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Hugh White: Good afternoon folks. My name’s Hugh White and I’m the . . . I’m not Dan Young and I’m the 
moderator of a session that will probably take very little in the way of moderation. My younger daughter is studying for a 
career in health care. When she was young she had a favourite book and we would read this book night after night to her 
as she was getting ready to go to bed. It was called something like Some Busy Hospital and we would read this over and 
over again and after a few nights of this I got bored, and I said, “Jill, aren’t you getting tired of this book?” With the 
subtext being that I was. And she said, “Well, dad, every time we go through this I find out something new.”  

I think the same thing can be said to happen in the presentation you’re going to receive this afternoon. I have heard Dan 
give this presentation more than once over the last year and a half or so, and every time I hear it and read it I learn 
something new. I will, probably, if I had it every six months, continue to learn something from it as it evolves and as my 
understanding of it evolves. He’ll explain more about what’s going on there and the program does the same for you, but 
I’m just going to give you a quick introduction to Dan.  

Dan Young has practiced law for over 30 years and has an office in Seattle, Washington. Following service as a Vietnam 
War naval officer, he was corporate counsel at the Bank of America and an associate in a medium-sized law firm before 
entering private practice. He practices now primarily in the areas of civil litigation, real estate and consumer law and 
much of his work is dedicated to serving the indigent. He was honoured last year by the King County Bar Association in 
Washington for his pro bono work for the homeless. And was also the co-recipient of the Pro Bono Awards given by the 
Washington State Bar Association, where he currently serves as chair of its pro bono and legal aid committee. Dan, who 
holds a Stanford University philosophy degree and University of California law degree, has also learnt seven languages to 
different levels and is a board member of the Verity Credit Union, a $400 million-asset state-chartered credit union.  

One further observation for you, folks. After the presentation is over, Dan has graciously agreed to answer some 
questions or listen to comments that you may have on the material that he covers. We are going to follow normal CIA 
format, by which I mean that since we’re recording and transcribing this particular session, we need you to use one of the 
two floor mics that are up the middle aisle and to state your name before you ask your question or make your comment. 
Ladies and gentlemen, Dan Young. 

(Applause) 

Dan Young: Thank you, Hugh. It’s a great pleasure to be here this afternoon. Je suis très heureux de vous présenter cet 
après-midi. That’s my homage to the French language, which I love dearly. I do want to make the usual caveats that the 
opinions I express today are my own and do not necessarily represent those of any organization of which I am a member. 
I would also like to thank Camille Minogue, who is the chief actuary at the Insurance Corporation of British Columbia, 
for getting me interested in this topic. She did a lot of the work and preparing it and the research and so on and gave me, 



2                                                         JUIN 2010 ASSEMBLÉE ANNUELLE – VANCOUVER (SÉANCE 33) 
 

 
Vol. 41, Juin 2010                                              DÉLIBÉRATIONS DE L’INSTITUT CANADIEN DES ACTUAIRES 

of course, the actuarial insights that I needed because I am not an actuary by any means. And probably, possibly due to 
that involvement that we had in preparing this talk, she and I got married on the first day of January of this year. So I 
want to thank her. 

(Applause) 

This is the story of the AIG accounting scandal. I’ll be talking about the companies involved, the participants, how the 
regulatory scrutiny intensified. I’ll present you the prosecution case then I’ll switch hats and present the defence side. 
We’ll discuss the relevant laws and regulations that apply and then actually what happened to the participants.  

The companies. Well, first we’re talking about AIG. I’m sure everybody has heard of AIG. And I want to separate this 
from what happened in the last couple of years because the events I’m going to talk about have nothing to do with their 
bailout and a lot of their problems. When this happened, the events that we’re going to talk about, AIG was riding high. 
It was the world’s largest insurance and financial services company at 93,000 employees in 130 different countries. And 
you can see in 2000, well in 2007 anyway, $6.2 billion of net income, total revenues of $110 billion, shareholders’ equity 
was $95 billion. That had a significant slide the following year. The numbers, they lost $99 billion. The shareholders’ 
equity was cut in half.  

Gen Re was one of the world’s largest reinsurers; it still is. It was established in 1921 and headquartered in Hartford, 
Connecticut. It’s now owned by Berkshire Hathaway, one of Warren Buffett’s companies, and it was led by Ron 
Ferguson until he retired in 2002. It had written premium of about $6 billion in 2007 and 2008. 

Who were the participants? Well one of the major ones was Hank Greenberg, CEO of AIG. I’m sure everybody’s heard 
of him. He was born in 1925. He actually is a lawyer. He graduated or was admitted to the New York Bar in 1953, 
joined AIG in 1962, was named CEO fairly soon thereafter and he led AIG for 38 years before he stepped down in 
2005, partially as a result of the AIG scandal. 

Ron Ferguson was CEO of Gen Re. Born in 1942. Fellow of the CIS. He was co-developer of the Bornhuetter-Ferguson 
Method. I know some of you who are health and life pension actuaries would not necessarily use the Bornhuetter-
Ferguson Method, but all the P&C actuaries here are very familiar with that, I’m sure. He joined Gen Re in 1966, was 
named CEO in 1987 and then later Berkshire Hathaway acquired Gen Re. Ron retired in 2002.  

Christopher Garand, senior vice-president and chief underwriter of Gen Re. Born in 1947 in Melbourne, he served in 
the army then he had a job with the ISO in Manhattan. The ISO was basically the equivalent of the Insurance Bureau 
here in Canada. He joined American Re, became a Fellow of the CAS, was promoted to chief actuary, he headed the 
treaty pricing unit then went over to Gen Re, where he became enterprise risk manager and senior vice-president and 
chief underwriter and he retired in 2005. 

Elizabeth Monrad, who was CFO of Gen Re. She attended Wellesley College, the MIT Sloan School of Management. 
She became a certified public accountant, which is roughly equivalent to your chartered accountant here. Was at 
Coopers and Lybrand for 12 years and was named the Insurance Professional Woman of the Year in 1999.  

Two others that we’ll consider: Robert Graham was the senior vice-president and assistant general counsel at Gen Re 
until 2005. Christian Milton was the vice-president of AIG’s reinsurance unit until 2005. Finally, Richard Napier was 
the senior vice-president at Gen Re responsible for that company’s relationship with AIG. And John Houldsworth was 
the CEO of Cologne Re Dublin, which is a wholly-owned subsidiary of Gen Re. 

Oh, and just to throw in a name everybody loves, Eliot Spitzer was born in 1959, the former Attorney General of New 
York, and of course had a string of notable prosecutions. He went after the mutual funds in 2003, the insurance 
companies in 2004 and then the AIG accounting scandal in 2005. And either because of that or despite that, he was 
elected Governor of New York in 2006.  

OK, how do these people come under the regulatory scrutiny and their radar? Well, AIG came under scrutiny back in at 
least 2001 when the SEC learned that AIG had assisted a client company in bolstering its balance sheet through a bogus 
insurance transaction. This was Brightpoint, and basically the insurance transaction that they generated enabled 
Brightpoint to overstate its income by over 60 percent. So this was an insurance product that had a vast effect on the 
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company’s financial statements. There was an investigation and as a result of that, the SEC and the Justice Department 
settled with AIG. AIG paid a $10 million civil penalty and then required that AIG have an independent consultant to 
assist AIG in complying with the law.  

