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Insurance Buyers Seek
To Sidestep Rate Boost

As Premiums Look Likely
To Rise Following Storms,
Hirms Explore Alternatives

By CHARLES FLEMING

ITH THE GLOBAL insurance in-

gusiry still trying to cajeulaie the
extent of losses from hurricanes Katrina
and Rita, some corporale Insurance buy-
ers already are looking at how {o ayoid
the likely rate increases that insurers
will demand to restore profitability.

The full extent of the price inereases
wilt only be apparent at the beginning of
next year, when mosi insurers renew
thejr largest corporaie coniracts. In a
study of the bellwether Lloyd's of Lon-
fdon Insurance markel jssued last week,
Moody's Investors Service Inc, sald ft
expected corporate insurance rates to
climb back to, or above, 2003 levels, af-
ter two years of declines. '

Already, some insurers have toid en-

ergy companies as far from.the two

storms' Gulf Coast strike zone as the UK.
that their annual premivms could in-
crease 20%to 50%, as the insurance indus-
try tries to recoup losses estimated ol as
much es 860 billion for Katrina alone.

How aggressively the insurance in-
dustry will push prices higher is an cpen
question. Price rises after major disas-
fers are commen, Insurance rates for
many corperaie insurance policies dou-
Lled, for instance, in 2002 following the
Sept. 11, 2001, terrerist attacks. This
time argund, the rise may not be quite
so marked because many insurance com-
panies are in better financial shape than
four years ago, thanks primarily to
those price increases of 2002

Another reason insurers may temper
their increases this time around is that
corporaie buyers—still smarting from
the sharp rise in insurance costs three
years ago—are likely 1o aggressively ex-

.plore alternatives to conventional insur-

anee.

“What youll find...is more shoppln|
around, looking at each and avery alter-
naiive,” says Ernst Csiszar, president of
the Property Casualty Insurers Associa-
tlon of America, a trade group. .

Ameng the alternatives: greater use
of sell-insurence vehicles; sector-spe-
cifje risk-sharing arrangements, such as
ones already used by the ol industry
and parts of the drug industry; more use
of sophisticated financial instruments;
and more spending an security and Joss-
prevention sysiems, and less on insur-
QnCe Coverage. :

“I the instrers averreact in pushing
up prices, there's & real threal thal
some insurance buyers will ook for
olher options," says Charlie Cantlay,

- deputy chairman of the UK. reinsur-

anre unit.of insurance brokerage Aom

Corp.

“We're looking &t & wide range of
tools and structures to reduce the im-
pacl of the insurers' demands,” says An-
drew Turpin, a spokesman jor the UK. 's
largest houscheld gas and electricity
supplier, Centrica PLC, declining to
give defails. He soys the company Is
concerned atout the "arbitrary way” in-
surers are seéking to push up prices
given {hai risk exposure in the UK.
hasn't changed,

It isn't just the enevgy industry. Scott
Malkin, chairman of Value Reiall PLC,
wihich operates nine outlel-shepping vil-
lages across seven European couniries,
says his business was hurd hit by the
posl-Sept. 11 increases in property-insur-

ance rates and that he will seck alierna-
tives to avold further increases.

“The insurance market is inherently
Inefficient,” Mr. Malkin says. "Surges in
price and capacity come from 45 herd
meniality, which results in risk heing
priced too ageressively when there is
ample capital available, or all pulling

-aeck and rejecting even the good risks

when there is & shorlage."

Qther insurance buyers think govern-
ments should help, ) you have no alter-
natives, you have to accepl whal the
nsurer is proposing, and that's a weak
position to be in,” says Marie-Gemma
Dequae, a Belgian risk manager who
takes over as head of the Federation of
European Risk Managers Associations
next month. