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“The third quarter [of 2008]
has taught the world a great
deal about risk. Our industry
has been affected in ways
that were unimaginable a
few months ago. Investment
losses and the impact of
Hurricanes Ike and Gustav
have severely damaged some
insurers and reinsurers. Cap-
ital in the industry has
declined significantly as a
result.”

“The structure and order of
the financial services industry
— banking, investment bank-
ing, brokerage and insurance
— are changing before our
eyes. Across the
services landscape, true cred-
it-related losses, unreasonably
exaggerated by fair value

financial

accounting, have contributed
to a cycle of fear and tight

— Kenneth LeStrange, CEO of Endurance

THE QUOTES OF THE QUARTER

liquidity that has fed on itself, resulting in severe
and indiscriminate price declines for all classes of
financial assets and near zero liquidity in the
lending markets.”

— Evan Greenberg, CEO of ACE Limited

“While it was a tough quarter
by any measure, we are very
pleased with the resilience of
the XL franchise. Especially
noteworthy was the fact that
our clients, brokers and people
pulled with us through the
uncertainty of the Syncora
Specialty situation, enabling us to have
positive sales momentum in
the quarter, and positioning
us well for the critical 1/1 renewal period.”

— Mike McGavick, CEO of XL Capital

“There are obviously extraordinary times in the
global financial markets, and coupled with the US
hurricane loss in the quarter, I think this has been
a pretty good test of our strategy, our risk manage-
ment and our investment portfolio. We feel like
we've passed the test with flying colours.

— Ed Noonan, CEO of Validus Re

Bermuda market cautious but stable

BUT S&P SURVEY SAYS COMPANIES FACE FURTHER EROSION OF CAPITAL IN THE FOURTH QUARTER

ermuda’s reinsurers have so far
Bweathered the global economic

downturn, severe price correc-
tion across most asset classes, an
increase in the number of natural
disasters and a soft market, accord-
ing to ratings agency Standard &
Poor’s.

S&P gave the Island’s industry
sector a “cautious but stable” out-
look in its November report,
Bermuda Insurers and Reinsurers:
The Good, The Bad and The Ugly,
assuming that the market hardens
as expected, led by property catas-
trophe and casualty in the January
renewals.

Reviewing data from 17 pub-
licly traded Bermuda-based com-
panies, the group reported around
$3 billion in catastrophe losses in
the third quarter of 2008, primari-
ly from Hurricanes Gustav and
Ike. The group’s median combined
ratio increased to 83% for the
first nine months of 2008, com-

pared with 82.3% for 2007,

according to the report.

Through the first nine months
of 2008 there were also 36 catas-
trophes — the highest in a decade
— and losses were compounded by
other midsize events such as
European Windstorm Emma and
commercial claims including
Anglo American’s mine flood/fire
in South Africa.

Ike would certainly have been
the most significant event of the
year for Bermudian reinsurers if
not for the global capital market
disruptions, says the report. As a
result, most Bermudian reinsurers
are now facing challenges on two
fronts, with catastrophe losses
eroding underwriting profits and
investment returns plummeting.

According to the report:

extreme volatility of the capital
markets. S&P stated: “Despite the
significant decline in the Ber-
mudian reinsurers’ market capitali-
sations, all but three companies
outperformed the S&P 500 as of
October 31, 2008.”

It said companies face further
erosion of capital in the fourth

“Bermuda insurers and reinsurers

quarter leaving “a limited margin

have suffered from massive realised for error” especially as turmoil in

and unrealised investment losses
that hampered their year-to-date
2008 earnings and weakened their
capital position.” Net investment
income for the group decreased
10% to $6 billion for the first nine
months of 2008 compared with
the same period last year.

The

were not

companies themselves

immune from the

‘Bermuda insurers and reinsurers

have suffered from massive realised
and unrealised investment losses’

[1]

the financial markets will mean
that capital is in short supply and
expensive.

“The confluence of all these
events leads us to believe that this
could be an inflection point in the
reinsurance pricing cycle,” said
S&P. “We expect an increase in
which

should enable most reinsurers to

underwriting  margins

rebuild their capital over the medi-
um term.”