In 2004 a federal grand jury began an investigation of AIG’s income smoothing products and then there was the bid 
rigging complaint filed by Spitzer against AIG and others in 2004.  

February 9 in 2005, AIG had released its 2004 earnings, and the following month it disclosed that a reinsurance 
transaction that it had with Gen Re should have been accounted for as a deposit. And then in May of that year it restated 
its 2004 income with a reduction of $1.32 billion.  

The state authorities then moved in on the attack. In 2005 Spitzer filed a civil suit against AIG and it alleged that AIG 
engaged in misleading accounting and financial reporting, projecting an unduly positive picture of its underwriting 
performance for the investing public. And in particular, the suit said that AIG engaged in two sham insurance 
transactions that gave investors the impression the company had larger reserves for claims than it did. And there was 
other wrongdoing alleged, but these are the ones that we’re most interested in for the purposes of this afternoon. 

Well, Greenberg doesn’t take anything just lying down. He’s going to respond. And he basically said for the Attorney 
General to use his office to prosecute and persecute people in the press for political gain is wholly against our legal 
principles. It’s outrageous. And in another interview he said he’s running for office, another office. It has nothing to do 
with what’s right or wrong. And then in an interview with Charles Gasparino of CNBC, Greenberg actually calls Spitzer 
a thug.  

The federal authorities, however, are not just idly sitting by watching. The SEC, the Securities and Exchange 
Commission, filed a complaint in U.S. District Court against AIG. And they said that this is not a case about the 
violation of technical accounting rules, something that only accountants would know. This involves the deliberate or 
extremely reckless efforts by senior corporate officers of a facilitator company, Gen Re, to aid and abet senior 
management of an issuer, AIG, in structuring transactions that have no economic substance. And, significantly, that were 
designed solely for the unlawful purpose of achieving a specific and false accounting effect on the issuer’s financial 
statements. Now when we start to use words like aid and abet, those sound like criminal words, when you aid and abet 
somebody to do something.  

That case was settled a week later. The SEC and Justice Department settled with AIG and AIG agreed to pay in excess of 
$1.6 billion and this related to some bid rigging, improper accounting, workers’ comp sort of claims. And then the CEO 
and CFO were replaced, partly as a result of that. 

Then the federal criminal actions start. And there were federal criminal charges filed against certain, well one AIG officer 
and five Gen Re officers. And there were alleged 16 counts of the criminal code, conspiracy, securities fraud, making 
false statements to the SEC and mail fraud. Two of the people plea bargained: Richard Napier, who was the senior vice-
president at Gen Re responsible for the AIG relationship, and John Houldsworth, the CEO of the offshore subsidiary of 
Gen Re. And then they became witnesses for the prosecution. And as we’ll see, that can become critical if there are two 
people involved that know the details of the transactions and know what was going on. Their testimony can be given a 
lot of weight and they can help the prosecutors establish things that otherwise the prosecutors would never be able to 
prove. 

OK, what is the prosecution case? What did they have going for them? Well, first, let me just pretend like for a moment 
I’m putting on my prosecution hat and I’ll act like I’m giving sort of a partial opening statement that I might give to the 
jury here. And I would talk about the settings. October 26, 2000, AIG announced that premiums had increased in the 
third quarter, but reserves fell by $59 million. That same day the AIG share price dropped on the New York Stock 
Exchange by 6 percent. Five days later, Hank Greenberg called Ron Ferguson. And in the phone call, and we know this 
because Napier testified about it at trial, Greenberg asked Ron Ferguson to temporarily transfer loss reserves to AIG. The 
amount would be between $200 and $500 million. It would occur by the end of the year 2000. It would last six to nine 
months. And AIG should incur no losses. 
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So what do executives do when they have the general outlines of a deal? They give it to their point people to work out 
the details, draft up the documents and carry it out. Richard Napier was the person on behalf of Gen Re to do that, 
Christian Milton was the AIG point person. So they worked with various people and they agreed to a deal. The deal was 
that Gen Re would transfer loss reserves to AIG in exchange for a payment of premium. There would be two separate 
contracts: $250 million in the year 2000, another $250 million in 2001 with a cap of $300 million on each one. Gen Re 
was obligated to pay AIG a premium of $500 million, that’s $250 million per contract, and then Gen Re would receive 
1 percent for doing the deal, that’s $5 million. Contract would last 24 months.  

OK, there were some issues with the deal. What were the issues with the deal? Well, one was an accounting problem. Do 
we account for this as deposit accounting or reinsurance accounting? AIG wanted reinsurance accounting because they 
wanted the reserves. Gen Re looked at it as deposit accounting because there was no risk being transferred. So there was 
asymmetrical accounting here. 

Then they referred in their conversations to the North American problem. And statutory reporting required the 
disclosure of premium and reserves related to each reinsurance transaction. But if you use an offshore subsidiary, that 
subsidiary is not required to disclose. And so Gen Re just happened to have one: Cologne Re Dublin in Ireland, which 
wasn’t required to file U.S. reports.  

Other issues with the deal. Well, they wanted to create a paper trail and they used those words, paper trail, to make it 
appear that Gen Re had proposed the transaction. And then Gen Re had to appear to be on the hook for the $500 
million in premium without actually paying it. And then AIG had to pay Gen Re’s $5 million fee for doing this deal 
without attracting the attention of regulators.  

So how did they actually show this in their accounting of the deal? Well AIG had a wholly-owned subsidiary, National 
Union Fire Insurance Company, and they booked as an asset the $10 million premium that would be paid by Cologne 
Re Dublin and then the $490 million premium receivable was held by Cologne Re on the liability side, the $500 million 
additional reserves, which is what they wanted.  

And you can see the impact on AIG’s loss reserves; from the fourth quarter of 2001 they reported an increase of $106 
million in their loss reserves. Now if you back out the $250 million from this loss portfolio transfer, the deal with Gen 
Re, they should have reported a decline of loss reserves of $144 million. And similarly, in the next quarter, in the first 
quarter of the year 2001, they actually reported an increase of $63 million in loss reserves, but if you back out the $250 
million on this loss portfolio transfer, they should have shown a decrease of $187 million. 

Well, the analysts reacted to this. There are these stock analysts out there and they think things are important and, of 
course, one can argue whether any of this is really important or not, but certainly stock analysts think that it is. And one 
of them said, “We think this quarter was a good example of AIG doing what it does best, growing fast, making the 
numbers,” and noted the important change in reserves. AIG added $106 million to reserves. Another one said, “Well, 
finally AIG put to rest the minor controversy from last quarter by adding $106 million to reserves.” So this, the reserves 
and the increase in reserves with increasing premium was important to the stock analysts at least. 

