes. The cycle will
not go as high and not as low.
   “The reasons include Sarbanes-Oxley, signing-off
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on reserves, low
interest rates. These
things will smooth
the end of the cycles.
   “Remember too,
there is still a
considerable amount
of loss deterioration
to be acknowledged
in the market, which
has not yet been
taken into account.
They are from D&O
claims, a tail of
casualty, worsening
asbestosis and
apparently very little
chance of an
industry-wide settlement.
   “There is still a strong tail of balance sheet
destruction which has not yet hit insurers and
reinsurers. When that comes through, which I expect
to be in the next two or three years, it will be another
stabilizing factor in the cycle.”
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   The Bermuda market has been developing a closer relationship
with the Risk & Insurance Management Society, Inc. (RIMS) as
RIMS members continue to seek risk transfer solutions in the
most dynamic industry marketplace.
   As Chairman of the IAC Marketing Committee’s RIMS sub-
committee, Allison Towlson is a key leader in the effort to
determine how the market can work more effectively with RIMS
to maximize information flow to the benefit of Risk Managers.
   Ms Towlson, who is also Vice President, Excess Liability for
ACE Bermuda Ltd., commented: “It’s a mutually beneficial
relationship, one that has developed over time. We are appreciative
that RIMS has recognized the Bermuda market as a “Key Partner”,
signaling their intention for a long term association.”
   Last year, the RIMS executive and Bermuda market officials

Bermuda presents at RIMS

Allison Towlson, Chairman
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   The man at the helm of ACE Bermuda Ltd.,
a key player in the Bermuda flagship company
ACE Ltd., believes the company will always be
under pressure from competitors but that the
competition is welcome for both his company
and the Bermuda market.
  As a leading provider of excess property,
liability and professional lines, ACE has a global
platform, is part of a globally expansive group

that has
demonstrated
claims paying
ability and has the
credentials of
longevity and
sustainability, with
a robust and
strongly growing
balance sheet.
   Yet President and
CEO of ACE
Bermuda Andrew
Kendrick notes,
“We will always be

under pressure. The major insurance corporates
are vying for positions beneath our traditional
attachment point. Therefore there are more
people in the game, which pushes us further
up, and can have an effect on pricing.
   “Those playing lower down in the arena have
been usurped by others. They are going to want
to attach at, and attack, our excess position. We
are seeing increased competition from the new
Bermuda companies, which are seeking to
compete with the more established Bermuda
companies in the excess market.
   “I see competition as a good thing. It

demonstrates that there is a vibrant market here,
which has many good companies with strong
balance sheets. But it also keeps each company
sharp, and on their game. As a dominant player,
we must guard against complacency.
   “In response, we at ACE Bermuda have to be
more service-oriented, deliver a quick, clean and
effective message, understand the value of
relationships, and maintain a strong top line revenue
stream.”
   He believes it is important that Bermuda companies
maintain the collaborative effort that has been a
key in the past for insureds - who can put entire
programs in place through a visit to several
companies on one Bermuda visit.
   Mr. Kendrick assumed control of ACE Bermuda
at the beginning of the year. It follows some time
after ACE Ltd. acquired his previous firm, Ockham
Underwriting Agency at Lloyd’s in 1996.
   ACE Bermuda saw about 500 clients last year,
involving meetings with CFOs of Fortune 1000
corporations.
   Mr. Kendrick said of the company: “It operates
the simplest model throughout the ACE Group  -
a low frequency, high severity model. It is principally
three traditional lines of business, including excess
property, excess liability and excess professional
lines, which is mainly directors and officers liability.
   “Because we have deployed net capacity, our
capital is more exposed, meaning we have to do
a finer analysis of the risk. The benefit to the buyer
is that we should understand their needs more.
   “Given the interest from the analyst community
and rating agency community about reinsurance
recoverables, this is a true counterparty to
counterparty relationship. There is no one upon
whom we are relying for reinsurance recovery.