But the report warns: “Failure
of this to occur could lead to a
widespread re-evaluation of our
ratings on the sector.”
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No shortage of start-up capital

BUT HISCOX CEQ SAYS BERMUDA COMPANIES WILL HESITATE TO TAKE ON MORE RISK

espite the credit squeeze,
Dindustry experts believe there

will be no shortage of start-up
capital in the wake of another
major catastrophe.

Some analysts doubt whether
the industry would see a rash of
new formations following a signif-
icant disaster as happened after
9/11 and Hurricane Katrina, and
that sidecars and other vehicles are
more efficient than large stand-
alone companies.

But Bronek Masojada, CEO of
Bermuda-based Hiscox Ltd, told
an A M Best conference: “I do not
think (sidecars and special-pur-
pose vehicles) are going to do
away with new start-ups because
that implies that existing players
have a monopoly on innovation
and new ideas. Sadly I do not
believe that we do.”

According to insurancenews-
net.com, Masojada said that as was
the case in 2005 following the dev-
astating Hurricanes Katrina, Rita
and Wilma, Bermuda companies
would hesitate to take on more risk
leaving a shortage of capacity.

“I would predict that many of
my (Bermuda) competitors would
be more cautious after a big bang,
even though they were started up
to take advantage of a big bang,”
he said.

Ian Clark, a partner at London-
based Deloitte & Touche, told the
conference that although hedge
funds had been hard hit by the
credit crisis, private equity funds
have the cash to invest in start-ups
if a major disaster triggers a new
capacity crunch.

“Your average private equity
fund is sitting there awash with

Ultimate Motors

Church St. East, tel: 292-0893

capital that it can’t deploy at the
moment. The only difference is
that before, they were working
with a heavy gearing business
model. The large private equity
houses are now writing large equi-
ty cheques, but they are still invest-
ing,” he said.

And he expected much of that
new money to flood in to London
as well as Bermuda.

“In Bermuda you can still get
capital away and establish vehicles
quickly. But you also have a struc-
ture within Lloyd’s now where the

that in
extreme scenarios, new capital will

regulator recognises
want to come into the industry
quickly and it has tightened up its
processes and timescales appropri-
ately.”

He said several vehicles had
been established at Lloyd’s with
minimal capital to exploit the next
coverage vacuum and that further
mergers and acquisitions of Lloyd’s
syndicates by Bermuda companies
are likely as the latter look to
reduce their reliance on property
catastrophe business.

‘| would predict many competitors
would be more cautious after a big
bang, even though they were started
up to take advantage of a big bang’

The Ultimate Convertible

BMW 1 Series

Sheer

www.bermudamotors.bom

Driving Pleasure
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Improving fortunes for troubled AL

WITH S1.62 BILLION LOSS, CEQ ADMITS ‘A TOUGH QUARTER BY ANY MEASURE

he Q3 figures may make
Tdepressing reading for XL
Capital Ltd shareholders — it’s
hard to be cheerful about a $1.62
billion loss after all — but analysts
believe the firm leadership of
CEO Mike McGavick is well on
the way to putting the Bermuda-
based company’s problems behind it.
The third quarter loss was large-
ly down to the charge of $1.4 bil-
lion it took on its bailout of its
troubled former subsidiary, finan-
cial guaranty company Syncora
Holdings Ltd (formerly Security
Capital Assurance Ltd). XL also
reported losses of $221.8 million in
Hurricanes Gustav and Ike, and a
charge of $41.7 million related to
the Company’s actions to stream-
line corporate functions and reduce
future run-rate operating expenses.
Book value per share, a measure
of assets minus liabilities, fell by
half in the three months ended
September 30 to $21.65, after the
insurer sold stock and investment
losses depleted capital, XL said.
Book value fell from $43.39 per
share during the quarter and from
$56.29 over 12 months. The firm
had $292.9 million in investment
losses, and wunrealised
widened by $825.3 million.
McGavick is committed to
streamlining the company. He has
earned plaudits for quickly extri-

losses

cating XL from the Syncora mess.
XL sold more than $2.8 billion in
stock to help rescue the insurance
operations of Syncora which faced
a wave of claims after collateralised
debt obligations it insured, plum-
meted in value.

