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Welcome to the family.

“ We stand behind our conservative 
approach to wealth management. 
In fact, our clients’ investment portfolios
are managed by the same people who
handle our family’s investments. 
We also have over 80 years of experience
in protecting and growing wealth.”

James L. Gibbons
Chairman

For sound advice and personal service, 
please contact:

privatebanking@capitalg.bm 
19 Reid Street
294.2565 
capital-g.com

20837C_BIQ_Ins_Quarterly.qxp:Layout 1  12/29/09  1:23 PM  Page 24



“An improvement in the
investment market has lifted
the fair value of our invest-
ment portfolio, contributing
to the substantial book value
increase for the quarter.”
— Marty Becker, Chairman

and CEO of Max Capital

“We derisked the portfolio
and have amended our invest-
ment guidelines so that 85
percent or more of Flagstone’s
assets will henceforth be in
high grade bonds and cash.
While we recognise that
leaves some money on the
table during a rally, it also
means that Flagstone is now a
purer play on underwriting skill and proprietary
technology.”

— Mark Byrne, Chairman of Flagstone Re

“For the third quarter, our consolidated net pre-
miums written were up eight percent, largely due
to the continued success of our reinsurance seg-
ment in accessing underwriting opportunities. At

this time the reinsurance market continues to
remain the most disciplined and attractive area of
the global P&C marketplace.”

— John Charman, President and CEO of
AXIS Capital

“Pressures from the current
economic environment, and
where we are in the under-
writing cycle, have not
deterred us from seeking the
right price regardless of the
impact on top line. We will
continue to do so.”

— Mike McGavick, CEO of XL Capital

“We are very excited to
report record operating
results in the third quarter of
2009 as we continue to effec-
tively manage through the
sluggish market environ-
ment. The company’s net
operating income was $155
million, which is the best quarterly result in our
company’s history.”

— Scott Carmilani, CEO of Allied World
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BIQ

B
ermuda’s reinsurers may be
posting strong profits for 2009
but the market is still facing

pressure from several quarters,
according to an annual report by
Moody’s Investor Services.

The report, Market Perspective:
Bermuda Insurance & Reinsur ance,
said Bermuda’s reinsurers face a
wide range of challenges including
a soft market, US legislation and
volatile capital markets.

Another relatively quiet hurri-
cane season has boosted Bermuda
companies’ profits, but Moody’s
said that unless there was a major
catastrophe, it expected those profit
margins to come under increasing
pressure from rate decreases, lower
investment income due to low
yields, and the favourable impact of
reserve releases being diminished.

Moody’s said it was concerned
that the lingering after-effects of
the credit crisis were likely to con-
tinue for some time, including
potential inflation that could affect

both loss cost trends on claims and
the valuation of large fixed income
portfolios; continued volatility in
capital markets, which cramps
financial flexibility, and a likely
surge in professional liability
claims in the coming years.

Moody’s Vice President James
Eck said: “With casualty rates con-
tinuing their downward trajectory
rate adequacy in many casualty
lines is tenuous at best; in fact,
overcapacity, broker market con-
solidation and budget constraints
of buyers suggest the current soft
market for casualty risks may con-
tinue for some time.”

According to the Moody’s
analysis, Bermuda firms with size-
able casualty businesses will be
challenged because “these compa-
nies remain vulnerable to shifts in
loss cost trends, and the existence
of sizeable reserve releases, which
have heretofore bolstered calen-
dar-year underwriting margins,
may be coming to an end.”

THE QUOTES OF THE QUARTER

V o l u m e  6 ,  N u m b e r  1
J a n u a r y  2 0 1 0

Bermuda faces challenges, warns Moody’s
AFTER-EFFECTS OF CREDIT CRISIS LIKELY TO CONTINUE

[ 1 ]

Readers of Business Insurance
have selected ACE as the Best
Liability Insurer in its 2009
Readers Choice Awards. The
Awards recognised ACE for its
“broad range of products,
including directors and officers
liability insurance for public, pri-
vate and nonprofit institutions.
ACE offers errors and omissions
coverage for more than 100
classes of professionals in
industries from technology to
education to public officials.
Products also include employ-

ment practices liability, fiduciary,
fidelity, and kidnap and ransom
insurance.”

In the magazine’s review of
ACE, Tim O’Donnell, President
of ACE Professional Risk, said:
“We don’t limit ourselves. Our
focus is really on understanding
and underwriting to the individ-
ual risk and the characteristics
of the individual company. We
can bring in resources and
coordinate capacity and prod-
ucts from across the entire
organisation.”

