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1.  
World Trade Centre
There have been further developments in the dispute between World Trade Centre leaseholder Larry Silverstein and the insurers.  This dispute centres around whether the destruction of the Twin Towers was a single event or, as Mr. Silverstein contends, two occurrences.  Matters are complicated by the existence of different wordings provided by different insurers, while coverage provided from the London market, including Lloyd’s, had no finalised wording at the time of the tragedy.  

During the last week of September a New York District Court Judge, John Martin, found that in regard to three of the insurers, Royal & Sun Alliance, Hertford and St. Paul, the terrorist attack was a single event.  This decision is being appealed, which could lead to a delay in the start of the full trial on this case which was set to begin in early November.  It remains the contention of Silverstein’s legal advisers that “under New York law, two separate planes crashing into two separate buildings constitutes two occurrences”.

If the attacks are considered one event, the World Trade Centre insurers will have to pay in the region of $3.5BN for property losses, but this will be doubled to $7BN if it is judged to be two events.  The ruling was welcomed by insurers as it is thought it will make it more likely that the other 17 insurers still involved in ongoing litigation will also receive a ruling that the attacks were a single occurrence.  

Meanwhile current estimates for the total insured loss arising from the World Trade Centre have reached over $40BN  of which business interruption claims are now an estimated $11BN, or 27% of the overall loss.  Amongst claimants, the business interruption claims arise from not only businesses in the immediate area of the World Trade Centre, but also businesses operating in airports that suffered losses during the period when the air traffic system was shut down.  

It is accepted that one issue which needs addressing as soon as possible is the provision of clear terms of coverage at the inception of policies as complex as that provided for the World Trade Centre.  Lloyd’s is looking to implement market reforms to ensure that there is greater clarity in the way policies are issued.  As observed by Roger Sellek, Commercial Director of Lloyd’s, it is “beyond belief to anyone from the banking sector” that coverage was not agreed at inception.  
2.
Market Conditions

As indicated by Cliff Simmonds in his presentation at the AGM, underwriting conditions continue to strengthen.  The latest Quarterly Business Report, issued by Lloyd’s as at 30th June, includes the following observations:-

· Other than the Marine Market, rates have now reached a higher level on rating indices than 1993/4.

· All Markets expect rate rises to continue in 2003.

· The Lloyd’s Policy Office records premiums per transaction up by 25.3%.

· 2002 has the highest gross premium income ever at six months and is 23% higher than 2001 at the same stage. 

· Gross premium projection for 2002 is amended to £12.8BN (2001 - £11.6BN).

· 2001 Gross paid loss ratio at 18 months is below that of 1998 at the same stage.  That will change as WTC claims are paid.

· 2002 gross paid loss ratio “negligible”. 

· Syndicate expense levels within budgeted level for 2002.

In a recent report, Moody’s, a leading Rating Agency, has confirmed “a profit potential of over £1BN for 2002, assuming a normal loss experience”.  They also noted that, to date, the 2002 Account has benefited from a relatively benign loss experience, but that the hurricane season is still ongoing.

Moody’s have produced a rating index by class of underwriting which includes their prediction for 2003.  In each instance, the 2003 rating exceeds the highest previous rating since 1994. 
	Rating Index Table Summer 2002

	
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	2003

	Marine
	100
	113
	116
	107
	  92
	  77
	  67
	  61
	  65
	  79
	112
	139

	Non-Marine
	100
	117
	122
	115
	106
	  93
	  83
	  77
	  84
	101
	138
	162

	Motor
	100
	118
	118
	112
	109
	111
	118
	143
	172
	195
	216
	232

	Aviation
	100
	123
	136
	131
	114
	  92
	  72
	  72
	  84
	154
	216
	226

	Market
	100
	117
	122
	116
	105
	  93
	  84
	  83
	  94
	118
	155
	177


Source.. Moody’s

Moody’s also produce an Underwriting Index which shows the trend in underwriting profit potential.   This Index assumes a “normal” incidence of loss in any one year and does not set out to forecast results, but only now for 2003, do we see the profit potential reaching the levels of 1993 and 1994, the previous high point of the market’s profitability.

	Underwriting Index Table Summer 2002

	
	1992
	1993
	1994
	1995
	1996
	1997
	1998
	1999
	2000
	2001
	2002
	2003

	Marine
	119
	131
	134
	126
	116
	109
	105
	  95
	  99
	111
	122
	128

	Non-Marine
	112
	130
	130
	127
	121
	116
	109
	106
	112
	118
	130
	131

	Motor
	120
	126
	119
	112
	110
	105
	103
	105
	111
	117
	117
	116

	Aviation
	119
	128
	134
	127
	118
	111
	101
	101
	103
	117
	138
	135

	Market
	115
	129
	130
	124
	118
	112
	106
	104
	108
	117
	128
	129



Source.. Moody’s

3.
Lloyd’s EGM

In accordance with Lloyd’s rules the resolution “this meeting approves the proposals set out in the Chairman’s Strategy Group Consultation Document” was voted through on a capacity weighted basis.  According to the Electoral Reform Ballot Service, 79.88% voted in favour of the resolution and 20.12% against. 