   “Buyers are coming to Bermuda to access
our capital, use our sophisticated products at
an attachment level demonstrating that if
something catastrophic, something really big,
happens to their organization, we will be there
to protect their balance sheet.”
   Mr. Kendrick shares the view of many in the
Bermuda market that even in lines were rates
appear to be softening, market stabilizing forces
are still very much in play.
   He said, “There’s a considerable degree of
inventory that still exists on everybody’s books.
There’s a lot of claims activity that has not yet
fully come to fruition. Some of that is determining
coverage. Some of it is determining liability.
Some of that is awaiting court decisions or
arbitration decisions. That gives us a disturbing
degree of uncertainty, as to outcome.
   “We need to very clearly make our position
known to our clients that, while we will make
our capacity available to them, they have to
understand that pricing shouldn’t be their only
consideration. It should be about our knowledge
of product, knowledge of claims handling, our
ability to pay and our time in the business.
   “ACE has done nearly 20 years in the business
and we have a very successful track record of
assisting our insureds through difficult claims
negotiations. We don’t lose clients by the way
we handle claims. And these are big claims,
and difficult to manage.
   “Pricing in some areas is under pressure,
wrongly in my view. Cyclicality will continue
to exist in property and casualty. But clients,
intermediaries and insurers agree that it will
suit all parties if the peaks and troughs are not
as pronounced, as previously.”

Insurers welcome competition
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Gross vs Net vs Net vs Share-
premiums Q1 premiums Q1 income Q1 holders'

written 2003 written 2003 2003 equity
$m $m $m $m

ACE Ltd. 4,416 + 7% 3,238 + 11% 436 + 82% 9,397

Allied World Assurance Holdings Ltd. 500 + 27% 430 + 15% 89 + 60% 2,091

Arch Capital Group Ltd. 1,010 + 17% 884 + 14% 87 + 67% 2,010

Endurance Specialty Holdings Ltd. 721 + 99% 717 + 99% 101 + 97% 1,763

Everest Re Group, Ltd. 1,220 + 22% 1,180 + 23% 126 + 34% 3,365

IPC Holdings, Ltd. 210 + 10% 200 + 10% 74 + 9% 1,648

Max Re Capital Ltd. 440 + 2% 397 - 1% 43 + 151% 867

Montpelier Re Holdings Ltd. 333 - 9% 297 - 11% 109 + 5% 1,770

PartnerRe Ltd. 1,554 + 23% 1,523 + 23% 146 + 17% 2,769

RenaissanceRe Holdings Ltd. 780 + 14% 706 + 20% 170 + 13% 2,741

White Mountains Insurance Group, Ltd. N/A N/A 832 + 4% 96 - 6% 3,181

1ST QUARTER 2004 Financial Results
for selected Bermuda insurance entities

Andrew Kendrick
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Bermuda:
The Real Thing

Bermuda has its first Portuguese-owned captive. Real Re will function
as a reinsurer for its parent, Real Seguros, an insurer with 42 offices
across Portugal, including Madeira island. Real Seguros sells a wide
range of products, including life and non-life, and personal lines, as
well as asset management (financial products).

Following the incorporation of the captive in Bermuda by Marsh
Management Services (Bermuda) Ltd., three of the parent company’s
senior staff came to the Island to launch the actual operations of the
captive. Fernando Ferreira, President of the Executive Committee, Joao
Lapo Pereira, Administrator, and Abel Babo, Director of Reinsurance,
made up the Real team.
“Real Seguros had carried out due diligence on suitable jurisdictions,”
said Rory Gorman, Head of Office for Marsh Bermuda. “In particular,
they had looked at Guernsey, and concluded it would not be the right
place. Their research about Bermuda and the Island’s reputation told
them that Bermuda was the best fit for them, and they were impressed

with Marsh’s reputation and leading position in the captive management
business here. So they worked with us and our Marsh colleagues in
Portugal to get the captive formed.”

Real Re will be used “to access the reinsurance markets, of which
a significant proportion is in Bermuda,” said Paula Dilney, Vice President
at Marsh Bermuda. “Real writes across a number of lines and they
presented us with a well-drawn business plan to maximise the benefits
from Real Re.”