ACE voted best liability insurer

RISKY RIDES?
With so many industry conferences now being held in Orlando,
Florida, Reactions magazine quipped that a risk theme park
should be built there. Among the risky rides and attractions 
suggested by the magazine were underwriting a roller coaster, a
Solvency II hall of mirrors, and a Bermuda water-based attraction
that would include a Don’t Make Waves machine as well as a
Start Up Sidecar Diner!
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NEWS REVIEW

B
ermuda’s insurance regulations
are “way ahead” of those in the
US or Europe, according to

Brad Kading, President of the
Association of Bermuda Insurers
and Reinsurers (ABIR).

Speaking on a panel at the
Standard & Poor’s/Pricewaterhouse
Coopers’ Bermuda Insurance Conf -
erence at the Fairmont Hamilton
Princess, he said the Bermuda

Monetary Authority (BMA) was
about two-thirds through a pro-
gramme that would ensure the
Island would achieve regulatory
equivalence with Solvency II, the
new insurance regulations due to
be introduced by the European
Union in 2012.

“This is a system which sits in
advance of where the US is, and
way ahead of any Solvency I meas-

urement. This a regulatory model
that has had a tough risk-based
model that is more advanced than
that of our biggest trading partners.”

He noted: “For example, we’ve
got mandatory stress scenario tests
that performed very well in 2008 in
giving real world banking measure-
ments to the regulators as to what
was happening to this market,
while the financial markets were

collapsing and there were fears of
hurricanes and earthquakes.”

Mr Kading said Jeremy Cox,
Deputy CEO of the BMA — who
was also on the panel — deserved
much credit for building the expe-
rienced and quality team of some
150 people that is driving the
changes.

Fellow panelist Stephen Wein -
stein, Chief Compliance Officer at
RenaissanceRe, said: “We have every
faith that Bermuda will achieve reg-
ulatory equivalence — and we
deserve it. We’re a leading global
capital for these businesses, for com-
plex lines of reinsurance — we
deserve to have proper market access
and they need access to our capacity
and risk management skills.”

Mr Kading said group supervi-
sion and mandatory co-operation
between regulators would help pre-
vent another AIG event. The near-
collapse of the global insurer, which
was only prevented by a $180 bil-
lion bailout from the US govern-
ment, was an example of “the fail-
ure of financial supervision.”

Mr Cox, who succeeded
Matthew Elderfield as the BMA’s
CEO at the end of December, said
Bermuda still had a lot of work to
do to ensure that the regulatory
framework was implemented
effectively and said it was essential
to dissuade companies from relo-
cating elsewhere.

“The interest in moving to
other domiciles will be decided by
how effective firms and other reg-
ulators see Bermuda as overseeing
its regulatory responsibilities,” he
said. Mr Cox noted that Bermuda
now had top-level influence fol-
lowing its recent appointment to
the executive committee of the
International Association of
Insurance Supervisors (IAIS) —
see opposite page — and had a key
role to play in the “battle” between
US and European regulators.

“Bermuda has a unique oppor-
tunity to foster this cooperation
and coordination between regula-
tors. We can be used as an example
of how things should work.”

Insurance regulations lead the way
JEREMY COX: ‘WE CAN BE USED AS AN EXAMPLE OF HOW THINGS SHOULD WORK’

[ 2 ]
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NEWS REVIEW

T
he Bermuda Monetary Auth -
ority (BMA) has been appoint-
ed a member of the Executive

Committee of the International
Association of Insurance Super -
visors (IAIS).

The key appointment was
announced at the IAIS’s recent
annual general meeting in Rio de
Janeiro. The Executive Committee
is the decision-making body of the
IAIS, which sets international reg-
ulatory standards for the insurance
sector. Their mandate is to pro-
mote the objectives of the IAIS
through ratifying proposals put
forward by the various committees
and subcommittees as regards the
development of global insurance
standards.

BMA CEO Matthew Elder -
field said: “This appointment rep-
resents a vote of confidence in
Bermuda’s leadership in insurance
regulation. As a charter member of
the IAIS, Bermuda has been
involved with the international
standard setter from its inception.
The Authority looks forward to
continuing to provide input for
this critically important group in
this new capacity.”

The BMA will be representing
Bermuda as a member of the
Offshore Group of Insurance
Supervisors (OGIS), a group of
regulators representing domiciles
engaged in the supervision of
international insurance business.
Formed in 1993, the Group is
made up of members and
observers from around the world,
and has strict criteria that must be
met for membership.

Jeremy Cox, the BMA’s Deputy
CEO at the time of the confer-
ence, will sit as a member of the
Executive Committee. He said:
“Bermuda has a long standing
commitment to supporting inter-
national supervisory cooperation,
which has become increasingly
important in today’s challenging
financial environment. Being the
regulator for a significant and
sophisticated insurance market,
the Authority welcomes the

opportunity to represent OGIS at
the executive level of the IAIS, and
to continue to contribute actively
to the pressing issues that are
shaping insurance regulation
globally.”