Analyst John Appel, writing on
investment website Seeking Alpha,
said: “Mike McGavick has the
skills and experience to lead a suc-
cessful turnaround and has already
made real progress. Meanwhile,
premium rates for property, catas-
trophe and professional lines are
already firming and the outlook is
very good for XL in 2009.”

Admitting in a company state-
ment on Q3 estimate that it was “a
tough quarter by any measure”

McGavick said he was “very
pleased with the resilience of the
XL franchise. Especially notewor-
thy was the fact that our clients,
brokers and people pulled with us
through the uncertainty of the
Syncora situation, enabling us to

have positive sales momentum in
the quarter, and positioning us well
for the critical 1/1 renewal period.”

He added: “The third quarter
has seen real progress in relation to
the strategic objectives set out ear-
lier in the year. We eliminated the

‘McGavick has the skills and experience
to lead a successful turnaround’

WWW.maxcapgroup.com

Bermuda | GW

Europe | @Wa

vast majority of our exposures to
Syncora. We have also made
demonstrable progress in de-risk-
ing the firm, both in our invest-
ment portfolios and by demon-
strating our attention to managing
our traditional property and casu-
alty exposures well. And during all
of this we also completed most of
the actions necessary to reduce the
expense base of the company.”

Specialty
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AlG Bermuda jobs remain safe for now

ASSET SELL-OFF SHOULDN'T AFFECT THE FIRM'S LOCAL OPERATIONS

ocal employees of troubled
I-insurance giant AIG have seen

the value of their stock options
reduced to pennies — and look
likely to go without their annual
bonuses. But their jobs are safe —
at least for now.

President and Chief Executive
Officer George Cubbon has said
that he doesn't expect the firm’s

Bermuda operations — which

employ some 205 people in eight
licensed entities and deals primari-
ly in property and casualty insur-
ance — to be affected by chairman
and CEO Edward Liddy’s plan to
sell off a large chunk of AIG assets
to pay back the company’s $150
billion bailout from the US
Government, which now owns
79.9% of the company.

AIG saw its stock price freefall

from a high of $62.30 to just $1.25
tollowing the disastrous perform-
ance of its Financial Products
Unit, whose exposure to credit
default swaps brought the world’s
biggest insurer to the brink of col-
lapse. The Bermuda insurance
operations, first incorporated here
in 1947, are not tied to that unit.
Cubbon told The Royal Gazette:

“‘Mr Liddy has not actually

Our professional team's personal approach and dedicated, individual
attention to our clients’ needs distinguish Bermuda Commercial

Bank from other banks.

BANKING: Dedicated administrators and our 24 x 7 eBanking
service give our clients the accessibility and attention they need to

effectively manage their assets.

CORPORATE: Our subsidiary, International Corporate
Management of Bermuda (ICMOB), is a fully licensed and regulated

Fund Administrator and offers a complete service for all types of funds

including global custody and corporate services.

TRUST: Whether for estate planning, Personal Trust, Special Purpose

Vehicle (SPV), or other trust structures, BCB Trust Company takes a
personal approach to the setup and management of the full trust process.

19 Par-la-Ville Road, Hamilton HM 11, Bermuda | T. (441) 295-5678 | F. (441) 295-4759 | enquires@bchb.bm | www.bch.bm

announced a list of the entities that
will be sold but it seems likely that
some of those will be on the life
side, particularly in Southeast Asia.
Some are likely subsidiaries of
companies based in Bermuda and
also companies that we do insure.
However, in terms of head count,
the impact will be minimal.”

Liddy has stated that AIG
planned to hold on to its US prop-
erty and casualty and foreign gen-
eral insurance businesses — such
as Bermuda — and to retain a con-
trolling interest in its foreign life
operations.

Cubbon said: “There is still
going to be a demand for insur-
ance. Insurance is the oil that
makes everything happen. There
may be a slowdown but essentially
insurance will continue and what
we have here in Bermuda and what
AIG has developed has been in
response to demand. That
demand, while it would be foolish
to say it won't suffer, will continue
to be there.”