So how did Cologne Re Dublin pay the $10 million in premium without really paying it? This took some ingenuity to 
figure this out. They decided, and Christian Milton is the one that basically proposed this from AIG, they would 
leverage an existing contract in which Gen Re held $31.8 million payable to AIG. And I’m going to go through this with 
a diagram. I know it’s hard to follow when I just state it, but Gen Re then would pay $7.5 million to commute that 
contract, which is actually with the Hartford Steam Boiler, wholly-owned subsidiary of AIG. Then Gen Re would pay 
National Union—also the wholly-owned subsidiary of AIG—$9.1 million in premium to reinsure the losses that were 
just commuted. CRD would pay $400,000 in premiums to Gen Re for a sham contract. Well, they didn’t call it a sham 
contract, but it wasn’t really a reinsurance contract. And then they would receive a loss payment of $13 million shortly 
after the ink dried. CRD would pay the loss portfolio premium of $10 million to AIG and then Gen Re and CRD, 
Cologne Re Dublin, would be left with $5.2 million to cover the fee. The extra $200,000 there was, they added that 
because of interest in the time period, so the $5 million fee became $5.2 million. 
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Now I’ll show you a pictorial representation of all of that. You have AIG in brown, Gen Re in green and you start with 
the existing contract with Hartford Steam Boiler that had a commute value of $3.18 million. That contract was 
commuted for $7.5 million. Then Gen Re paid a premium of $9.1 million to National Union. Next Cologne Re Dublin 
paid $400,000 to Gen Re as a reinsurance premium and then immediately thereafter there was a $13 million loss 
payment. There was no loss; they were just moving numbers around. And then Cologne Re paid the LPT premium of 
$10 million to National Union. And if you look at the accounting from the Gen Re side, they had $31.8 million less the 
$7.5 million, less the $9.1 million plus the $400,000, less the $13 million; that left $2.6 million. If you look at it from 
the CRD side, Cologne Re Dublin, they paid $400,000, they got $13 million, they paid out $10 million, that left $2.6 
million, if you add that up it’s $5.2 million.  

Now this is a very, very complex transaction just on a simple reinsurance. So by its nature, it lends itself to wonder why 
they ever structured a transaction this way. I mean it makes no sense from any economics of the deal.  

What was the prosecution evidence? Well, they had Napier’s trial testimony. He was the Gen Re guy. He testified about 
a secret side deal that AIG paid Gen Re $5 million, but didn’t actually pay the $10 million in premiums specified in the 
written contract. He said he and the accountant and Ron Ferguson discussed the draft contract as a no-risk deal. And 
Ron Ferguson discussed terms of the contract with Greenberg including that AIG would bear no risk.  

John Houldsworth testified at trial. He said he sent to Ron Ferguson an e-mail with the draft of the loss portfolio 
transfer contract stating that Gen Re will not transfer any losses under this deal. And Ron Ferguson’s initials were on that 
e-mail. And Ron Ferguson didn’t testify at trial, but the prosecution called his former secretary to get on the stand and 
testify, “Yes, those are his initials.” Well if your initials are on an e-mail, isn’t there a pretty good assumption that you’ve 
read it?  

AIG did not ask Gen Re for information necessary to perform an actuarial analysis of the risk, as you would normally 
expect to see if this were a legitimate reinsurance deal. Somebody someplace is going to have to do an actuarial analysis to 
just see what the terms of the deal are.  

There was other recorded evidence. These are telephone conversations that the prosecution had that they played to the 
jury. Houldsworth said clearly, there’s clearly no risk transfer. You know there’s no money changing hands. Monrad the 
CPA says AIG may have a tough time getting the accounting they want out of the deal that they want to do. They are 
not looking for real risk. So here’s additional testimony that there’s no risk. 

Now it’s interesting that the prosecution would have all of these recorded telephone conversations. And you remember 
that they had the North American problem and the regulators might be looking at the transaction, and they had it with 
an offshore subsidiary to avoid that. But one of the problems that they ran into is that the privacy laws don’t apply in all 
other countries and Ireland did not have a law against recording telephone calls.  

Now John Houldsworth knew that his calls were being recorded, but he thought that it was sort of a continuous loop 
and that after a relatively short period of time the calls would be erased, newer calls would take their place. He didn’t 
realize that there was no continuous loop, that all the calls were kept. And a couple of months after they talked about 
these transactions the company decided not to record the conversations anymore. But nevertheless, the prosecutors were 
able to get their hands on all of these telephonic tape recordings and they could piece together the stuff that I’m going to 
show you, including this conversation here. And so it makes it difficult to deny that you said something or had a 
conversation with somebody when the prosecution actually plays that conversation in front of the jury. 

Another recording: Monrad says, we told AIG there would not be symmetrical accounting here. Houldsworth says, fine. 
We told them they would just have to digest that. So the companies know that . . . In other words, the Gen Re folks 
know that AIG is not going to account for it properly. Now Gen Re may be accounting for it as deposit accounting, but 
they know that AIG is using reinsurance accounting.  

Further evidence that Ron Ferguson knew what was going on. Houldsworth says, “We’re going to ask Ron to sign off on 
the reputational risk. I think it’s his deal so he ought to do that.” Garand: yep. Houldsworth said, “I mean, he’s 
effectively done that by being involved but we may as well follow the rules,” and then Garand says, “Make him sign in 
blood.” Houldsworth: “Well, I don’t care what he signs then as long as they know it’s him.” “OK, make him sign in 
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blood.” That makes it look like a Mafia deal, right? That’s the way the Mafia talk. It doesn’t look very good. How would 
you explain something like that, “make him sign in blood?” Hard to explain why you used that particular choice of 
terminology. 

OK, other evidence. Robert Graham, the lawyer, says he’s sending an e-mail to somebody and he says the AIG project 
continues, it’s now a two-step loss portfolio deal between Cologne Re Dublin and National Union. Our group will book 
the transaction as a deposit. How AIG looks at it between them, their accountants and God. There’s no undertaking by 
them to have the transaction reviewed by the regulators. So basically he’s ignoring . . . Here’s the lawyer and he’s 
basically saying, “Look, it doesn’t matter what they do. They can do whatever they want, why do we care? We’ll book it 
right, let them do what they want and if they have to account for it later to somebody, some higher power, then so be it.”  

And then he says, Ron Ferguson et al, “The others have been advised of and have accepted the potential reputational risk 
that U.S. regulators may attack the transaction and our part in it.” So he thinks that the only problem he’s got if this is 
true is the reputational risk. So there’s not any criminal risk that he foresees, it’s just a reputational risk. There may be 
some bad headlines, some bad press for a week or two and then it’ll blow over and, yeah, it might cost us a little bit of 
money or whatever, but that seems to be all that he’s saying. And I’ll tie this in a little bit later, but you’ll note here that 
this is an e-mail in which Graham quotes somebody else as talking about what Ron Ferguson knew. This in legal 
parlance is called double hearsay. You have hearsay within hearsay. And this e-mail was objected to very strenuously by 
the defendants, but the trial judge let it in evidence under a conspiracy theory, all kinds of evidence that would otherwise 
be inadmissible can be admitted. 

So now we have evidence here of Gen Re’s knowledge, the people involved, the Gen Re people knew that AIG was going 
to do something with this transaction that was perhaps improper.  

Another recording. Graham says, “We aren’t going to pay them the fee yet. You know we don’t intend to pay them until 
we get the cash. If they turn around and start kicking up a fuss, I don’t think they really want this made public, this 
transaction.” There’s a whole pile of things. OK, this implies again knowledge that something . . . that AIG was doing 
something wrong. And it also pretty much states that this is not a real transaction. “We’re not going to pay them the 
premium until we get the cash.” Well, that’s not a normal business deal.  