In addition to being a member
of the IAIS Executive Committee,
the BMA has representatives on
nine IAIS committees and/or sub-
committees. Senior members of

the BMA team hold the Chairman
and Vice Chairman positions of
two committees — the IAIS’s
Reinsurance Transparency Sub -
committee and the Insurance
Groups and Cross-Sectoral Issues
Subcommittee.

Right: Jeremy Cox, the BMA’s
new CEO Photo: Charles Anderson,

courtesy PricewaterhouseCoopers

International milestone for BMA
OPPORTUNITY TO ‘CONTRIBUTE ACTIVELY TO THE PRESSING ISSUES SHAPING INSURANCE REGULATION GLOBALLY’

In the first hour, did we know how things would turn out? No, but we had high hopes. We brought together the 

best people with a careful plan, pledged ourselves to the highest standards of customer service, and paid attention

to market timing. Now, ten years on, Max is a financially-strong, global enterprise with 350 talented professionals,

working from seventeen offices in seven countries – all dedicated to providing diversified specialty insurance and

reinsurance products, solving risk challenges one at a time. And we keep learning every hour!

SPECIALTY INSURANCE & REINSURANCE

A.M. Best: A - (Excellent) / S&P: A- (Strong) / Fitch: A (Strong) / Moody’s: A3 www.maxcapgroup.com
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NEWS REVIEW

Searching for ‘black swans’
EMERGING RISK: RECOGNISING THE ‘DRAMATIC UNCERTAINTY AND POTENTIAL FOR CATASTROPHIC RISK’

Reinsurers are anxiously scan-
ning the horizon for black
swans. They’re not searching

for a new strain of bird flu, but
emerging risks: events and trends
that are difficult — if not impossi-
ble — to predict.

Nano technology, the spread of
cellular devices and terrorism, were
among the possibilities listed by
panelists at the recent Bermuda
Insurance Conference as being
potential “black swan events” or
the industry’s “next asbestos”.

“There are the virtually un -
knowable casualty catastrophes out
there. I have no idea what they
might be,” admitted Ken Kurtz -
man, Chief Risk Officer at
Platinum Administrative Services.
“If it was the 1950s and 1960s it
would be asbestos and 30 to 40
years in our future we would never
have guessed it. Ironically asbestos
was there to protect us — it’s what
we put in our house and what fire-
men wore.

“It’s important that in the busi-
ness we write today, somewhere in
our evaluation of that risk, we need
to be cognisant of that dramatic
uncertainty and potential for cata-
strophic risk.”

Jacob Rosengarten, Chief Enter-
prise Risk Officer for XL Capital,
said: “Emerging risks tend to be
pervasive and there’s no shortage
of those — in the water, the air, the
financial products that you buy.
Some are driven by rate of innova-
tion and technology — the bene-
fits of technology are generally
better understood than the conse-
quences of when they go wrong.”

Indeed, Mr Rosengarten be -
lieved an over-reliance on technol-
ogy was dangerous, and common
in many emerging themes. “Many
firms believe they have discovered
the Rosetta Stone to risk. It’s very
easy, frankly, to be lulled into a
false sense of security by the sheer
elegance of these mathematical
models.”

Michael Angelina, Chief Risk
Officer and Chief Actuary at
Endurance Specialty Holdings

Limited, said he worried about
“something out of the pharmaceu-
tical industry”, the poor data qual-
ity in emerging insurance markets,
and the effect of cellular technolo-
gy as we use an increasing number
of inter-connected devices. “Every -
thing is at our fingertips now —
unfortunately that also applies to
the people who are driving our
trains and flying planes, as well as
the rest of us driving cars.”

However, he believed the
biggest risks may be within the
industry itself. “Our own worst
enemy is hubris,” he said. “You
look back at so many bad things
that have happened in our industry
and a good emerging risk manage-
ment programme really appreciates
being able to learn from the past
and learn from mistakes. Some -
times as an industry we get too
arrogant. So if we make sure we
keep learning to make sure those
things don’t happen, I think that
would be a good thing.”

He added: “The compensation
culture and talent retention issue is
up there as big risks. We have a lot
of seasoned leaders in our industry.
Who are the new generation of
underwriters and CROs — are we
doing enough to make sure that
these people are ready to step up?

“I think back to some of the
companies 10 to 15 years ago that
had great training programmes
and you were rotated from division
to division and had multiple jobs.
You don’t see as much of that today
and I think we’re going to miss
that in the future.”

