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Moderator R. Allan Ireland: Good morning, ladies and gentlemen. Mesdames et messieurs, bienvenue. Welcome to Open
Forum 31, Update: Impact of the September 11 Terrorist Attacks on the Insurance Industry – Life and Health. As you
can see, our session was going for the longest title in the program so I hope that we win the prize.

At lunch yesterday, one of our panelists, who just happens to be our President-elect, reminded us of the Institute’s motto:
“We care about the future.” I have it on good authority from Ken Clark that the original Latin, I believe, is: Nobis Cura
Futuri. I am very glad that Mike mentioned that because I think that the terrorist attacks of September 11 bring home
to us, in a very poignant and dramatic way, just how important those words are.

To introduce our topic today, I want to start with a little story. Many years ago, one of our actuary colleagues, then still
a student, was approached by one of our firms’ senior sales executives for a special life insurance quote, and it was urgent.
Well, it turned out that this quote was quite challenging to the little actuarial black box that the student used to tackle
the problem. The quote involved high-age individuals and joint and last-survivor coverage. Our student staff was to
determine the single premiums to provide the coverage. At any rate, the little black box huffed and puffed and came
back with a negative, single premium. Our student was aghast. What was he going to say to the sales executive? Soon
enough, the sales executive was at his arm just to see how the student was getting along. The student confessed to the
negative, single premium. Now, far from the negative reaction that the student expected, the sales executive calmly
observed: My boy, if you can give me negative single premiums, I can turn this company upside down.

Well, I think that some of you, and certainly the members of our panel, could certainly justify that the field of the events
of September 11th has turned our insurance world upside down, but the story illustrates at least one other point pertinent
to our topic today. We must constantly be questioning our risk assessment models to see if they are still appropriate to
the changed world that we live in. If ever there was a need to step out of the box, it is in the post-September 11th world
of insurance. No longer is it sufficient for the calm, stress-free actuary to serenely draw evermore elaborate maps by looking
out the back window, duly recording past experience.

The good news is that we have with us today a highly qualified panel to help us with our journey outside the box,
but, before I introduce our panel, I want to point out two aspects of our panel today. You will notice that the program
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said “update”, and that is because, at the November Meeting, we had a similar session; however, at that meeting, as Wenda
will say, we were kind of looking into our crystal ball. Now, we have a lot more experience. Many of you have been
through some difficult renewals so the Program Committee wisely concluded that we should have, not one, but two
sessions on this subject. Hopefully, some of you heard the panel yesterday on the P&C side, and today we are dealing
with the life, accident and health. I am pleased to see that at least some of the people from yesterday’s session are here
with us today, and I am glad to see Gordon Crutcher, who gave a very excellent address on the P&C side.

So now to our panel, we have three speakers today: Mike Lombardi, Wenda Montgomery and David Silva. Mike will
speak about the reactions of several large insurers to the issue and some of the options and strategies that are under
consideration. Wenda and David will look at how September 11th has impacted the world of reinsurance. Wenda will
look at this more from the reinsurance consumer’s perspective, while David will give us more of the reinsurance supplier
perspective. I am hoping that we will get a little dynamic discussion going at that point.

Turning now to our first speaker, Mike is no stranger to our group. Of course, he will now be much more visible to
us as he takes on his term of President in the 2003-2004 term, but, as he and any number of other Presidents have
discovered, that is more than just a one-year term. I think that he is going to be very busy for the next couple of years
one way or another with his involvement with the Board. Our congratulations to you, Mike, once more. I wanted to
say that.

In addition to his indefatigable service to the Institute, Mike also has a paying job. He is a principal with Tillinghast-
Towers Perrin, and is responsible for the Canadian insurance practice. He specializes in mergers and acquisitions,
company start-ups, insurance market strategies, financial reporting, embedded value performance management and
shareholder value management. A good guy to know. Before joining the firm in 1991, Mr. Lombardi was with the
Canadian Operations of Prudential. During his 15 years with the company, he served in a number of units – life, health,
property and casualty – acquiring a widespread knowledge in increasingly responsible roles, including Chief Actuary,
Chief Financial Officer and Senior Vice-President, Group Insurance Operations. He also served on the Board of Directors
for several Prudential subsidiaries.

Mike is a frequent speaker and moderator at industry gatherings, including meetings of the Society of Actuaries, the
Canadian Institute of Actuaries, LIMRA, the Institute for Insurance Research and the Canadian Life and Health Insurance
Association. He has authored various articles, in Canadian and US life insurance trade publications, including Emphasis,
Marketing Options, the Society’s Financial Reporting Newsletter and the CIA Bulletin.

Just before I bring Mike up, there is one other point. You will have noticed that this is an open forum so I have asked
our panelists to be somewhat briefer than we would normally be for a panel discussion because I am hoping that we
will have lots of time for your feedback at the end of the session. You have my permission to move up closer, if you
wish, for that part of the session because I am sure that many of you will have questions and experiences to share with
us, or any other comments that you would like to make. So, now, I would like to welcome our first panelist, Mike
Lombardi, to give us his perspective.

Panelist Mike Lombardi: Thank you, Allan. I thought that you said that we were going to be brief.

Welcome. My role here is to set the stage and I am going to zip through a number of the issues which will be developed
in further depth by the other two speakers. Just as a point of information, this month’s CIA Bulletin, which just came
out two days ago, has an excellent article on terrorism insurance. You are well advised to read it if you want supple-
mentary reading. My remarks are going to cover the financial implications of the event, some solvency and government
role issues, and also I am going to talk about some selected group survey results.

Various organizations have been estimating what the insured losses have been right from the first day, and various people
have come with various ranges. The lowest that I have ever seen was $30 billion and the highest was close to $100 billion.
This is a typical range, $30 to $58 billion. In fact, as we get more and more information, the range narrows. We actuaries
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are familiar with the narrowing of the range. The actual recorded losses so far are something like $28 billion, and it has
been estimated that the number will probably finally rise to about $40 billion, but there is still some uncertainty around
that estimate. For example, we have an aviation estimate of $3 to $6 billion. The key factor that will determine what
that range will be is whether the courts finally decide if this was one event or two because, if it was one event, then
the insurance coverage is really only for one of the towers, not two, and, if it is two events, the reinsurers will pay twice.
On the life side, the original range was $4 to $6 billion, which was based on an initial estimated number of deaths of
the order of 6,000. Now, the number has come down, thankfully, to a much smaller number. It is just hovering around
3,000 lives so, therefore, the ultimate life number will probably zero in around $3 billion.