Another recording. Graham the lawyer talks about AIG’s organizational approach to compliance issues has always been                                       
pay the speeding ticket. And we saw some evidence of that on the earlier prosecutions of AIG, the SEC action and the 
state action, which is different from our [Gen Re’s] organizational approach to compliance. “So I’m pretty comfortable 
that our own skirts are clean but they [AIG] have issues.” Again, a total lack of awareness, and this is by a lawyer too, 
that it really doesn’t matter what AIG does. As long as Gen Re’s skirts are clean and they properly report, then AIG’s 
conduct is irrelevant. 

OK, there are two sides to every case. I gave you the highlights of what the prosecution was able to put up. What was the 
defence able to say? Well the prosecution case took seven weeks. The defence case took two days. The defence called five 
character witnesses and only Elizabeth Monrad and Robert Graham called these five people. The other three didn’t call 
any witnesses whatsoever. None of the defendants took the stand.  

What their strategy was was to attack the credibility of Napier and Houldsworth. Napier was cross-examined on the 
stand for five days about his testimony and Ron Ferguson’s lawyer even got him to admit that a statement he had signed 
and given to the prosecutors about what his testimony was was inaccurate. As the attorney said, this was a lie basically, 
and Napier had to admit that it was and it was about a key thing. And I think the defendants thought they were going to 
get a lot of mileage out of that. But they said that there were conversations and meetings that never occurred. There was 
insufficient evidence of these other side deals. And they also argued that the loss portfolio transfer had minimal effect on 
the AIG financials. I mean, we’re dealing with a big, big company and these numbers are relatively insignificant in the 
scheme of things. And they said even after the disclosure of this transaction, the AIG share price was not affected. So 
therefore it didn’t really matter to investors. It didn’t have any bearing on their decision to buy the stock. And they said 
that this was a common industry practice.  
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I’ve talked to a number of actuaries that said, yeah, LPTD deals like that were very, very common at the time. Everybody 
did them and really didn’t give much thought. There was no financial motive. Ron Ferguson and Graham and Monrad 
didn’t make any extra money, they didn’t get any bonus, they didn’t get waterfront property, they just got their regular 
salary. They didn’t benefit personally from this deal at all. They said the recordings were taken out of context, the stuff 
about blood and so on, well that’s just the way we talk and we have humorous conversations in business. And they didn’t 
really mean or have some sinister motivation. And they also said that Warren Buffet knew of and approved of this deal 
and that gave them confidence that it was on the up and up because of course he’s a very upright guy and he wouldn’t do 
anything wrong. 

Garand further made some arguments that he was involved, he was actually getting close to retirement. At this time he 
was working three days a week and he was involved in meetings for one day. He had four phone calls related to this and I 
think I played one of them or I mentioned one of them. There were a handful of e-mails and he said, “Look, there’s no 
evidence that I determined any of the terms of this deal or drafted this contract, chose the underlying liabilities, 
determined the price of it, anything. I just helped do a reinsurance deal.” That’s all, the commutation of a reinsurance 
contract between Gen Re and AIG. That’s not illegal. And he said, “My involvement in this deal was no more than 
many other people at Gen Re who were not even charged, so why am I being singled out?” 

And Warren Buffet did have some peripheral involvement. He was listed by the prosecutor as a witness at the trial. He 
was not called. But there was an e-mail from Ferguson to Warren Buffet just mentioning the $5 million deal and the 1 
percent fee and splitting it into two tranches. So he did have some involvement. Of course he said he didn’t know 
anything about it and the details of it. 

OK, well what are the relevant laws and regulations that apply to this situation, at least from . . . the prosecutor’s 
perspective? The United States code that has various security investor protection laws, there are laws against conspiracy 
and there are mail fraud laws. Sometimes the code of federal regulations, which are regulations promulgated by various 
agencies, typically they do not have the force of law. But if a particular statute refers or incorporates those regulations 
then they can have the force of law. And we’ll see some of those here. 

So the first one under the security investor protection laws: it’s unlawful to use or employ in connection with a purchase 
or sale of any security registered on a national securities exchange like the New York Stock Exchange any manipulative or 
deceptive device. OK, manipulative or deceptive device. Are investors manipulated or deceived if they think that AIG’s 
loss reserves are increasing as their premiums increase, but yet they’re really decreasing? Would that affect their decision 
to buy the stock? According to the prosecutor, yes it would. They were manipulated and deceived into buying the stock 
because the true financial situation of AIG was not reported. 

And then the Code of Regulations 10b-5 also sort of reiterates that in a little bit different language. And it’s unlawful for 
any person, directly or indirectly, to employ any device, scheme or artifice to defraud. And notice how broad this 
language is: any device, scheme or artifice to defraud. That could cover almost anything that could cause somebody to 
think that a situation is different from what it is. It’s also unlawful to make any untrue statement of a material fact or to 
admit to a state of material fact necessary in order to make the statements made, in light of the circumstances, not 
misleading. And it’s also unlawful to engage in any act, practice or course of business which operates or would operate as 
a fraud or deceit upon any person. So this again is very broad language.  

There is a requirement that’s reiterated here in perhaps stronger terms: you can’t also make half-truths. It’s not enough to 
say, “Well, my statement was technically true.” It may be technically true, but if it doesn’t tell the whole story it’s still a 
violation. So if your statement, the information you include, would mislead somebody, then you have to affirmatively 
add such other and further material as may be necessary to make your other statements in the light of the circumstances 
under which they were made not misleading. So your requirement is to not mislead the other guy. And if that person is 
misled by your statements that are either incomplete or incorrect, then you have liability. 

Of course the Code of Federal Regulations talks about the falsification of accounting records. No person shall directly or 
indirectly falsify or cause to be falsified any book, record or account. How about the accounting, AIG’s accounting? Isn’t 
that false if it really is not a reinsurance transaction, but is a deposit transaction? Does that make their accounting records 
false? 
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There are rules that require companies to make annual reports and quarterly reports to the SEC. And these reports have 
to be accurate. They have to accurately and fairly reflect the transactions and dispositions of the assets of the issuer. And 
under 2b, the companies have to maintain a system of internal accounting that provides reasonable assurances to permit 
preparation of financial statements in accordance with generally accepted accounting principles. Well, again, if this is, if 
AIG accounted for this as a reinsurance transaction and it really wasn’t and it’s not under generally accepted accounting 
principles, then don’t they have falsified records and reports? 

We might just look at the penalties for violating the security investor protection laws. Anybody who makes false and 
misleading statements or wilfully and knowingly makes or causes to be made false statements or the statements are false 
or misleading with respect to any material fact, upon conviction may be fined not more than $5 million or imprisoned 
not more than 20 years. We’re not talking about three months in a halfway house or six months in the county jail—
we’re talking about potentially 20 years in prison. And you can actually get less time than that for robbing a drug store at 
gunpoint. These are very draconian penalties for violation of these laws. 

And in addition to these securities laws there are conspiracy laws. And this is the part that doesn’t let you get away with 
putting blinders on your eyes and ignoring what the other guy’s going to do. It’s just like you’re a driver of a car and 
your friend says. “Take me to the house.” You know he’s going to go inside and rob the people and you drive the car. He 
gets out, breaks through the window, robs them and gets back in the car. You can’t just say, “Well, I don’t know what he 
did inside. I mean that’s up to him, however he . . . whatever, I’m just driving the car.” No, I’m sorry, it doesn’t work 
that way. 