Mr Kurtzman noted that nano
and biotechnology have “the
potential to cut across a lot of dif-
ferent types of companies and lines
of business and to affect a lot of
people”. He said firms needed to
be much more aware of the poten-
tial risk posed by regulatory
change and rating agencies chang-
ing their methods of assessment.
Multinational companies face a
growing challenge in balancing
regulatory regimes in different
countries. “A regulatory change

can happen quickly and have a
demonstrably negative effect on
your business,” he said.

Mr Rosengarten said reinsurers
should not underestimate new
innovations of terrorism. “We’ve
never had such an intersection of
technology and evil as we have
today and it’s going to get worse.
All of these innovations — nano
technology, genetically modified
foods and so on — can be used by
bad guys as well, and the conse-
quences of that are not yet fully
understood.”

He said recent incidents like the
shootings at Fort Hood in the US
raised new issues of accountability.
“Is it an act of war? A terrorist act
sponsored by a group or a crime?
I’m not sure the legal systems have
their arms around knowing the
difference in many cases. Who’s
really accountable?”

Short-term, the panelists saw
inflation as an emerging risk in the
wake of the financial turmoil in the
markets over the past 18 months.

As Mr Kurtsman noted: “In -
flation is something we’re aware of;

it’s something we have a fairly long
history of data for. If we as an
industry can’t prepare for the pos-
sibility of inflation we have a prob-
lem because of all the emerging
risks, unexpected inflation is the
most quantifiable.”

Mr Rosengarten said: “Some
aspects of inflation really do lend
themselves to measurement, such
as the effect on an investment
portfolio. But at some level I worry
about the unintended conse-
quences that go beyond the bal-
ance sheet and are harder to pre-
dict. For example, the savings and
loans mess was caused by misman-
agement by the banks.”

He felt the insurance industry
had done “a reasonably good job”
in the current financial crisis.
“Everyone took investment portfo-
lio hits, that’s to be expected, but
few took hits that prevented them
moving forward. And we got
through it without Government
intervention.” While few accurate-
ly predicted the enormity of the
crash, he said, “we were concerned
that there were straws in the wind
— credit spreads were narrower,
every asset class was making
money…”

He added: “At the end of the
day, the firms that succeeded
decided that certain businesses
were low return asset businesses
and that the only way to make
money was with leverage, and by
definition those were less attractive
because with leverage you have less
reaction time.”

Mr Kurtzman said one of the
biggest lessons to be learned from
the financial crisis was companies
making sure that were aware of the
issues. “Having discussions bet -
ween managers, finance people
and underwriters can raise the
level of awareness significantly and
help an organisation make better
decisions,” he said.

Mr Angelina said companies
needed to be prepared to make
tough decisions. “It takes courage
to walk away from business your
competitors are doing.”

[ 4 ]

Jacob Rosengarten, Chief
Enterprise Risk Officer for XL
Capital Photo: Charles Anderson,

courtesy PricewaterhouseCoopers
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BTC Data Solutions
advance your business.
So now all you have to do is relax!

For more information call 295-1001 or visit www.btc.bm

• Simplified network management

• Enhanced management of information resources

• Island-wide network connectivity

• Interconnection to all global carriers

• Point-to-point and point-to-multipoint solutions

• BTC offers you solutions for peace of mind.
BTC will take you

where you want to be
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The Bermuda Monetary Auth -
ority (BMA) has signed a
Memorandum of  Under  -

standing (MOU) with the Florida
Office of Insurance Regulation
(FLOIR). This is the latest in a
number of such agreements that
the Authority has signed to for-
malise existing working relation-
ships and interaction with its regu-
latory counterparts overseas.

Matthew Elderfield, the BMA
CEO, and Kevin McCarty, Florida
Insurance Commissioner, signed
the MOU which establishes a for-
mal basis for consultation, cooper-
ation and coordination between
the Authority and the FLOIR,
including the exchange of infor-
mation relevant to each agency’s
supervisory, regulatory and exami-
nation responsibilities in relation

to insurance companies of mutual
interest.

Mr Elderfield said: “We are
very happy to be building on our
existing history of cooperation
with our colleagues at the Florida
Office of Insurance Regulation by
establishing this MOU. The
Bermuda reinsurance market pro-
vides a critically significant level of
support to Florida-based insurers.

The MOU means we can assist
each other on supervisory matters
involving companies of common
interest within our respective mar-
kets. Taking such action is in the
ultimate interests of policyholders
and supports overall stability in the
insurance market.”

Mr McCarty added: “Just as we
work closely with other state regu-
lators in this country to monitor
company solvency and implement
consumer protections, we must
also increase our cooperation with
our international counterparts. As
we observed during the downturn
in our economy a year ago,
America’s insurance markets are
systemically intertwined with
those of other countries.”

According to data published by
the Association of Bermuda Ins -
urers and Reinsurers (ABIR),
Bermuda’s reinsurers paid $22 bil-
lion to rebuild the US Gulf and
Florida coasts from the hurricane
seasons of 2004 and 2005, and Ber -
muda carriers currently provide more
than 60 percent of the hurricane
reinsurance in Florida and Texas.

BMA signs memorandum with Florida
ELDERFIELD: ‘TAKING SUCH ACTION IS IN THE ULTIMATE INTERESTS OF POLICYHOLDERS’

NEWS REVIEW
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Bermuda-based reinsurers Maiden
Holding Limited has announced a
25 percent quota share agreement
with American Capital Acquisition
Corporation that could be worth
more than $200 million in annual
revenue.

Maiden Holding said the agree-
ment, announced in November, will
begin in connection with American
Capital’s acquisition of GMAC’s US
consumer property and casualty
insurance business, which is
expected to be completed in the
first quarter of 2010. GMAC’s busi-
ness generated over $1 billion in
net written premium in 2008.

The quota share reinsurance
agreement means Maiden Holding
agrees to share 25 percent of pre-
miums and losses on the policies
included in the agreement.

Maiden Holding
announces quota
share deal
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Finance Minister Paula Cox has
said she agrees with a recent
British Government report that

a more diversified tax base could
help protect Bermuda against the
impact of global financial shocks
— but has stopped short of saying
that Government plans to change
its tax policy. 

The 93-page report by former
Bank of England Director Michael
Foot, on the role of offshore
British financial centres, said some
jurisdictions “now face difficult
decisions and will need to look
afresh at options for controlling
public expenditure and increasing
revenue.” He added that none of
the nine countries could be com-
placent.

Junior UK Finance Minister
Stephen Timms noted: “This
report sends a strong signal to
overseas financial centres that they
must ensure that they have the cor-
rect regulation and supervision in
place, while also ensuring their tax
bases are more diverse and sustain-
able to withstand economic shocks.”

Bermuda got high marks for tax
transparency through its continu-
ing accumulation of tax informa-
tion exchange agreements, now
numbering 18.

Ms Cox said: “In some ways,
the Foot Report debunks some of
the long-standing myths and pre-
conceived notions about British
offshore financial centres as tax
havens. The report notes that
while many of the nine jurisdic-
tions covered by the review have
successfully developed niche posi-
tions within the global financial
services market, their importance in
global terms, as measured by bank-
ing flows, is relatively modest.”

The Bermuda Monetary Auth -
ority (BMA) said the report pro-
vided “helpful direction for all the
jurisdictions”.

In a statement, the BMA said it
had already been actively address-
ing the report’s five recommenda-
tions to regulators:

The need for increased re sources:
the BMA board has recently

approved significant increases in the
BMA’s resources to ensure that it
continues to deliver effective super-
vision, and that Bermuda remains
able to meet the demands of imple-
menting and enforcing internation-
al regulatory standards.

Establishing good governance
arrangements: the BMA has been
continually upgrading its gover-
nance framework over time, and is

currently conducting a further
benchmarking exercise to ensure
that its framework remains effective.

Suggestions for design princi-
ples of deposit protection: the
BMA is working with the Gov -
ernment to develop proposals in
this area.

Ability to take robust action
over large banks and clear powers
for intervention: The BMA notes

that the report commends the
prompt action and close oversight
of the Bermuda authorities in
addressing the pressures facing the
local banking sector. The BMA
currently has a project underway
considering further enhancement
of its bank intervention powers.

Ability to commission inde-
pendent firm reviews: the BMA
has already used this power.

Bermuda responds to Foot Report
‘REPORT DEBUNKS SOME OF THE LONG-STANDING MYTHS ABOUT BRITISH OFFSHORE FINANCIAL CENTRES AS TAX HAVENS’

[ 7 ]

www.butterfieldgroup.com

The Bahamas I Barbados I Bermuda I Cayman Islands I Guernsey I Hong Kong I Malta I Switzerland I United Kingdom

BERMUDA   Rick Manuel:      rick.manuel@bm.butterfieldgroup.com   (441) 298 4683

   Clare Spearing:      clare.spearing@bm.butterfieldgroup.com   (441) 298 4856

CAYMAN   Paul Peene:      paul.peene@ky.butterfieldgroup.com   (345) 815 7664

BARBADOS   Caroline Prow:      caroline.prow@bb.butterfieldgroup.com   (246) 430 1650

Every captive 
banking relationship
cultivated with care.   