However, Bermuda-based man-
agement will feel the effect of a
directive from Liddy to eliminate
management bonuses. Liddy him-
self will be paid just $1 — and
salary increases for leading execu-
tives for 2009 will be blocked.

The directive came as AIG
posted its largest-ever quarterly
loss — $24.47 billion for the third
quarter — as the damage from
write-downs on assets related to
subprime mortgages continued
and losses from catastrophes began
to hit home. AIG made a profit of
$3.09 billion for Q3 2007.

Axis CEO John Charman said:
“I shed no tears for them. I believe
that any normalisation of AIG will
be beneficial to the marketplace. It
will release huge volumes of busi-
ness throughout insurance portfo-

lios, by product and by geography.”

‘Insurance is the oill
that makes every-
thing happen’
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Ethernet Services

From Bermuda to London to New York, business is always happening. Optimize your network for the global market with
Ethernet services from BTC. Simplify network management, enhance network performance, and increase cost efficiency so that
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Vote of confidence on road to Solvency |

BMA CEO WARNS SOLVENCY I ASSESSMENTS WILL BE MUCH MORE CHALLENGING THAN THE IMF

from the International Mon-
etary Fund (IMF), the Bermuda
Monetary Authority (BMA) is
well on the way to achieving its

Armed with a vote of confidence

goal of Solvency II compliance for
the Island’s reinsurance industry

— and CEO Matthew Elderfield

says that can only enhance
Bermuda’s competitive edge.

In recent years, the Island’s

financial services regulator has
beefed up its reporting require-
ments to ensure Bermuda compa-
nies are ready to comply with the
European Union directive Sol-
vency II, which will tighten up
regulation and set capital require-
ments for reinsurers, and prepare
for a growing global shift away
from rules-based supervision to
risk-based assessment.

Ensure Your Office has TBI's
Operative Data Advantage

> Guaranteed Business Continuity

> Maximum Security

> World Class Data Centre

Speaking on a panel on
Globalisation of Regulation at the
Standard & Poor’s/Pricewater-
houseCoopers’ Bermuda Insurance
Conference, Elderfield said: “I
think we’re at the front of the pack
of countries being ready for
Solvency II.”

He added: “There’s a strong
consensus [among local insurers]

that this is the right thing to do

CORPORATE DATA AND VOICE SERVICES Co-/ocation & Hosting Business Continuity & Managed /T High-speed iInternet
Dedicated Internet DSL Access Dial-Up Access Frame Relay Access Private Line Global Flexible IP VPN
Integrated Services Digital Network Long Distance Service 1-800 International Toll Free Corporate Calling Card

and underlying that is an under-
standing that there are competitive
advantages to recalibrating our
regulatory framework. Your repu-
tation as a market is enhanced, the
reputation of the firms that operate
within it are enhanced, and it cer-
tainly benefits you in terms of your
interaction with your counter-par-
ties, your investors and with policy
holders.

“Internationally we’re entering
a new phase where regulators are
sizing each other up and establish-
ing whether rules are equivalent in
other jurisdictions and are accept-
able. At the heart of this is that in
order for firms to do cross-border
business across jurisdictions, regu-
lators are asking, ‘Are those rules in
Bermuda adequate? If they are
equivalent, then are we happy for
them to do business in my jurisdic-
tion? That is a competitive advan-
tage if we can achieve equivalence,
which I am confident we will do.”

The advantages, he said, would
be three-fold:
® Bermuda firms would be able to
operate in other jurisdictions without
any added burden (such as rules on
collateral imposed on US firms)
® Companies would avoid any
duplication of regulation and the
associated operational costs
@® Firms would be able to opti-
mise their group capital structure
and hold surplus capital more effi-
ciently without having it tied up in
other jurisdictions

Elderfield said the IMF report
confirmed that the BMA had
established a strong base and that
it was “highly observant” of inter-
national standards.

The IMF report stated:
“Bermuda’s insurance supervision,
especially for the large commercial
reinsurance companies, is highly
observant of the Core Principles
established by the International
Association of Insurance Super-
visors.”

It also said: “The BMA has insti-
tuted a strongly risk-focused super-
visory approach in line with the
diversified range of insurers in