A lot of the rest is still unknown, particularly the liability. It is still unclear who will ultimately pay or get sued. If you
think of the event, were the airlines responsible? Was it the federal security that let them go through? What about the
New York Authority or the New Jersey Authority? All sorts of people are potentially liable and so the general liability
estimate is still pretty wide. It is not shown on this slide because, thankfully, it was not a claim, but, if you recall what
happened immediately after September 11th, the first week after, the stock market shut down for a while. The market
cap value of the stock market went down $1.2 trillion.

Admittedly, these were paper losses, and the market bounced back up so that, by September 30th, things were almost
back to normal. But you can imagine, if a company had to report and it was September 30th and the market had gone
down 1.2 trillion, what kind of an impact this would have had on the life companies with respect to their seg fund
maturity guarantees, with respect to the level of fees that they would likely collect in future, and related types of write-
downs on the value of their surplus. Now, that did not happen although, if you are looking at the stock market these
days, we might find out exactly what that means if the markets keep going down the way they have the last few weeks.
Just as a point of reference, this was primarily a P&C event, and $30 billion represents roughly 10% of the P&C surplus
so it was a very significant hit or impact on P&C companies.

Putting this in context, how big an event was September 11th? Well, to put it bluntly, it was the largest, man-made
catastrophe ever recorded, far in excess of hurricane Andrew, which came in at $20 billion. The other interesting thing
about the September 11th events is that many people say that this is an uninsurable type of event, unpredictable. Terrorism
is not something that you can model. In the last two or three years, we have seen some very sophisticated earthquake
and hurricane models so those kinds of catastrophes can be insured more easily these days, and people feel that they
understand the risks. With respect to terrorism, it is like whatever you do, because it is man-made, people learn from
their past events and they just get better and better. If you recall, the same al-Qaeda network used to throw off little bombs
next to ships in the Middle East or bombs in the garage of the World Trade Centre, but they are running over time
so it is a cat-and-mouse game. It is difficult to really put premiums on this, but we will hear more about this later.

The other thing that is of interest is that reinsurers were heavily involved in this, willingly or unwillingly. From the point
of view or perspective of direct writing companies, the issue of recoverability from reinsurers is becoming a significant
factor of consideration. Why do I say this? It is not just theoretical. There was one company in Japan, TAI-SAI, that
actually went bankrupt because of September 11th. You would think that New York is not in Japan, but the reason that
they went under is because they had taken on all sorts of coverage. Some would say perhaps that they did not know
what they were doing, but, if you reinsure business with them, when you say “my net claims or net exposure is such
and such”, you have to be very careful that you begin to factor in the quality of the reinsurer as well.

Just touching very briefly on the impact of reinsurance, initially, the reaction was that there was less capacity. Marginal
players quickly exited, some unwillingly; however, we have also seen some new capital coming in on some restrictive
terms, mostly in Bermuda. Catastrophe prices have gone up. There has been a limitation on terrorism coverage. The
interesting thing about those who still cover terrorism, to whatever limited extent, is that you have to be very careful how
terrorism is defined. There are all sorts of potential coverages, gaps in coverage, for example, chemical, biological or
nuclear terrorism is almost universally excluded.
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Now, what exactly is a terrorist event? Is it vandalism, such as a few years ago in the Seattle World Trade Center
organization riots? Is it only external terrorism? What about domestic terrorism, like Oklahoma? People might write
policies that cover external terrorist threats, but Oklahoma is the exact opposite of what the World Trade Centre was all
about. Here, you had an organization that people did not know about before. Oklahoma is not a trophy-type target,
nothing really visible. It is not like a Statue of Liberty or the Empire State Building. However, that was a significant event.
So, for people who do get terrorism coverage or those companies that provide it, it is very important to know what exactly
is, or is not, in the definition of terrorism. Reading contracts carefully is important as you found out at lunch yesterday.
Anyway, there has also been a flight to quality. The bigger, more capitalized reinsurers have benefited from their ability
to write better terms, their ability to retain more risk, their ratings and their global capacity.

An interesting thing is that, there is a difference with Canada. In the US, this was primarily a property-casualty event
and the life losses, as significant as they were, were a small fraction of the total. The story is almost the exact opposite
in Canada. In Canada, the domestic writers are few and far between. Fairfax, for example, reported losses of $100 to
$125 million. These are Canadian dollars. The life companies, because of their reinsurance operations primarily, when
they came out with their estimated losses, and some of these have been refined over time, have come up with estimates
of $233 million.

Anyway, this has significant implications for the industry and government support. The interesting thing about life and
P&C is that it is very important to understand that life companies and P&C companies have very different needs when
it comes to catastrophe reinsurance. For property-casualty companies, solvency is a very important issue. In Canada, for
example, if you think of windstorm and things like that, a $500 million claim from a single event is not unusual. Life
companies, however, when they buy catastrophe reinsurance, they are not thinking solvency, they are thinking primarily
of interruptions to smooth earnings. So, as you can see from the slide there, the deductibles and the insurance limits
are very different, typically when you look at what kind of catastrophe coverage is bought by life versus P&C companies.
This has to do, as well, with the availability of coverage, the assessment by the company of how much is needed, and
things like that. So the typical life company is turning this into dollars rather than percentages of surplus. The typical
life company might have a deductible of $5 million; in other words, they will absorb the first $5 million of catastrophe,
and this might vary from a low of one to a high of seven. The typical capacity bought by an insurance company in
Canada is about 100 million – this is pre-September 11th – with a low maybe of 60 and a high of 200. So it is very
important to keep the two distinctions. When people read the press and they look at government backstop and things
like that, it is very important to know that the life industry and the P&C industry speak from a different perspective.

So, in terms of the government backstop mechanism, the case that both industries, life and P&C, have been making,
although from a different perspective, as I said, is that insurance is needed for prudent risk management. It is very clear
that reinsurance renewals will and, in fact, have started excluding terrorism in one way or another. Direct insurers will
not be able to exclude it, or have not been able to exclude it at their peril because the market does not exclude it yet
and the policyholders expect to continue having it. So, absent a government mechanism for backstop, Canadian insurers
will be forced to self-insure or absorb the risk or be exposed, and the feeling is that this is too much exposure and they
need perhaps with government assistance some kind of limitation on their up-side risk.

I am going to mention briefly US developments, but Wenda will tell us a little more. Right now, what we have had
in the US is a realization that a backstop is needed finally. It has taken many months to get there, and we actually have
two pieces of legislation. We have a Senate bill that was passed and a House of Representatives bill that was passed, and
they do not read the same so we are still not quite out of the woods. If you understand US legislation, they both have
to reconcile the two bills and then finally get it signed by the President. So, as of today, we still do not have backstop
mechanisms in the US.

As far as Canada is concerned, the Canadian government has been pretty slow, as is the case with other governments.
They are looking at what is happening in the US. The feeling is that the US is probably more exposed to terrorist attacks
than Canada so let us see what they do. If they do not need one, why should we introduce a backstop mechanism?
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The other significant thing about any discussion of backstop is that this is primarily understood as a P&C event so the
US legislation, for example, covers property-casualty events but not life. So the chances of life companies getting the
government to agree to backstop are slimmer than they would be for P&C companies in Canada, although the case is
still there and you can argue that, just because the last event was primarily P&C, what is to say that the next event will
not be life? So we should not be fighting the last war. We should be thinking ahead.

I am going to cover briefly a survey that our firm conducted earlier this year. It was felt that, with respect to life, the
primary concern would be concentration of risk, and the concentration would come primarily in the group life and health
sector. So a survey was conducted through the CLHIA. Ten group writers in Canada are listed up there. These companies
were not all the companies doing group, but they represented 90% of the market share in Canada. So this is a pretty
representative group, and 33 individuals were interviewed in the period mid-January to mid-February. Of these 33
individuals, it included ten appointed actuaries – that was all of them, ten executives responsible for group insurance
operations – that would cover all ten companies; and there were a number of others in various roles related to this issue.
They would go by various titles: Reinsurance Manager or Chief Risk Officer or Chief Financial Officer and, in some
cases, CEO as well.

We asked them: What is the extent of the problem? The problem was seen as very serious, where 80% believe that there
is a real concern; 90% believe that it was possible for Canadian insurance to fail as a result of its exposure to terrorism;
70% had concerns not about their own company, but about bailing out other companies through the CompCorp
mechanism. When they were asked about their views on the role of government, about half of them expressed a need
for government help and 60% do want the industry to continue seeking some kind of government backstop.

As I mentioned before, the typical pre-September 11th treaty had $5 million of retention, maximum capacity of $100
million, and there was no terrorism exclusion pre-September 11th. So now the question is: What is going to happen at
renewal? At the time, five out of the ten companies had gone through a renewal and, in terms of the typical changes
for those, the experience was that their premiums had increased typically ten times, although companies were free to cut
back on coverage and slice and dice definitions of terrorism, but that would be a typical increase, very much hardening
of the market. Terrorism is excluded or severely restricted so, not only do you have to pay more for catastrophic coverage,
but probably the one thing that you want there is excluded or severely restricted. So that is a very different change in
circumstances there.

Although greater capacity was sought by some of these companies, as a result of what they saw happen, the ability for
the market for catastrophic coverage just was not there. If you typically wanted $40 or $50 million of coverage, before,
you could get it from one provider, but now you have to slice and dice and paste two or three different treaties of maybe
$10 or $5 million, and they might not read the same. So you are covered, but, depending on the event, you are not
sure if you are covered for the full $40 million, or $30 million out of the $40 million. So it is a very heterogeneous,
mixed bag at this point. For those awaiting renewal, the expectations are similar. The market has not changed too much
and certainly, by the end of the year, all of the Canadian companies will have gone through renewal and we will have
seen what kind of an experience they have had on renewal.

So how have the companies responded organizationally? The responsibility varies within various companies. Sometimes
it is the group executive that is responsible or the Appointed Actuary or the Chief Risk Officer. These were mentioned
four times. Sometimes this is viewed as a CFO and a reinsurance area, and sometimes it is also shared. This is dealing
with the renewal of coverage. We asked if any accountabilities had changed, and the answer was that, no, they had not
changed, but that this was getting a higher priority since September 11th. Seven out of the ten companies were now
coordinating their efforts cross-functionally with various committees or equivalent groups; in fact, three such committees
had been newly formed.

In terms of risk measurement, we asked: How do you measure your exposure to terrorism? There were kind of interesting
answers. There was very limited analysis performed to date. Remember, “to date” means not June, but mid-January,
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February. There has probably been some evolution since that time. The most common activity that companies were doing
in the group area was to review the concentration by building or their exposure by geography. By geography here, we
could mean postal code, city or province. You would think that this is an easy thing to do, but, when we talked to
the companies, they said that, no, it was not an easy thing to do. For example, take a typical high-rise in Toronto or
Montréal and you say: How many people are covered there? Well, most of these high-rises have all sorts of employers
so, if we say that we only write employers that employ 20 employees or less, or 25 or less, that does not mean that you
only have 25 employees at risk under group insurance because maybe you are underwriting lawyers, and all the lawyers
are concentrated in one or two buildings. So trying to get at your concentration by geographic risk is something that
is important, but not easy to do because this requires some real analysis.

The other thing is that, when we asked: “What is your exposure to terrorist events?” the logical question that comes out
of that is: Well, what kind of an event? So defining the scope and the outcome of a worst-case event has also proven
very challenging given the forms that it could take. It could be biological, like an anthrax crop dusting. It could be
nuclear. If you are not imaginative, it could just be another building collapsing like before, or all sorts of things. When
you are trying to quantify the unthinkable, it is difficult to do when you are thinking to think the unthinkable. So,
through various ways, companies have started quantifying their total risk. They have examined, for example, natural
catastrophes. They know what an earthquake would do and collapsing of buildings so they figured that maybe they could
estimate what this would do to them if there were lives lost as well.