How   are   great   banking   relationships   built?      Carefully.      Attentively.      Uniquely.      Butterfield   applies   a   highly   individualised 

approach   to   captive   insurance   banking.      With   us,   your   firm   will   have   the   services   and   advice   needed   to   operate 

efficiently, plus a dedicated Relationship Manager focused on providing an exceptional level of responsiveness.
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NEWS REVIEW

Willis Group, the world’s third
largest insurance broker, is to
redomicile from Bermuda to

Ireland.
If approved by Willis share-

holders and the Bermuda Supreme
Court, a new Irish public limited
company, Willis Group Holdings
plc, would replace Willis Group
Holdings Limited as the ultimate
public holding company of the
Willis Group.

Willis said it was making the
move in search of “a more stable
environment” where it could
remain competitive.

The plan follows similar tax-
related moves by Bermuda-head-
quartered ACE Limited, which
moved its holding company from
the Cayman Islands to Switz erland
last year, and Bermuda-based
Flagstone Re which shifted its
domicile to Switzerland.

Meanwhile non-insurance com-
panies Warner Chilcott, Tyco
International, VistaPrint, Cov -
idien, Accenture, Ingersoll-Rand
and Cooper Industries Limited,
are among 10 to 12 non-insurance
companies in the process of relo-
cating to Switzerland or Ireland
ahead of feared tax changes by
President Barack Obama that
would crack down on so-called tax
havens.

Joseph J Plumeri, Willis’ Chair -
man and CEO, said in a statement:
“The Board of Directors has deter-
mined that the company’s redo-
mestication to Ireland is in the best
interests of Willis and our share-
holders. We reviewed a number of
alternatives with our Board of
Directors, and believe that incor-
porating in Ireland will provide
Willis with economic benefits and
help ensure our continued global
competitiveness.”

Willis will continue to be reg-
istered with the US Securities and
Exchange Commission and trade
on the New York Stock Exchange.
The company’s executive offices
will remain in London.

Willis said it did not expect any
material change in its financial

results or day-to-day business
operations, but said the move
would improve its “ability to main-
tain a competitive worldwide
effective corporate tax rate”.

Ireland’s corporate tax rate of
12.5 percent is one of the lowest
rates in the European Union, com-
pared to 35 percent in the US and
28 percent in the UK. Bermuda
has no direct corporate tax, but
companies must pay payroll taxes,
import duties and tariffs.

Willis said the move would
allow it to take advantage of
Ireland’s established commercial
relationships and trade agreements
— especially its tax treaties with
members of the European Union,
the US and other countries where
Willis does business.

US tax expert Richard Irvine, a
partner with Pricewaterhouse -
Coopers in Bermuda, quoted in
Business Insurance, said: “Availing
themselves of a network of tax
treaties seems to be an important
part of their reasoning. There are a
number of potential legislative
changes that would favour compa-
nies that were domiciled in coun-

tries that had tax treaties with the
US in place.”

Brad Kading, President of the
Association of Bermuda Insurers
and Reinsurers, told Business
Insurance that the move would not
have a significant impact on
Bermuda as Willis’ holding com-
pany “was really just a domicile of
convenience.”

Finance Minister Paula Cox
said Willis, which was founded in
London in 1828 and moved to
Bermuda in 2001 ahead of a public
listing on the NYSE, “had a histo-
ry of moving and developing and
that is the nature of today’s
dynamic market. The company has
400 offices in 120 countries, but
has had a significant footprint in
Ireland since 1903 and currently is
the largest insurance broker in
Ireland.”

She said that her Ministry’s
ongoing discussions with industry
partners showed businesses were
clear about Bermuda’s strengths:
ease and speed of market entry, tal-
ent pool, infrastructure, political
and social stability, market brand,
regulation and legislation, tax,

licensing and distribution. She
added that any change in staffing
levels as a result of companies
redomiciling from Bermuda had
not impacted significantly on the
local workforce.

“Every country is experiencing
a drop in their financial markets.
Bermuda is no different and we
cannot escape the impact of this
financial crisis.

“However it is important to
note that so far this year [end of
September], some 638 new busi-
nesses (including insurance,
investment holding, aircraft leas-
ing, funds and management con-
sulting companies) have set up in
Bermuda with substantial capital.
That is a better benchmark of the
continued attractiveness of Ber -
muda.”

In a subsequent reorganisation
announced in October, the rein-
surance brokerage unit of London-
based Willis Group Holdings
Limited has combined its Willis
Re International and Willis Re
Specialty units into one new unit
called Willis Re International and
Specialty.

Chris Clark, former CEO of
Willis Re Specialty, and James
Vickers, former Chairman of
Willis Re International, have been
named Chairmen of the combined
unit. Jason Howard, former CEO
of Willis Re International, has
been appointed CEO.