Sax Riley, the retiring Chairman of Lloyd’s, stated,  “we now have a decisive mandate to implement our proposals for modernisation”.  However, his enthusiasm should be tempered by an analysis of the underlying voting as, broken down into individual votes, 3,356 Members of Lloyd’s voted against the proposals and 1,393 voted for it.  Accordingly, the Association of Lloyd’s Members were also able to claim their own victory in canvassing against the proposals.  Their spokesman, Robert Miller, responded to the Chairman’s interpretation by stating “Names say No…. there is little prospect of the proposed new Lloyd’s Act in the near future”.  This scenario of both sides claiming victory could lead one to conclude that Michael Deeny, Chairman of the ALM and also a member of the Chairman’s Strategy Group has emerged as the deciding figure in the rather public process adopted by the Chairman’s Strategy Group.  It should be recalled that the original proposals included the ending of unlimited liability in 2005 – this has now been dropped.  By and large the other proposals, including the implementation of a franchise and one-year accounting, proved uncontentious.

Given their stance, Lloyd’s know only too well that any changes to a Lloyd’s Byelaw, prior to any change in the Lloyd’s Act, could result in the ALM calling another EGM where the vote would be on a “one member, one vote basis”  to oppose any changes it disapproves of.  Conversely, Lloyd’s would be careful not to make changes to Byelaws until the voting mathematics work in its favour.  The combination of further attrition to the numbers of participating Names and the removal of resigned Names from the electoral roll may well favour Lloyd’s position in due course.  In the first instance, the proposals will permit over 3,000 Names with Exeat policies to complete their resignation from Lloyd’s and removal from the electorate.  The acceleration of the process of closing Open Syndicates, as promoted by the appointment of Guy Carpenter will continue this process.  

The downside, however, of the two positions reached by Lloyd’s and the ALM, is a negative perception of the Lloyd’s Market when it can least afford it.  A divided capital base does not send out the right signals to the outside world, particularly when Lloyd’s is competing with other insurers to raise the maximum capital: as Deputy Chairman of Lloyd’s and Chairman of the Benfield Group, John Coldman, stated, “a Lloyd’s ridden by internal tensions will not inspire confidence”.  

The practical work that can proceed following the EGM includes the appointment of members of the Franchise Board and specifically the Franchise Performance Director.  The Council has set up relevant sub-committees for this work and it is understood that discussions with the relevant candidates are progressing and that recommendations regarding the appointments will be made to Council in November.  

In regard to the implementation of the Franchise, discussions are already taking place between Lloyd’s and Managing Agents in the Market.  It is clear that Lloyd’s, as the franchisor, will set targets and guidelines for the syndicate business plans.  An overall level of profitability will be set for the Market and guidelines will be published each year.  The guidelines will cover a range of underwriting and management issues, including the appropriate level of exposure to different types of risk.   The proposed procedure is being  

trialled at the present time in relation to 2003 syndicate business plans with the final format being agreed by all parties for implementation in 2004.

The Franchise Board will also take on the responsibility of monitoring franchisees; the Chairman’s Strategy Group set out a number of “prescriptive levers and market levers” which only confirms that the franchise is backed up by the ultimate sanction of a failing franchisee being removed.  

4.
Equitas

At its Annual General Meeting in London, Equitas was able to tell reinsured Names that, whilst the US asbestos litigation landscape remains bleak, it is more optimistic about its prospects than twelve months ago.  The Equitas Claims Director, Scott Moser, said:-

“A year ago when speaking out about the failings of the asbestos claims system, we felt like a voice in the wilderness – the asbestos mess was largely ignored by the media and other opinion makers. Today, the dysfunctional asbestos litigation system is front page news”.

As identified by Equitas last year, unimpaired claimants otherwise known as “non-sick people” were a serious cause for concern in claiming compensation on specious medical evidence.  Equitas’s firm stance has proved to be a rallying point for the insurance industry.  

Against the positive indications on the claims front, the Finance Director, Jane Baker, warned it was “likely, if not possible” that Equitas’s investment performance would report a loss for the first time since its inception in 1996 based on the deterioration of the equity market.  Whilst not a substantial holder of equities, it was noted that the portfolio valuation had markedly dropped in the six months to 31st August, 2002.  

5. 
Central Fund Stop Loss

Lloyd's is in preliminary discussions with carriers to put in place a new stop-loss protection on the Central Fund when its current policy expires at the end of 2003. A capital markets solution, or finite cover, is being considered, along with traditional insurance, according to Lloyd's commercial director Roger Sellek.  Speaking at the 30th annual Houston Marine Insurance seminar Dr. Sellek confirmed that Lloyd's is in early discussions with carriers to put together a new protection for the Central Fund from the beginning of 2004.   The agreement would require very high security and would be limited to those carriers with a double or triple A-rating.

In 1999 Lloyd's agreed a five-year stop loss protection with six insurers and reinsurers providing the Central Fund with annual cover of £350m ($500m) for losses over £100m. The total maximum payment during the five-year period was limited to £500m. Swiss Re led the programme and the other participating companies were Employers Re, St. Paul, Hannover Re, XL and Ocean Re and Chubb.   The protection was triggered earlier this year when Lloyd's faced liquidity problems in the wake of the September 11 loss.

Securing a new insurance deal post 2003 is likely to be regarded by rating agencies as a significant development in reaffirming the strength and security of the marketplace.   Dr. Sellek said the market is confident that its central assets will exceed £1bn by December 2003.
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Please remember to visit our website.  Your comments are always welcomed
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