If two or more persons conspire to commit an offence and one or more of the people make an act to effect the object of 
the conspiracy, then that is a violation of the conspiracy laws and they’re subject to not more than five years of 
imprisonment. So if you know what the other guy is doing and you don’t object and you participate, then you’re a 
conspirator with him.  

Mail fraud laws: that’s the old catch-all too. Anybody who uses the mails to do anything, intending to devise any scheme 
or artifice to defraud, then they can be fined [or imprisoned for] not more than 20 years or both. So again, these are very 
long prison terms for just dropping a letter in the mail containing the LPT contract that you want the other guy to sign.  

OK, what happened to the various people? Well, Ron Ferguson was convicted of all 16 counts. He was sentenced to two 
years in prison, two years of supervised release, a $200,000 fine. He is now on personal recognizance pending the 
outcome of his appeal. He did appeal the conviction and is waiting to see what happens with that.  

Christopher Garand: convicted on all 16 counts. He got one year and one day, two years of supervised release and 
$150,000 fine.  

Elizabeth Monrad: convicted of all 16 counts. We know a little bit more about her situation because she gave a pre-
sentencing interview to the press. And her reaction was, I know I’m innocent. I’m going to appeal this thing, this is not 
right. And she told about how she was expecting to testify throughout this trial, but she was convinced by her lawyers it 
wasn’t necessary. She didn’t say this directly but I think that the view was that her lawyers had impeached Napier enough 
and Houldsworth that their testimony would not be believed by the jury. She was concerned that the prosecution would 
try to use her testimony to harm her innocent co-defendants. And she again reiterated how Warren Buffet’s at least 
peripheral involvement gave her some comfort that this was an acceptable deal.  

And she referred to the gun-to-the-head sort of philosophy: when the prosecutors went to her they obviously asked her if 
she would agree to plea bargain and then testify on behalf of the prosecution against the other people. And it’s a real 
problem because if she does that, yeah, she may get a lot lower sentence. If she doesn’t and gets convicted then she could 
risk going to prison for the rest of her life. And the prosecution was asking for 14, 17 to 17½-year sentences on these 
defendants. And if you’re in your fifties or sixties as these people are, that’s pretty much the rest of your life is going to be 
seeing sunshine in slices. 

At her sentencing hearing the prosecutor referred to this article as a lack of respect for the judicial system. I guess he 
expected her to say, “Yes, they convicted me, I know I did it and I shouldn’t have,” or whatever. Well, it’s a free country, 
everybody’s entitled to disagree with what the jury said and she expressed her opinion. Her two daughters were attending 
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Harvard at the time. They came in and testified on behalf of their mother or at the sentencing hearing. Monrad begged 
the judge for mercy. My life is in your hands. And in a way there is some truth to that.  

Judge Droney, however, was not terribly impressed. He said there were many opportunities for her to come to her senses 
and shake this shady deal, but she never did. The fact that she didn't benefit personally from the scheme doesn't excuse 
her conduct. So just saying, “Well, I didn’t gain any benefit . . .” No, but your client did, your company that you work 
for did. You were trying to accommodate a client. You didn’t benefit personally but it doesn’t matter. He said that her 
involvement with the fraudulent transaction was central to its success. She knew the harm her conduct could cause and 
she was considered the financial expert for Gen Re in this transaction. So if you have a professional degree, a lawyer, 
actuary, FCAS or whatever, you’re probably going to be held to a higher standard, or at least in the judge’s eyes. You 
can’t say, “Well, I didn’t know.” You’re expected to know, you’re a professional.  

And if there is a take–away, maybe it’s this. The judge said that a message must be sent to the business and financial 
communities that this kind of conduct will not be tolerated. And I guess his prison sentences are a reflection of that.  

She got 18 months in prison, two years of supervised release and a $250,000 fine. She had to put up her house as 
security to secure her paying the fine to remain free pending her appeal. 

Robert Graham, the lawyer, got convicted of all 16 counts. He got one year and a day in prison, $100,000 fine. 

Christian Milton: convicted of all 16 counts. His sentence was four years in prison, two years of supervised release and a 
$200,000 fine. My guess is that he got more prison time than the others because the judge felt that he was more 
responsible. He was the one on behalf of AIG that pushed the deal, that came up with the structure and so on and so he 
was probably seen as more of the mover and shaker in the whole transaction. 

John Houldsworth plea bargained early on to conspiring to commit securities fraud. He got two years of probation, a 
$5,000 fine and 400 hours of community service. And this again illustrates Monrad’s point: is his culpability any less 
than the others? They got two, four years in prison, he got no prison, a miniscule fine in comparison to the others and, 
OK, 400 hours of community service—so maybe he’ll cut some grass some place or pick up some trash off the sidewalk, 
but very, very minor compared to what the others got. But he accepted the guilty plea offered by the prosecution. And so 
it’s a tough choice sometimes. 

Richard Napier, he plea bargained also. The same thing, got two years of probation and a $10,000 fine. 

Hank Greenberg was named as an unindicted co-conspirator . . . . He took the Fifth [Amendment], declined to testify 
on the grounds that his testimony might be used to incriminate him. And so he faced no criminal prosecution. And of 
course he denied knowing anything about the transaction. 

One little side light: Eliot Spitzer comes back. He stepped down as governor in 2008, admitted to allegations of 
patronizing a prostitution ring. And maybe he’s resurrecting himself. I read in the paper the other day that he’s going to 
have a TV show in the fall or next year. So maybe he’ll make a comeback. 

Well in the U.S. there’s always the civil aftermath of these things. People want to file lawsuits and there were a number 
of lawsuits on the civil side that were filed after the criminal convictions. There was a suit that the AIG shareholders filed 
against Greenberg and former AIG executives regarding the false statements connected with AIG’s financial results. That 
suit was settled for $115 million.  

Then the SEC lawsuit that was filed against Greenberg himself for altering AIG’s financial records to inflate earnings. 
That was settled in August of 2009 for $15 million against him personally, that he personally agreed to pay. He did not 
admit any liability in that case.  

And then the case that Spitzer filed against Greenberg and Smith, the AIG CFO. That related to bogus transactions to 
improperly inflate AIG’s financial strength under the Martin Act, which is a New York state statute and common law 
fraud. That case just sat around for a number of years until April of this year and Greenberg moved to dismiss it for 
insufficient evidence. The judge who heard it called the case against Greenberg and Smith devastating and they called 
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what they did a criminal enterprise. So that case will either be settled or will go to trial and the result will be  
whatever it is. 

Then there were a whole bunch of cases that were consolidated in federal court under the name In Re American 
International Group Securities Litigation. I think there were between 15 and 30 cases that were all filed. One of the 
more interesting ones was the Ohio Attorney General filed a lawsuit against AIG and Greenberg on behalf of the Ohio 
Pension Funds and Unions because they had invested in AIG. So he wanted to get their losses back. And then when this 
false accounting sort of issue came up between Gen Re and AIG, he added Gen Re and PricewaterhouseCoopers as 
additional defendants in that lawsuit, claiming that they were either aware of or recklessly disregarded the knowledge that 
they had to avoid this fraudulent insurance transaction.  