Another kind of terrorist event would be: “What if there was a large company convention somewhere, like the CIA
Meeting, with 500 actuaries?” Luckily, we are not all employed by one employer, but you could see if there was a
convention and something happened in a building like this called the World Trade Center, this could lead to some
challenges for the industry. So, the attempt at quantifying the exposure indicated to us, that a terrorist event in Canada
could be as high as $1 billion and the full range of estimates was from a low of $55 million to $1 billion. This is a worst-
case scenario, worst-case imaginable.

We also asked, given that we were talking to actuaries: Is the appointed actuary going to include a scenario in his or
her DCAT analysis with respect to a terrorism event? We got an interesting type of view at the time. Three said “yes”,
two said “probably”, two said “no”, and three said something else. Something else was: Yes, we have quantified the risk,
but we are not going to do a projection of income statements or balance sheets. It is just like X number of lives, this
many, this much ensured for life, one times two is whatever the final outcome is, but without a full-blown DCAT analysis.

We asked companies what they would do if they could not get terrorism covered: 40% said that they would consider
not writing certain groups that were considered to be at high risk; half of them said that they would consider excluding
terrorism coverage for some or all of the groups. We also had some other responses, some would limit benefits. For
example, if you had coverage of $50 million, if it was terrorism, they would only pay $20 million and that would be
written into the contract. They might limit sales in certain locations to limit their exposure. They would exclude certain
events, for example, conventions. They would seek industry solutions, like trying to get some kind of self-insured pool
together, and some even said that they would do nothing. The tricky market issue here is that no company wishes to
be the first to introduce such a restriction because it would be used to their disadvantage in the market place.

Anything else? Other solutions? Well, 60% of companies have suggested the idea of an industry pool. The pool, if it
would come about, would come with a certain number of issues to consider. Exactly how would it be structured? What
kind of controls would be there? Who would share? What are the rules for paying in and paying out? Remember that
you are trying to get maybe ten companies together, all thinking the same way, and they might have different needs.
Some companies might have international needs and might say that they do not want to be part of the Canadian pool,
that they would rather be part of a US pool, whereas a Canadian company would say: Well, I am not exposed to the
US, I do not want to have any part of this pool. I do not want to pay the premium. So negotiations are complex in
any kind of pool set-up, but, if one were set up, it could be a layer between regular insurance and, because nobody
has infinite capacity, maybe a government backstop could kick in at some higher level beyond the pool limits. It would
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obviously be less costly than third-party reinsurance because whatever profits are made or missed estimates, it is all in
the family. It is not going out as premiums.

Other possibilities being pursued are shared group policies, although I have not seen any yet. This is where an employer
says that he would like to cover his employees for group insurance and, rather than talking to one insurer, two or three
insurers will say that they will take a third of that or four of us will take one-fourth each. This used to be popular 20
or 30 years ago, but it got into disuse with the advent of reinsurers. It may come back. Financial reinsurance is another
consideration. That just moves the risk. It does not remove it. More restrictive underwriting, we talked about that. We
also talked about benefit limitations.

I will leave you with some questions to think about during the open forum. These are a few. I am sure that we will
have a few others suggested. I would like to hear some comments and participation from the floor.

Was September 11th a one-time event or will we see more of these?

What are the consequences for the industry if there is no government assistance?

What if there is government assistance, but there is no large-scale terrorist attack?

Do you believe that companies are aware of their full exposure and are taking appropriate action?

Can a company reasonably mitigate its risk given the market reality?

Will private markets come back at the regular rates that we used to see and, if so, when?

Anyway, thank you very much. I look forward to the next speakers and the question and answer session. Thank you.

…(applause)…

Moderator Ireland: Thanks very much, Mike. I think that Mike has just illustrated the fact that anybody, who knows
him very well, will know that he is not afraid to ask probing and challenging questions, and I was very delighted to
see that he was going to incorporate that in his presentation. I think that you will find that the other two speakers are
going to do likewise so I would encourage you to reflect upon the questions that each of the panelists asks and think
about speaking at the end, when the prepared presentations are over.

So it is now time to call our rose between two thorns. Just to clarify this because I do not mean David, if you were at
the Québec City Meeting last November, you may recall that Wenda Montgomery addressed the Institute on this topic
there as well. In the meantime, she has been toiling in the trenches and has battled several months since then on difficult
renewals and so on. She will be sharing some of those experiences with you.

But I would like to tell you a little bit about Wenda first. Wenda is a consultant with Sutton Reinsurance, who focusses
on production, placement, servicing of treaty and facultative reinsurance clients. She has worked for many years in the
Canadian and international reinsurance market in both treaty and facultative capacity. Prior to joining Sutton Reinsurance,
Wenda has held senior positions with Towers Perrin, Sedgwick James, Marsh McLennan, and Guy Carpenter. Wenda
has a thorough understanding of all aspects of the reinsurance industry through her extensive background in accident
and health, property and casualty, and professional indemnity reinsurance. She has had hands-on experience in
reinsurance claims, accounting and system development throughout her career. Wenda is on the Steering Committee of
the Professional Liability Underwriting Society, Canadian Chapter, and teaches insurance fundamentals for the Insurance
Institute of Ontario. It is now my pleasure to ask Wenda to come to the podium to give us her presentation.

Panelist Wenda R. Montgomery: Good morning. They are actually trying to kill the next speaker by making her fall on
a pin. Good morning. It is very lovely to be back and I want to thank you for the invitation to return. It has been
interesting times since last November and that is why my hair has turned red; it turned grey between November and
now.
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What began on September 11th, with the scream of jetliners, and ended May 30th as the recovery effort came to a symbolic
end at the World Trade Center, has changed our insurance and reinsurance industry forever. In only 37 weeks, a 16-
acre site was completely transformed and, with 1.8 million tons of rubble removed in 108,000 truckloads, you can imagine
the cost of debris removal. The clean-up was completed three months ahead of schedule, and without one single serious
injury. Insurance payouts for every sector of our industry, be it property, casualty, life, accident, health and the list goes
on, are the highest ever from one single event.