The Portuguese are not exactly an unknown comunity, with 9% of
Bermudians claiming Portuguese ancestry. The association dates back
more than a century and a half. Portuguese influence has taken its
place in the Bermudian culture and today, Bermuda Portuguese are
in Cabinet, the professions … and the insurance industry.

“We brought in the head of the property group in Marsh Global
Markets in Bermuda, Edward Correia, and the meeting continued in
Portuguese,” Gorman recalled. “They came to form relationships, to
improve business in the immediate future in the reinsurance area.”

Marsh now manages captives with parents in 21 countries other
than Bermuda.

Real Seguros is starting up operations in Brazil as well in Europe
(Denmark). The company employs 338 people, a number that has
grown by more than half since 2000. Employees are important to Real:
the company was rated first in Portugal and third in all of Europe as
“a great place to work” in a survey this year by Hewitt for The Wall
Street Journal.

In 2003, Real had non-life revenues of 93.4 million ( 1 = $1.196),
compared with 63.1 million a year earlier. Its life activities yielded
income of 148.9 million in 2003, against 73.6 million a year earlier.
Funds on its asset management side exceed 300 million. The company’s
non-life combined ratio for the past three years has been enviable:
90 percent in 2001; 87 percent in 2002; and 83 percent in 2003.
The parent of Real Seguros, Banco Portugues de Negocios, is known
as Grupo BPN. The bank has 190 branch offices, including four in
France. At December 31, 2002 it had total assets of 3.7 billion, net
income of 37.8 million. Loans and advances stood at 3.0 billion.
The staff complement stands above 2,000.

Real Re in Bermuda: (from left): Mike Tait, Director of Client Services, Marsh Bermuda; Joao Pereira,
Fernando Ferreira and Abel Babo of Real Seguros; Rory Gorman, Head of Office, Marsh Bermuda.

The International Federation of Risk & insurance Management
Association (IFRIMA) will have a significant presence at the next
biennial  (ALARYS) Conference, being held September 7-10 at the
Fairmont Southampton Hotel in Bermuda.

As a result of the IFRIMA contingent, led by President Susan
Meltzer, the event is expected to attract more North American and
European interests than in the past, in addition to the Latin American
delegates.

Delegates will converge on the Island to participate in a variety
of discussions, including perspectives on today's reinsurance markets.

Also up for review are matters relating to enterprise risk management,
business interruption and captive solutions for oil companies.

The event will be co-chaired by the Premier of Bermuda, the Hon.
William Alexander Scott and the Finance Minister Paula Cox, who is
also counsel for ACE Ltd., one of the Island’s leading insurers/reinsurers.

Bermuda’s organizers are hoping for strong participation from the

Risk & Insurance Management Society, Inc. (RIMS) organization, including
presentations from Chris Mandel, a former RIMS president and current
Risk Manager of the Year.

President of ACE Risk Management International Ltd., Roger Gillett,
will discuss alternative risk transfer, including finite risk and mutuals.

Other topics on the agenda include political risks in Latin America,
new tools of risk transfer and arbitration as an alternative to dispute
resolution.

Other information being shared will touch on the new plan to use
bonds in a hard market, and recent trends in D&O.

Bermuda, through BIMA, recently became one of the first non-Latin
American countries to join ALARYS, although Bermuda industry
representatives have been attending the event since 1994. The congress
of risk managers was held in Mexico City in November 2002 and in
Panama in the year 2000. BIMA is an association of approximately 44
professional insurance managers in Bermuda.