Gen Re paid $72 million to settle that case. And PricewaterhouseCoopers had issued unqualified audit opinions on 
AIG’s financial statements. But the plaintiff said, “Wait a minute. You guys have longstanding ties to AIG, you were 
doing their auditing for 30 years.” And Smith, the CFO at AIG, had been an auditor at Pricewaterhouse for nearly 20 
years and between 2000 and 2003 Pricewaterhouse had received $137 million in fees for doing AIG’s accounting. So one 
could make a pretty strong case to the jury that Pricewaterhouse was not totally objective in their assessment of AIG’s 
financial statements. And in October of 2008 Pricewaterhouse agreed to pay $97.5 million to settle that case. 

Let’s tie it into the Rules of Professional Conduct. I think you heard about this at lunch. I’m sure everybody knows this 
stuff anyway, I’m not really telling you anything you don’t know. But Rule 1 talks about a responsibility to the public 
and to uphold the reputation of the actuarial profession. One can ask, is an actuary carrying out his or her responsibility 
to the public if you know the other guy in the transaction is not going to account for the transaction properly or they’re 
going to do something that violates regulations or the law? Is that acting with honesty and integrity to fulfil your 
responsibility to the public? Annotation 1-2 talks about things that we’ve covered in the laws about not making false or 
misleading statements or reports. The way Annotation 1-2 reads, it is the professional responsibility of the member not 
to be associated with anything which the member knows is false and misleading. That’s not just your own company or 
your own side of the transaction. It seems to me that language is broad enough to include what the other guy is doing 
too, and if you know that the other guy is going to do something false and misleading in the transaction, then aren’t you 
associated with that? 

Finally, Annotation 1-3: an actuary shall not engage in any professional conduct involving dishonesty, fraud, deceit or 
misrepresentation. Again, are you engaging in any professional conduct involving those things if you know the other guy 
is doing something that involves dishonesty, fraud, deceit or misrepresentation? Aren’t you engaging in that as well, at 
least assisting them to engage in it, which makes you a party to that?  

Just as a follow-up. The CAS has requested that the Accounting Board for Counselling and Discipline investigate 
whether Garand and Ferguson violated the Code of Professional Conduct in connection with what they did. It’s my 
understanding that that is on hold and my personal guess is that they probably will not do anything with that until after 
the criminal appeals are decided, and that may take another year, because there’s no reason to try to impose discipline if 
the convictions get reversed. That’s always possible. I mean no case is over until it’s over. Judges do sometimes make 
mistakes. The defendants have challenged some of the evidentiary rulings, allowing in the double hearsay and so forth. A 
court of appeals could say that some of that is wrong or the jury instructions are wrong, reverse the case, there could be a 
retrial; maybe the case would be dismissed, but I doubt it. I think there would probably be at least a retrial. Maybe they 
would accept a plea bargain the next time, maybe not; maybe the jury would acquit him the next time, who knows? So it 
isn’t over until it’s over. 

Thank you very much. That’s my presentation. I’d be happy to take any questions. And again, I think if you would 
come up to the mic and just state your name—no anonymous questions here—I’d be happy to try to answer them if I 
can. Thank you. 

Marc Drouin: Hi, my name is Marc Drouin. If you’re able to hear French I could speak French, but I will do it in 
English. You don’t mention if any member of the boards of these companies were prosecuted. There’s no involvement or 
no responsibility for the boards of these companies or their executives for what they have done? 
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Mr. Young: That’s a good question. The question is whether any of the board were prosecuted or do they have any 
responsibility for what was done. They were not prosecuted criminally. Interestingly, AIG had an oversight board and 
they had some pretty heavy people on that board, I mean on that committee. The Board Audit Committee of AIG 
issued statements that they were unable to independently verify the accuracy of the accounting records of AIG, which is 
quite extraordinary for a company’s auditing board to issue a statement like that. But again, to have any criminal liability 
the prosecutor would have to prove that they had knowledge of this transaction and they somehow participated in it or 
whatever, and I don’t think there’s any way the prosecutor could ever get that far with it. Yes, sir? 

U-M: Given the fact that the monies that changed hands back and forth came to about $31 million give or take, it 
almost seems to me—and don’t get me wrong, I’m not trying to excuse the participants or anything—but from a 
materiality point of view, it would have hardly have been a rounding error for either of AIG or General Re because these 
were two massive companies. So I’m surprised that this thing got so far given the lack of materiality. 

Mr. Young: You raise a very good question about the materiality of some of the numbers, and $31 million probably is 
not material to either AIG or Gen Re. However, the materiality part of it, the way it was presented at trial related to the 
investors in AIG stock. The prosecution put forth the case that this information or the false accounting information as 
they termed it was material to an investor. There actually were several hearings regarding how much investors lost 
because of the false financial records of AIG, again according to the prosecution theory. Judge Droney determined that 
the investors had between $500 and $550 million in damages. So that part would be deemed to be material. The 
numbers, as you say, just $31 million or something, would not. But the real thrust of this case was on the investors of 
AIG, not on the materiality of the $31 million to either AIG or Gen Re. That’s a good question though. Yes, sir? 

Alan Milligan: Alan Milligan. If I got the numbers right, it was one AIG person and five Gen Re people who were 
prosecuted in this case, although it seems like the thrust of the case, the real fraudulent activity, was happening on the 
AIG side. Care to comment on that? 

Mr. Young: Right, that’s a very good observation. I’ve given this talk a number of times and I’ve had similar questions 
before. It does seem a little bit lopsided. The Gen Re folks were not . . . I mean they were just trying to help out 
somebody. One could look at it that way, anyway. They weren’t trying to gain personally, so why were so many more of 
them prosecuted than the guys at AIG, who were the ones that were going to benefit? If this was a false and deceptive 
transaction, they were the ones to benefit from it. So it doesn’t seem quite fair that Gen Re should take the brunt of it 
instead of AIG.  

A lot of it has to do with what the prosecution can prove . . . They didn’t have any evidence that [Hank Greenberg] 
knew. They didn’t have any memos or e-mails with his signature or initials on them. They didn’t have any recorded 
telephone conversations. Notice that it was nobody from AIG that agreed to a plea bargain. The two people who plea 
bargained were from the Gen Re side, Houldsworth and Napier. Houldsworth and Napier would not have talked to 
Greenberg, and wouldn’t have talked to probably anybody at AIG except maybe Christian Milton, because Milton was 
the point guy at AIG. And Milton was the one that got the brunt of the criminal sentence. He got a four-year sentence, 
the other guys got less . . . 

The critical step in any kind of criminal prosecution is what evidence do you have to be able to convince a jury beyond a 
reasonable doubt that these guys committed the crimes that they’re charged with. If you don’t have the evidence, if the 
prosecutor does not have the evidence, then there isn’t going to be any criminal prosecution at all . . . Yes, sir? 

Mark Phillips: Hi, Dan. I’m Mark Phillips from ICBC. This is probably doing you a favour but I’m going to ask for 
your opinion of the fact you brought up about how the ABCD, the disciplinary board, is sitting back still and have never 
really come back and said where they stand with the two actuaries involved in this case . . . Do you think there’s any 
public perception issues we should be concerned about as to actuaries regarding our inability to self-discipline our 
profession? 