When 9/11 happened, in a way, our industry had its finest hour. Claims were paid without proof of loss. Within days,
a website was in operation, giving families of the victims information on available coverages. It listed 12 eligible insurances
and there were sub-sections for each class. If you could not find something that you could claim under, you just did
not have any insurance.

Last November, in Québec City, we looked into my reinsurance crystal ball and the predictions were that it would be
difficult to secure existing limits of reinsurance, let alone obtain additional ones. There would be continuing concerns
about the future. New underwriting entities would enter the market, and we would need assistance from the governments
to secure terrorist coverage. All of this has come to pass, and much, much more. We tend to view 9/11 as a loss of life
and a destruction of property. What we forget about is that the losses, resulting indirectly from this destruction, caused
whole companies to be destroyed or weakened, and records were lost forever. It is interesting to note that the towers
alone housed over 50,000 people, and 50 other buildings have also been damaged or destroyed, with 250,000 workers
having been displaced. The tourist trade was affected, impacting hotel revenues, restaurants, businesses, taxis, just to name
a few. The figures released on June 19th show that an estimated 49,000 businesses in New York City alone have already
claimed business interruption cover, and the claims keep coming. Claims relating to employment practices and liability
insurance are now just beginning to be reported.

Other areas of insurance are being affected. Insurers are wondering, over the long term, what their exposures will be to
asbestos and other potentially hazardous substances. In the May 27th issue of Best Week, it was reported that thousands
of people who live or work around the World Trade Center, are experiencing a variety of health problems causing a
rise in disability claims tied to the terrorist attacks. . Some experts believe that 15 to 25% of current, worldwide,
reinsurance surplus will be impaired due to 9/11. If they are correct, it is easy to understand why, as Mike mentioned
earlier, there are concerns about uncollectible reinsurance. In reaction to anticipated erosion in financial strength, rating
agencies have already downgraded some reinsurers.

Reinsurance buyers are told that this is the new reality due to 9/11. Is it? Yes and no. It is easy to point to the terrorist
attacks from the United States as the only culprit, but 9/11 has caused many issues to be re-examined. It is only one
factor, a major one, but only one. The reinsurance community is now experiencing pressure from all classes of insurance.
There can no longer be segregation between property, casualty, life, accident and health. All buyers are now competing
equally for the capacity that is available from a shrinking market and from very picky reinsurers. In many areas of our
industry, premiums have been going down over many years. Reinsurers have lowered their rates in order to survive.
At the same time, there was substantial financial capacity available. From the mid-eighties to 2001, money poured in to
the reinsurance markets from around the world. Billions in capital were used to set up new reinsurance companies. They
were all anxious to share the wealth. As the number of carriers grew, competition also grew, and it forced premiums
down. Does that sound familiar, David?

About two years ago, the reinsurance markets began to change, due to the pressure of large and numerous claims from
all regions of the world. Financial capacity had begun to wane as reinsurers assessed their book of business. Some
reinsurers stopped writing specific classes of business; others withdrew from specific territories, some left the business
altogether and others were merged with larger, well-established markets. It is the perception that 9/11 caused the worst
losses in history. The reality is that, during the end of the nineties and through 2000, reinsurance losses were at their
highest ever, while 9/11, Enron, Arthur Andersen, Xerox, and the beat goes on, had not even occurred yet. Although
life, accident and health reinsurance markets were traditionally written profitably, many of the prices provided to the
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buyers made little or no allowance for losses. Like gawkers at an accident and ants at a picnic, the media, government
and our own industry keep feeding the flames of uncertainty.

Recently, Warren Buffett, the sage of Omaha, had said that businesses and insurers should prepare themselves for another
nuclear attack by terrorists. John Phelan, Chairman and CEO of American Re Corp., believes that the reinsurance market
will continue to experience price hardening, especially in light of recent reports that there is a 100% chancethat another
terrorist attack will occur within the next three to five years.

A. M. Best reports that a Federal Reserve survey on bank-lending practices suggests that the lack of available terrorism
insurance continues to threaten the availability of commercial loans. Again, in a report, refusing to be terrorized, managing
risk after September 11th, it is said that overreaction and speculation about threats are disabling a reasoned risk-
management response and is inhibiting good planning. We tend to continue to navel-gaze and this is impacting us all.
As Mike mentioned, on June 18th, the US Senate passed legislation that would provide a federal backstop for insurance
companies in the event of another attack. Bad news? This differs from the bill passed by the House of Representatives
so the dialogue continues and we are really right back where we started.

The 9/11 event was completely unpredictable. Although there had been several attempts at terrorism in the United States,
September 11th showed the world that a large-scale attack was possible. The estimated losses are over $40 billion. This
is the amount of losses associated with full-scale wars. I think that we can understand why reinsurers are now excluding
wars and acts of wars from their coverages. The owners of the World Trade Center continue to argue that there were
two separate claims since each airplane attack was at a different time and at a different building. Of course, the implication
of this is that this would double the claims payout from an already 100% loss. Interesting concept!

Recently, it has been said that the capacity to write business remains high. It just has to be accessed at the right price.
I guess that, again, David, from a reinsurer’s point of view, the old saying is true: There is no such bad thing, only a
bad premium. It is interesting to note that, from a man-on-the-street point of view, Deutsche Bank Securities has recently
reported that, over the past nine months, the number of applications for life insurance policies has increased. These are
turbulent times for reinsurance companies. At their best, investment portfolios are posting small gains. The claims from
September 11th are still being refined. Despite the economic slowdown, companies are still trying to pass along much
needed rate increases. Life, accident and health buyers of reinsurance have never experienced a hard market. There has
always been too much capacity, too many players and no large losses. I think this would be a buyer’s dream.

Capacity is still available at a price; however, in such segments as personal accident catastrophe, a number of reinsurers,
and specifically some syndicates of Lloyds, have already written to their capacity for 2002. This will make July 1st renewals
interesting if you want to buy new business. I think that we are going to be calling this a capacity crunch. Also, surplus
has been reduced. The follow-up for this ill-time combination of both events in the insurance, reinsurance and financial
markets could mean, as I said, a long hard market.