Willis Re also has formed a new
Willis Re North America unit,
which “more closely aligns” Willis
Re Inc and Willis Re Bermuda,
the company said.

Jim Bradshaw, former EVP and
Managing Director of Willis Re in
New York, has been named CEO
of the North American unit. James
Kent, former EVP for Willis Re in
Bermuda, has been named
President of Willis Re North
America and Managing Director
of Willis Re Bermuda. Paddy Jago,
former CEO of Willis Re Inc has
been named President of parent
Willis Re with responsibility for
global sales and growth.

COMPANY FOLLOWS SIMILAR TAX-RELATED MOVES BY ACE AND FLAGSTONE RE

Willis quits Bermuda for Ireland

Brad Kading: Holding company
‘was really just a domicile of
convenience’

Finance Minister Paula Cox: 
‘We cannot escape the impact
of this financial crisis’

‘638 new businesses have set up in
Bermuda.That is a better benchmark
of [its] continued attractiveness’
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NEWS REVIEW

The global financial crisis has
underlined the challenges
Bermuda faces to maintain its

position as a leading financial and
reinsurance centre, according to a
report by Bermuda First, the 16-
strong economic think tank co-
chaired by Premier Ewart Brown,
Opposition leader Kim Swan and
insurance veteran Don Kramer,
Chairman and CEO of Ariel Re.

In its wide-ranging first report,
Continuing Bermuda’s Economic
Miracle, unveiled in November,
the group stated that the Island
could no longer take for granted
the continued growth in the rein-
surance industry that had seen it
expand at almost 13 percent annu-
ally from 1981 to 2005. It called
for urgent action to ensure the
Island maintained its edge against
increasing competition and global
regulatory scrutiny.

It stated that measures to grow
and diversify the economy should
include expansion into new lines of
insurance and reinsurance; creation
of a risk-management institute;
deepening Bermuda’s primary
market in insurance-linked securi-
ties; attract fund managers and
administrators; become a global
centre for intellectual property;
and provide privileged residency
for wealthy individuals who create
jobs in Bermuda.

The report said: “The global
financial crisis and economic slow-

down have only modestly affected
Bermuda’s insurers and reinsurers,
and primarily only through their
investment results which histori-
cally represent only a small fraction
of their overall profitability. The
more serious implications of the
global financial crisis are likely to
take the form of changes to inter-
national rules on taxes and regula-
tion. For example, there is contin-
uing pressure from the US and
elsewhere to single out jurisdic-
tions like Bermuda that have low
corporate and personal income
taxes, even when those jurisdic-
tions freely exchange tax informa-
tion under international agree-
ments.”

It said while Finance Minister
Paula Cox and her team had suc-
cessfully completed 18 tax infor-
mation exchange agreements
(TIEAs) with foreign govern-
ments to get Bermuda off the
OECD’s “grey list” of countries
that had not achieved international
standards of tax transparency. It
added that the international com-
munity was likely to call for even
more transparency in the years
ahead, and that Bermuda faced
significant pressure from the inter-
national community on taxes.

“Regulation of financial services
is very likely to increase around the
world, with higher standards and a
greater push for consistency. This
may erode what has historically

been a comparative advantage of
Bermuda, unless its regulatory
framework can keep pace and
adapt to the changes,” said the
report.

Bermuda First said the Island
should consider the following
opportunities to solidify its inter-
national business sector:
� Increase the intensity and coor-
dination of efforts by the Ministry
of Finance, the Bermuda Mon -
etary Authority (BMA) and the
industry to anticipate and influ-
ence policy changes by foreign
governments and regulators, espe-
cially on matters of tax and regu-
lation.
� Necessary resources. Ensure
that the Ministry of Finance and
the BMA have sufficient resources
to secure and improve Bermuda’s
position among global policymak-
ers and regulators.
� Enhance coordination among
the Ministry of Finance, the
BMA, and industry associations to
improve external marketing to
businesses.
� Consider the benefits and con-
sequences of extending Bermuda’s
corporate tax exemption beyond
2016.
� Assess the potential to establish
an international arbitration centre
to support the insurance and rein-
surance sectors.
� Launch a coordinated public
and private campaign within

Bermuda to communicate the ben-
efits and opportunities of interna-
tional business to all Bermudians.

The group believed the exemp-
tion of international business from
corporate tax was “one of Bermuda’s
most powerful appeals”. It added:
“Businesses are uncertain about
whether it will be extended or
allowed to lapse, and policymakers
have not provided definitive sig-
nals in either direction. As a result,
some businesses have begun fac-
toring the risk of losing the tax
exemption into their current deci-
sion-making about how much cap-
ital and how much of their busi-
ness operations to commit to
Bermuda.”