ALARYS/IFRIMA Conference nears
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Meeting deemed a
PLUS for Bermuda

The latest Professional Liability Underwriting Society conference,
PLUS Bermuda, themed The Bermuda Perspective, was such a hit,
that organizers will cement plans to make the event an annual fixture
on the Bermuda insurance conference calendar.
   David Bell and Patrick Tannock chaired the inaugural event and
were clearly pleased at the strong turn out.
   Mr. Bell, the Vice President and Worldwide Manager of Professional
Lines at Allied World Assurance Company, Ltd., commented, “This
event marks an important time in the Professional Liability market
for Bermuda. It’s encouraging to see an
organization like PLUS recognize the unique
qualities of coverage offered in the Bermuda
market. We expect this event to have many more
successful years.”
   Some 240 people were registered for the event
in May, as delegates covered issues familiar to
those who work with Bermuda-based insurance
markets.
   The conference heard from professional liability
underwriters and brokers that excess D&O rates
were down significantly, year over year, and may
be approaching the point where it would be
unprofitable to write.
   “Rates are trending downward,” commented Senior Vice President
Chief Professional Lines Underwriter at Arch Insurance, Tony Hay.
   He said the market has become increasingly competitive, as more
excess players came on line and primary players offered excess layers,
to better compete for the primary business.
   Patrick Tannock, Senior Vice President and manager of Professional
Lines for ACE Bermuda and Chief Underwriting Officer for CODA
commented that,  “The increasing frequency of settlements in excess
of $100 million will continue to erode the insulation that higher
attachment points have historically afforded excess insurers, and as
rates continue to trend downwards excess insurers will need to be
prudent and disciplined to secure underwriting profitability.”
   The underwriters stated that forces buffeting their industry could

force companies to consolidate, and write less of the competitive
line.
   Mr. Bell said it was likely in coming years that some of the newer
Bermuda companies may seek consolidation (though not necessarily
with other new Bermuda companies) in an effort to better utilize
existing capital.
   The conference heard discussions on varying issues, including the
probe by New York Attorney General, Eliot Spitzer, into insurance
brokers and their relationships with commercial insurance carriers.
   Because insurers pay a commission to commercial insurance brokers
for promoting their coverage, Mr. Spitzer was trying to decide if there
was a conflict of interest. The brokers are also being paid by the
insurance buyers, including some of the largest US corporations.
   The topics discussed included Yesterday, Today and Tomorrow:
The relevance of Bermuda in the world insurance market; The Joy
of S-OX – The Pleasures and Pitfalls: Compliance with Sarbanes,

mutual fund meltdown, severability for innocent
directors, and where the trends are pointing;
Professional Lines in Bermuda – More than Sand,
Sun and “Side A”: Though a pioneer and leader
of “Side A” coverage, why the Bermuda markets
are so much more and what they’re thinking
for 2004.
   Guest speaker Barry Minkow dazzled the
crowd with his entertaining and informative
speech about fraud and white-collar crime.
Minkow was convicted of fraud and served over
seven years in prison. Out of prison and
rehabilitated, Minkow runs the Fraud Discovery
Institute, helping companies proactively detect

fraud. He also consults with the FBI and SEC on a regular basis.
   Other sessions were entitled: The Leveling Excess Market – Just a
Drizzle, or is a Hurricane Brewing? More capacity in all three major
markets, lowering rates per million. Will this spell dramatic reductions
in excess prices, or will litigation trends and inadequate reserves turn
the tide?; Claims on the Rock: Long standing traditions, fewer regulatory
hurdles, punitive damage coverage, and everything else that makes
the claims process in Bermuda unique; The Gatekeepers to the
Bermuda Market: the role and challenges of accessing the Bermuda
market from a US, UK and Bermuda broker’s perspective.
   Fred Barnes, Fox News Commentator and Executive Editor of The
Weekly Standard, gave the keynote address at lunch outlining the
political landscape for the upcoming US Presidential election.

The story of the dynamic development of Bermuda's
international insurance industry is the subject of a new
book, "Held Captive - A History of International
Insurance in Bermuda". Author Cathy Duffy conducted
exhaustive research over three years, interviewing
nearly 100 people. The result is more than 500 pages
of authoritative details and information, often told in
the words of industry participants. The idea for a book
on the history of the making of the market, was
conceived by Brian Hall as a tribute to the industry in
which he worked, and helped mold, for over forty years.
Mr. Hall provides the foreword. The book can be
ordered online at www.bfis.bm which is the web site
for the Bermuda Foundation for Insurance Studies,
which Mr. Hall founded.

Held Captive –
A History of
International
Insurance in

Bermuda


