As reinsurers look quickly to recover from September 11th and, based on some of the prices we have seen this year, maybe
a bit too quickly, it is useful to understand the factors driving their behaviour. …(no overlap between sides 1 and 2)…

Panelist David Silva: I will be coming at this more from an accident perspective, more from a catastrophic perspective,
but I think that there are some parallels that can be drawn.

Phase 1, as I call it, was really on 9/11. There was virtual and underwriting activity shutdown. Most reinsurers, not all,
but most reinsurers shut down their shops to assess. They were scattering around trying to assess their loss from the event.
I know certain reinsurers, even within hours of the events, whose parent companies were asking them what the loss was,
give me a loss; especially public companies. So, in phase 1, you had a complete shutdown of underwriting activity, also
in part because I think that reinsurers realized that, days after the event, could there be another event? How can you
fight terrorism? There was a real concern at that time. For insurers, who perhaps were looking for renewals in October
or November, they themselves could not quantify the loss so, as a reinsurer, how could you try to assess their portfolio?
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Then, we get to phase 2 and, by “event assessment”, I mean more of an assessment of things that start to percolate up.
Again, people are still trying to ascertain their loss. Most companies, especially public companies, tried quite quickly to
come out and provide their numbers. Mike talked about certain numbers. Manulife numbers from WTC, on a net basis,
Canadian dollars, was $150 million. It was originally $100 million and then, in the next quarter, we revised that. You
saw a lot of that happening, but what you also saw, in this event assessment, was that there was a lot of talk about how
many occurrences. Was it one, two, three or even four occurrences? We started talking about: Well, I had a warrant in
exclusions, would it have applied? Do I need to pay? Can I not pay? Again, the lawyers get involved. They are looking
at loss occurrence definitions, even terrorism definitions. So there was all this activity that really was a concern to everyone
and, not only were they concerned about the numbers that they were putting out and senior management wondering
what was going on, but they had all these other issues that they had to assess. Many of these issues today are still not
resolved. A lot of people are waiting for someone to come out or an industry consensus.

Then, I think of phase 3, and these phases have all been at different times for different folks, but, for us, we started
thinking that we were going to remain in this business. I think that our President, Dominic D’Alessandro, came out right
away and said: Catastrophic business has been a profitable line historically and we are going to be in it. It was a strong
message; therefore, we had to come out with an important strategy, a going-forward strategy that would really address
a lot of concerns. The first thing was that, being given the historical experience in the accident health line ten years prior,
there was already a credibility gap in a lot of reinsurances’ offices. There was this vacuum, this collapsing in so you had
to involve senior management more in your business decisions. One of the ones that we took was that, if we started
writing, we would have an Underwriting Committee. That was alluded to in Gord’s discussion. I think that a lot of
people were already working towards that in some of the peer reviews and things of that nature, but, for us, it really
meant that senior management had to feel comfortable about what we were going to do.

Some of the things we had to do was that we had to understand that going forward, we would not have a CAT cover
perhaps supporting us so we had to manage our aggregations completely differently than in the past. Whereas, in the
past, we may have not worried about it because we had a CAT cover, today we had to start thinking about it, and
thinking about it seriously. So we had to start thinking about perhaps managing our aggregates by silos or by territories,
very similar to what the P&C industry did after Hurricane Andrew. We also had to understand that we should not just
manage aggregates within our own division or within our own little area. We had to manage them throughout the whole
entire company. If you were just a division of a larger company, you had to wonder where the primary insurance
company – in this case, Manulife – where their risks were in the United States, in Japan, in Asia. So we had to concern
ourselves with that. We had to understand that, if we were going to manage our aggregates in this way, our capacity
was very valuable and, therefore, we had to put time periods on our quotations. When, in the past, traditionally, you
would have 30 days, 60 days, and it was a free and open discussion with brokers or direct clients, now we were setting
up seven-business-day turnarounds. Wenda explained to me that she encountered a 48-hour time expiry in a quotation
that she had.

So it was a very difficult situation, but this going-forward strategy had to be accepted by senior management and it had
to be one in which you could live with and one, in my opinion, that came back to underwriting fundamentals. I am
not saying that what happened pre-9/11 was a bad thing and, in hindsight 20/20, we all operated in that environment
in order to be as profitable as we could be. Now, in this new environment, we had to figure out ways to operate profitably,
and everybody had different risk assessments of how they were going to do that. For example, at Manulife, we originally
started off with a malicious damage situation where we would cover a certain amount of people for certain acts, and we
realized that we were not getting any consensus in the market place for that so we went to a full war and terrorism
exclusion. We also realized, a few days after or weeks after the event, that there were already markets pulling out of that
class of business or out of reinsurance completely so we realized that there was going to be a capacity crunch and rates
would go up. We also realized that we had to, in our going-forward strategy, set some limits, some minimums, for
ourselves; for individual life CATs, we set a minimum of 1% rate online and, for group life CATs, we set a 1.5%.
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Now, I remember sitting at a CIA Conference, talking to other reinsurers and, again, everyone had different tolerances.
They just thought that we were silly. At the top end of a program, we were going to go with 1%, and they really were
not sure if that was appropriate. I think, to be fair, that a lot of people, in this going-forward strategy, were just trying
to do their best and they were not sure what was going to happen either until the quoting began. Quoting began for
Manulife for capacity free business and for all lines in late November. A lot of people were still quoting, as I said, and
some others came a little bit later, once they had their own retrocessional coverages put in place, if they could find them,
and when they were able to get the buy-in from their own senior management. So that phase began and we started really
seeing that, in the new world, consensus was going to be very difficult, that, if one reinsurer put out a rate here and
if it was very, very low, you were not going to get consensus from those who remained. If you put a price up too high,
a lot of the clients would walk away.