The establishment of an inter-
national arbitration centre would
“generate fee income and bolster
Bermuda’s reputation as a respon-
sible international financial hub,”
said the report.

“With a strong legal system, a
concentration of world-class
jurists, and a neutral position
between the US and Europe,
Bermuda is an attractive site for an
international arbitration centre.
Companies located in different
countries could add provisions to
their contracts requiring arbitra-
tion of disputes in Bermuda, trust-
ing that the jurisdiction and its
jurists will be impartial.”
For more information, go to:
www.bermudafirst.com

REPORT: BERMUDA NEEDS TO ACT TO COMBAT INCREASED COMPETITION AND GLOBAL REGULATORY SCRUTINY

Financial crisis is food for thought
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Bermuda-based Flagstone Reinsurance
Holdings has announced the issue of a three-

year, $120 million cat bond to protect it from US
hurricanes and earthquakes.

Flagstone Réassurance Suisse SA, has pur-
chased three years of fully collateralised retro-
cessional coverage from Montana Re Limited, a
special purpose reinsurer based in the Cayman
Islands. The company said Montana Re offers
Flagstone protection on its reinsurance portfolio
through two separate tranches, utilising a PCS
index trigger with state and peril-specific per-
sonal and commercial payout factors.

Montana Re has issued USD $100 million of
Series 2009-1, Class A Principal-at-Risk
Variable Rate Notes due December 7, 2012,
and USD $75 million of Series 2009-1, Class B
Principal-at-Risk Variable Rate Notes due
December 7, 2012, to collateralise its obliga-
tions under the retrocession agreements.

Flagstone CEO David Brown commented:
“Access to the capital markets in transactions
such as this helps us to optimise returns for
our owners and enhance security for our
clients. The multi-year nature of the coverage
allows us certainty in an important aspect of

our business plan over the coming years.”
Meanwhile, Flagstone Reinsurance Holdings

has announced that a team lead by Nick Jones
has joined its Lloyd’s underwriting operation,
Marlborough Underwriting Agency Limited, to
create a worldwide property division. Initially
writing on behalf of Marlborough’s existing
Syndicate 1861, the division will be supported
for the 2010 year by a new mixed-capital
Syndicate 1969 which will provide the majority
of the capacity and utilise managing agency
services and systems provided by Marlborough
and Flagstone.

Flagstone issues $120m cat bond
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M
ore than four years after the devastation of
Hurricane Katrina, many insurers are not
convinced that the sophisticated catastrophe

models on which the industry increasingly
relies, are precise enough.

In 2008, for example, initial estimates from
leading modelers AIR and RMS gave a range of
losses of $5–$15 billion for Hurricane Ike which
hit Texas. Five weeks later, as companies were
finalising their third quarter figures, their
revised estimates were almost double.

“Such a wide range of estimates makes me
uncomfortable,” panelist Matthew Wilken,
Chief Underwriter at Bermuda-based Argo Re,
told the recent Bermuda Insurance Conference.

“While one is sympathetic to the fact that
that data needs to be improved continually to

get a better model output answer, I personally
still feel a little disappointed at the range of esti-
mated market losses. With post-Katrina events
such as Ike, which dare one say it, was a pretty
bog-standard, expected windstorm, I would nat-
urally anticipate having a much closer expecta-
tion of loss. Will modeling companies get a lot
closer in terms of being able to analyse and put
out better estimates?”

Fellow panelist David Lalonde, Senior VP at
AIR, said he expected ongoing development of
models to produce narrower ranges in the future
but said there was still widespread misunder-
standing of the purpose and limitations of
models.

“The precision depends on the answers
you’re looking for,” he said. “People need to

understand the context of what they are com-
paring — are you comparing a number that cov-
ers certain cat perils but not flood damage, for
instance? You’re getting out of the models a full
range of potential losses.”

He added: “The level of precision that comes
out of a model is no better than the precision of
the data that goes into the model. Hurricane
models you would expect to have more precision
than earthquake models, which would have
more precision than terrorism models.”

And he pointed out that windstorm model-
ing is still far from an exact science. “We’re using
parameters put out by the National Hurricane
Centre and things like the radius of the maxi-
mum winds of a hurricane are very hard to actu-
ally measure and get a precise estimate.

NEWS REVIEW

CHRIS GIBBONS REPORTS ON
CALLS TO MAKE CATASTROPHE

PLANNING MORE ACCURATE

AVOIDING
DISASTER

‘At the moment there’s an unhealthy reliance on the models and by virtue of
the fact that there are only two main providers, there is a tendency to pick
one or the other and subordinate some of the old-fashioned underwriting
experience … I think that’s dangerous’
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