Mr. Young: Well, Mark, that’s a very interesting question. I was just talking to Roger Hayne about that a week ago. 
About 10 days ago I gave this talk in Las Vegas to the Milliman Consulting Forum and I happened to talk to him there. 
And part of it may relate to the structure of the ABCD and the structure of the discipline that actuaries have. I might 
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compare that a little bit to the form of discipline that lawyers have and I’m much more familiar with that and I’ll give it 
something that you can contrast it to.  

Lawyers are subject to discipline, at least in the state of Washington, for any conduct that we do. If I strike my wife, for 
example, I can lose my bar licence for that because it shows a disrespect for the rule of law. And that can be . . . I’m on 
call 24/7 to be accountable for my conduct. Query whether actuaries are, the way the things that I read they’re more 
limited to your professional conduct. If an actuary beats his or her wife, I’m not sure that an actuary would be . . . your 
FCAS would be taken away from you for that. That’s one thing. Second, with respect to the Washington bar, 
disciplinary actions or investigations anyway are confidential because obviously just the fact that a lawyer has been 
accused of doing something unethical doesn’t mean that he or she did that.  

And so there should be an investigation. After the investigatory process, if something happens, then the bar association 
will announce specific discipline. If there is specific . . . If there is formal discipline involved and that can be either in the 
form of a reprimand or some kind of warning or it could be disbarment, it could be suspension from the practice of law. 
And those kind of things typically are reported in the bar magazine every month. People look in the back to see, “OK, 
well who was disbarred this month?” Fortunately not very many people are. It doesn’t happen all that often. It’s very, 
very unusual and that’s one reason people look at that, because it is so unusual. 

But when I was talking to Roger, I’m not sure that the actuarial disciplinary process is built in the same way or is 
designed to inform actuaries in the same way of what sort of conduct they might want to avoid. With respect to the 
lawyer disciplinary system, when I look in the magazine I can read a whole report of what the lawyer was alleged to have 
done, and it talks about all the facts and what the findings were and then it talks about the specific ethical provisions that 
that person violated. And if you didn’t know of them before, at least you’re reminded of them, “Well, gee, I shouldn’t do 
that,” or if you had never heard of it you could at least say, “Gee, he got disciplined for that? Man, I better be careful 
now, I’ve been doing that too, I better change my ways.” In other words, it could be an educational thing as well.  

I don’t think that the actuaries have a system like that and, in fact, most of their stuff is not publicized where there’s a 
discipline. This particular case was highly unusual because the ABCD did in fact publically announce that Garand and 
Ferguson were being investigated for that, or there were complaints against them. Normally they would not do that 
because it would be a confidential proceeding. Here they did that, but then they can’t say anything more because they 
don’t make public announcements about that. So one is left in limbo about what it is. 

I was merely speculating when I said that I thought that they were just waiting for the criminal action. And I’m not 
saying that that’s necessarily a wrong decision, because let’s say they did go in and they . . . Even, I think, just the basis of 
a criminal conviction would be enough. It certainly would be with respect to a lawyer. Nobody’s going to second-guess 
the legal conviction by a jury. That’s going to be held to be binding in terms of the facts. That would be enough, it 
seems to me, for the ABCD to impose discipline. But what happens if that conviction gets reversed? Which it could. I 
mean, any given case can be reversed on appeal. Then the ABCD or the CAS has imposed discipline and then if the 
conviction is reversed then they have to undo that or have another hearing. It just seems messy. So I’m not saying it 
doesn’t make sense to maybe wait for the final process to play out. Plus these people are also retired now, they’re not 
actually practising. So it’s not like if you have a dishonest lawyer out there that’s taking clients’ money and he’s doing 
bad things, you’ve got to stop him, and you’ve got to do something right away. In this case I don’t see the immediate 
precedence for doing something on a quick timescale. 

But the thing I raised with Roger was, shouldn’t there be a system that the actuaries have to actually inform other 
members of discipline that is imposed on actuaries or even problems, ethical problems that are out there that people have 
done? A lot of it is not a matter of public record and they do things and nobody hears about it so it doesn’t serve the 
function of educating actuaries. I think that the system probably should be at least amended or altered to some degree to 
allow for disciplinary action to serve as a benefit or an educational tool for actuaries. Because there may be other things 
that come up that people are doing that they’re not aware of that they shouldn’t be doing these things. That’s my take on 
it. Yes, sir? 

Dave Pelletier: I’m Dave Pelletier. One observation and one question. The observation has to do with what you were 
just commenting on about the discipline process. In Canada our discipline process is somewhat different from the U.S. 
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And a lot of the things you’re suggesting that the discipline process have we already do have in Canada. There is much 
more publicity about when there are . . . We have public hearings. We have a private investigation, but then we do have 
a public hearing for anybody who undergoes that kind of process and the result is also made public. So I think we do 
already have, we have achieved more of what you’re talking about. 

The question was, in the course of your presentation you talked about one of the issues that the defence raised for these 
guys, something like, “Well, everyone’s doing this anyway.” And I don’t think everyone was doing anything on quite the 
scale that these guys were doing. I think maybe it’s only one part of what they were doing was what everybody was 
doing. I’m just curious about that because if everyone’s doing that, well, that’s bad. I mean, it was a direct 
misrepresentation there to the public about the nature of the loss reserves of AIG. So can you just comment on that? I 
don’t think everyone is doing exactly what it was they were doing. 

Mr. Young: Right, yes, that’s a good question. Maybe I phrase it in a way to try to emphasize more how they felt about 
it. Because it’s sort of like the defence, if you get a speeding ticket and you’re going the same speed as everybody else and 
you go to the cop and say, “Why did you give me a ticket? Look at all those other guys, they’re speeding too”. The cop is 
usually going to say, “I’m sorry, sir or ma’am, I can’t get everybody, I just happened to get you.”  

So the fact that everybody is doing something does not have much to do with whether it’s legal or not in the eyes of the 
law. And I’ve talked to a lot of people during the course of these presentations that I’ve given, and I’ve had a lot of 
actuaries tell me, “Yeah, we did a lot of loss portfolio deals back then that were really a lot like this.” Some of them had 
very little risk, and of course that is always the issue: how much risk do you have to have before it’s a legitimate 
transaction? I think some people used to throw out a rule of thumb of 10 percent or 1 percent, 5 percent, whatever.  

And there’s what’s called the peppercorn theory of consideration in contract law: how much consideration do you have 
to have to support a contract? It’s sort of analogous here: how much risk does there have to be transferred? But here there 
was no risk at all that anybody could determine. And so it is basically, the argument is not legally valid. I think it’s more 
an emotional argument that one might make to a jury if you could get in testimony that yeah, people did loss portfolio 
deals. You want to make this look like a regular transaction instead of an unusual one signed in blood, created paper 
trails, and all that kind of stuff.  