So all of these phases and all that was happening between 9/11 and 1/1 was a lot of frustration. There was a tremendous
amount of frustration for all parties involved, reinsurers who now had Underwriting Committees. Reinsurers were used
to, at 1/1, the thrill of the kill, to get through as many cases as we can, put business on the books. Brokers, in the same
vein, were interested in helping their clients in getting the best possible rates. Now, they could not find anybody to quote
their coverage. If they did, it excluded terrorism. There was a lot of frustration. For insurers as well, they themselves
could not understand why prices were so high if there were such restrictive terms. So there was a lot of frustration built
up at that time and I think that we all did the best that we could at that period in time.

To be or not to be, this is just quickly to illustrate that the pre-9/11, post-9/11, which has been discussed a lot and you
can read there that, really, terrorism was not a consideration before, but now it was. Insurers in the past were very
opportunistic. Why spend $400,000 or $500,000 on analyzing your book when you could get $200 million for about
$100,000 in reinsurance? Therefore, insurers bought as much as they could afford, and reinsurers at the time had cheap
retro behind them. They could increase their capacity offerings to the market and this led to a huge supply.

Post-9/11 was completely different. Terrorism was definitely considered and reinsurers were now being seen as oppor-
tunistic because you had new markets formalizing and developing in Bermuda. These guys were coming in, predomi-
nantly P&C companies, who felt that they could now find rates online comparable to what they had pre-9/11 and that
this line of business – accident and health – was a very good line of business to be in, but they were not going to give
away their capacity. You also had the reinsurers who remained, thinking that there was less capacity there, and we got
hit. We need to not necessarily get it back, but we need to be able to finally start pricing in the cost of our capital, finally
considering concentrations of risk in portfolios, which, in the past, perhaps people would not really consider. So there
is this whole flow of underwriting fundamentalism coming back in.

As well, you had reinsurers operating now on a net line basis, which, for an underwriter, is a dramatic change. No longer
could you just have arbitrage in the back door. You really had to think about: Here is my $12 million and I am putting
it down, not my $80 or $100 million that was commonplace. Those organizations, that were there, were now gone. So
what was really left for the insurer to do? The insurer was getting this: What a deal! You are getting a deal. Really, in
many aspects, they had to really question themselves. They had to look at their own aggregations of risk within their
books. They had to understand that, if they were looking for a cover at 1/1, if they maybe waited, maybe their cover
was a little bit better later in terms of terms and conditions. They also understood that war and terrorism were going
to be very expensive. Markets in Bermuda and throughout the world were charging rates online anywhere from 3 to
15%, rates online just for war and terrorism. So, in many instances, I think that insurers were making decisions not to
buy cover. Within our underwriting shop at Manulife, we often talk about the fact that our main competitor today is
not the other reinsurers, but the clients themselves. The insurance companies are making these decisions.

The little blurb at the end there says: Why is it so expensive? Someone asked this of Gord yesterday. Why is it so
expensive because you are excluding war and terrorism if, in fact, 20 primary insurance companies in the United States
were affected by this and nobody else? I am in the mid-West. Why am I getting hit so hard? Well, those three reasons,
I think, are the soft market and stagnant investment returns, which really meant that profitability was unsustainable in
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the past, and many of us who remained in the business experienced that. We also realized the loss from 9/11 and we
also understood that, whether we liked it or not, the market forces that applied pre-9/11 and post-9/11, were still the
same, just flipped; therefore, we all had to live by that situation.

I like watching Biography so that is why this slide comes up here. Biography of winning the new world. In my
estimation, everybody can be a winner here. Let us start with the reinsurers. I believe that reinsurers, who understand
the value of information – by this, I mean, when I talked earlier about the frustration that there was in the 1/1 renewal
season, that, all of a sudden, reinsurers were asking for information that insurers never dreamed they had to supply and
brokers never dreamed that they had to ask their insurance companies or their clients to produce. But the key here is
that we asked the right information, we utilized that information, and we used it to price the business properly. We just
do not ask it for the sake of having it and we do not then use it to monitor our own aggregates. So I think that reinsurers,
who do that best, will succeed.

Understanding the value of their own capital and how to utilize it, I think that is so key today because people were
not in the past because of the arbitrage behind. I think as well that the understanding and managing aggregation of risk
in their own portfolios is very key as well. At Manulife now, we look at it across the whole company so we operate with
these silos in various parts of the world. Those, who can do that best, will do very well, I think, the reinsurers. There
were a lot of words put to this in the past, but really they are those, who are solution-oriented, who really have a keen
interest in not just supply and capacity in the past, but working with their brokers, working with their insurers to find
solutions other than just capacity. I think also that those, who remain fixed on their underwriting fundamentals that they
put forth in their going-forward strategies, that they had the senior management buy into, those who remain constant
to those philosophies will succeed. I think that, in a market place, it is not stagnant so things do change, but your
underwriting fundamentals have to remain.

I think that insurers understand that the pre-9/11 terms and conditions that existed were really unsustainable. Wenda
mentioned that there was such a good deal, and I guess there was, and everybody had a hand in that, but, today, that
is not the case. I think that those, who understand their own aggregation of risk and concentrations in their portfolios,
and understand how to mitigate them, will be successful, and their brokers and their teams in their organizations have
to understand that. They are those, who understand that still one of the fundamentals of reinsurance is a spreading of
risk. I indicate this because I do not want all insurers to walk away. There is a cost. Wenda talked about it, where $30
million costs you $400,000, $500,000, but, if you get hit again, and all these people say that there may be a hit, how
do you explain that? I think that there has to be the ability for insurance companies to price the extra cost of reinsurance
into their products. Mike alluded to the fact that some people do not want to be the first, but you have to consider that
in this equation today. I think that there is the appreciation of managing credit risk, credit risk more so than ever before.
We were looking at credit risk more within our own company prior to 9/11, but I am telling you that 9/11 has really
emphasized the need for credit risk evaluation, and I think that insurance companies, who do that and understand the
partners that they are “getting in bed with”, will understand that credit risk is such an important ingredient in their
success.

I think that we must not forget the brokers. I never forget the brokers even though they take shots at us all the time
in the reinsurance industry. Anyway, brokers, who are honest about their abilities in, and their assessment of, the current
market place to their clients, will be successful. This means giving them the true hard facts. Although we may not like
it, even reinsurance, even at Manulife, if we buy a CAT cover, even though we may not like it, we have to understand
that that is the reality and we have to have a very good relationship with our brokers in order to believe and give trust
in them. I think also that those, who can assist insurers in making informed decisions about credit worthiness, long-
term partnerships are beneficial, and the amount of reinsurance required, they can give them decisions about that, maybe
they do not need as much limit in the past, maybe they can raise their retentions, and a lot of people have been doing
that
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So, for me, the most significant impact of 9/11 really boils down to… I think that I am very ethical, but I really, truly
believe that those, who become more attentive to their business processes, will be the ones who will be successful. I think
that it is very important that you develop strategies and work within the framework that is there. Even if the market
changes, then you be true to them. I think that that is one of the major impacts, I think, that we have all learned.

I am going to leave you with this quote from Edmund Burke, a British statesman and parliamentarian, a political thinker
back in the 1700s. Many people do not realize that he worked for Manulife back then… no, I am just kidding! Burke’s
quote, if you see it in today’s context of the reinsurance world, essentially states my belief that, collectively, all of us
involved in reinsurance, be it as a buyer, seller or broker, have the ability to overcome the issues that we brought upon
ourselves and the ability to overcome the issues that 9/11 brought to us. I will leave you with these few questions for
your perusal and, if you have my handout, they are there so I will not go on, and Allan can get back up here. Thank
you very much.

…(applause)…

Moderator Ireland: Thanks very much, David. Well, you should see what it is like when we do not try to be brief, but,
anyway, we actually do have a few minutes for questions so I hope that you will take advantage of that. It is a recorded
session so I would ask you to go to one of the mikes and identify yourselves, just as Pierre Saddik is about to do.

Mr. Pierre Saddik: The question is basically for insurers. You are obviously under close scrutiny by credit agencies, like
A. M. Best and so forth, and also by perhaps suppliers. Do you feel that, at some point, light will be put on the fact
that you are exposed or not to terrorism exclusions, to terrorism risks, in fact, whether it is going to be something of
a public domain to display? That is the general question mostly to insurers, but people on the panel can also answer
it as well.

Panelist Silva: Yes, I think that that is a very good point. I mean, we all have to take a look inwards and determine
what is important to us. Certain people may look at their portfolios and realize that I am in Halifax so there is a risk,
or a lot of what I write is in the new metric fault so I have to consider myself. Others may not have those kinds of
exposures so they have to make those decisions and be able to explain those decisions to the analyst.

Moderator Ireland: Anybody else? Anyone else? Thank you.

Mr. B. Gordon Challes: I think that this might have been a little bit more on the P&C side, but what I heard was that
there was a lot of reinsurance, that was going in cycles, that the companies did not really realize what was happening.
You might take on a direct block of business, reinsure it to someone else, who reinsured through a pool, and then you
might have been one of the people involved in being part of that pool. So you may have wound up reinsuring your
own original risk and winding up with more net risk than you realized. Did you find that situation occurring once you
got into the analysis of what was happening with the coverage?

Panelist Lombardi: Sorry, I will take it. I do not think that it is necessarily a Japan issue, but this happens periodically
in the reinsurance world. We saw it maybe a decade ago with, what was called, spirals in London where, as you said,
it is not clear exactly who the ultimate payer is because of the very complex tangled web of reinsurance. Some of these
actually are court cases where a real or imagined fraud had taken place, and they could take 10 or 20 years to settle.

I think, on the life side, with respect to September 11th, there probably is not a lot of that going on, but, on the P&C
side, given the extent of the risk and the amount of retro that takes place, there has been some literature out there that
says that some of this will take a while to settle. This is all apart from any court case settlements because, even if it was
clear that there is an event there to cover, once you cover it, you go to your reinsurer, and the reinsurer says: Well, that
is my piece, but I am going to go to my retro. If one of them is you, and then you go there: Sorry, but I am mistreated.
There are different kinds of reinsurance. There is reinsurance on the event. It could be catastrophe reinsurance on a
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portfolio. So, depending on where you slot the event, it could be multiple kinds of exposures and it takes a while to
settle. I do not know if any other speakers want to add to that.

Panelist Silva: Yes. It is a good point. There was a lot of that going on before, and it was not necessarily just clash, as
Michael alluded to, in your own portfolio. It is that you may have had subsidiaries in other parts of the world that did
not talk to the parent or there were no controls there, unfortunately, so you had perhaps a reinsurance company being
part of a pool and you had that same reinsurance company reinsuring that pool. So, those things did happen. I neglected
to mention that, within our own company, a part of our own going-forward strategy is that we were no longer going
to write retrocessional cover, that, in order to manage aggregation and in order to understand the risks in our portfolio,
we were going to be a direct reinsurance writer of accident reinsurance. So, different companies do different things to
try to mitigate that, either put better controls in or simply just avoid that situation as much as they could.

Moderator Ireland: Well, here comes trouble.

Mr. Gordon Crutcher: Allan, I would just very briefly like to congratulate you and the panel for an excellent presentation.
You addressed the topic really well.

Moderator Ireland: Thanks so much.

Mr. Crutcher: One other very brief comment, and then you can do your thing. This is the year where, I am sure, like
most of you, our knowledge and understanding of this business was really tested. So many times, we had to look at
our wordings to find out exactly what they meant. I never made so much use of the Internet in the past as I have this
year. I would just like to share with you that there is an excellent website out there, maintained by the Independent
Insurance Agents and Brokers of America. It is the <iiaa.net> website. They maintain a virtual university, and the whole
issue of one versus two occurrences, what does terrorism mean, what does war mean, all these issues are addressed in
some great detail and length, and I recommend it to you. Thank you, again.

Moderator Ireland: Thanks very much, Gord. That is a very useful addition to our session today. I really appreciate
that. Well, I think that we really are out of time now so what I will do is close things. I will end with where we began
and remind you, once again, of the CIA motto: The future is in our care. Just before closing, I do want to ask you to
join me in giving a great big hand to our very competent panel today.

…(applause)…

Thanks very much for coming.