So it’s partially . . . I was trying to encapsulate a defence argument that is sort of, to try to make it plausible in a way that 
you would not suspect your conduct was criminal if, in fact, it’s a normal transaction that everybody does in the business 
world. It seems to take away from the culpability part of it. But it doesn’t, in the eyes of the law it makes no difference 
whether everybody was doing deals exactly like this or not. And I agree with you. Although AIG might have been doing 
a number of deals like this, it seems to be, from the lawsuits they were involved in, they did have a bunch of deals like 
this that did have profound financial effects on the company involved, which is why the companies wanted to do them. I 
hope I answered your question. It’s kind of a long-winded answer. 

Gordon Lang: Gordon Lang. Just following up on the judge’s decision and the $550 million loss to shareholders. I don’t 
know how you calculated it, but assuming that’s correct, it’s interesting because the biggest shareholder of General Re of 
course is Berkshire Hathaway, Warren Buffet’s company. And the biggest shareholder as far as I understand of AIG was 
Greenberg. Would it not imply that they have a civil case to recover their losses? 

Mr. Young: If I understand your question right, are you saying that Hank Greenberg would have a case against himself 
or AI . . . 

Mr. Lang: Well if there was a loss quote of, let’s say, $550 million in shareholder value, he incurred more of that loss or 
the proportion for AIG than any other single individual. Would that not give him an ability to sue to recover his loss? 

Mr. Young: No, that’s right, that’s a very good question. And he may well have been a part of that, the derivative action 
brought against AIG. He might have gotten a good chunk of that money. I don’t know; I didn’t get deep enough into it 
to see how that money was divided up or who the plaintiffs were and all of that stuff. I just know it was the shareholder 
derivative suit and you’re right, he was by far the largest shareholder in AIG. So you would think that he would come in 
there and ask for a chunk of that money. And since he was not ever found to have done anything wrong, they couldn’t 
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say, “But wait a minute, you did it all.” “What do you mean I did it all? I didn’t do anything.” So it’s a good question. 
I’ll have to go take a look at that and see if he actually did share in the settlement of that suit. 

U-M: (off mic) ?? [1:13:14] 

Mr. Young: Right, maybe it was the ones that had bought after the things came out. So that’s true. It might not be him 
that, yeah, if it was just the new ones they would be the ones to suffer. Well, the old shareholders might lose too if the 
stock went down. I mean, it’s hard to know. I didn’t look at that case carefully enough to know what their allegations 
were. But I think I will take a look at it, it’s a good point. Because he’s a clever enough guy that he might well think of 
that theory. Yes, ma’am? 

Camille Minogue: Mr. Young. No, I’m his wife. But I wanted to make a comment because one of the purposes of this 
whole presentation and putting it together for the actuarial community was to ensure that no more actuaries go to 
prison, and to educate people on the securities laws. But one thing that came up in the, well, the question before, was 
about the professional code of conduct. And there is this really distinct difference between the U.S.—well, the actuarial, 
Casualty Actuarial Society professional code of conduct—and then the rules of conduct here, and that is the Rule 13, the 
snitch rule. And having practiced in both countries, there’s definitely a heightened sense of awareness of what’s right and 
doing what’s right in Canada, and in the U.S. in absence of that rule that, you know this actuary is doing some shady 
stuff. Like you know he’s manipulating loss reserves by making really questionable tail factor selections or whatever. You 
feel like you can’t really say anything. And it’s like you just let him do it because that’s his, whatever, he’s going to take 
the hit for it. But here, you know that somebody’s manipulating stuff, you actually feel a duty to do something. And so I 
think that maybe that probably needs to be addressed in the U.S. and maybe they need their own Rule 13. But that’s just 
a comment I wanted to make. 

Heidi Garand: Hi, Heidi Garand; no relation to the Garand in your presentation. I was just wondering, in these 
situations where you have these really complex financial transactions that might even be hard for a lot of us in this room 
to understand, I’m wondering when this is presented to a jury and you have to explain it to them and get them to 
understand exactly what happened and why it’s illegal, how much does the complexity of the situation have an influence 
on whether these guys get convicted or not? Because, I mean, people might just say, “This is really complicated, there 
must be something wrong with it.” 

Mr. Young: Well, that’s a good question. And it’s hard to know. There have been a lot of, well a lot, but there are 
proposals that have surfaced periodically to try to eliminate the jury system. And that is one of the arguments that’s 
made, that some of these cases are way too difficult for a jury to understand, and we shouldn’t have a jury anymore and 
should just have judges that are much more educated to decide these things. My own sense is that the juries are pretty 
smart overall. They try to do what’s right, they work hard to try to understand things, and it forces the prosecutor to put 
the case in terms that the jury can understand. And that’s what they always try to do. Sometimes defendants want to 
make it complicated. But ultimately the prosecution and the defence have to connect with the jury on the rightness of 
their respective sides of conduct.  

And I don’t think that the cases get too complex for juries, actually. Every case can really be boiled down to a lot simpler 
thing than a lot of the accounting rules. Like the chart I did, I don’t know if the prosecutor had a chart like that. But if I 
were prosecuting the case I would certainly make a chart like that to show in diagrammatic form where all the money 
went to show what the transaction really was. Then you show that the documents reflect one thing but the real deal was 
something else. Then you have the testimony of the people that were involved in it, saying, “Yeah, the deal wasn’t 
reflected in the documents.” I think juries can understand that. I don’t know why they couldn’t. So I have a lot of 
confidence that juries can understand things if properly presented.  

But not every case is decided correctly too. There are also errors that are made or misunderstandings that people have 
and sometimes things like prejudice come in, or whatever, and . . . But I think it’s relatively rare in the system. I might 
point out one contrast. You look at a case like the O. J. Simpson case of a few years back, where he was accused of 
murdering his ex-wife and her friend. And that case went on for nine months. The prosecution had nine months of 
testimony and all these witnesses and the jury came back in two hours with an acquittal. They couldn’t have even talked 
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about one thousandth of the evidence submitted in that case in a two-hour period of time. You can hardly elect a 
foreperson, but . . . So the jury had already come to its conclusion very quickly in that case that they weren’t going to 
convict him. On the other hand, he did get nailed in the resulting civil case because the standard of proof is different. So 
he was found liable for his ex-wife’s wrongful death in the civil case brought by her parents. And there he was forced to 
testify. He didn’t have to testify in the criminal case.  

And, of course that’s another issue here, whether you testify or not in your own defence. You don’t have to but 
sometimes you want to to be able to explain to the jury what you did and why you did what you did. And that might 
have been tough for the defendants here to explain all those comments about signing in blood and this and that. It might 
have been difficult.  

But I am still a believer in the jury system. I think it’s better than any other system. We don’t have telephone justice in 
the United States, where the President or the Prime Minister calls up the judge and says how he wants the case to come 
out and stuff like that. I mean, you have a jury and there’s a lot of common sense in a jury and I think it’s a protection of 
people as well. Because a prosecutor can . . . There are prosecutors who want to make a name for themselves, get 
publicity, they’re overzealous and overaggressive and juries can put brakes on that and they can say, “Look, we just don’t 
buy this. We don’t think that the guy had that motivation, or he didn’t know,” or whatever. It’s a real protection that 
the western democracies have in a jury system, and I think that juries can be made to understand stuff. You just have to 
explain it in terms that they understand without the technical language. 

So have I answered all of your questions? Well, thank you very much. I enjoyed presenting this to you. 

(Applause) 

[End of recording] 


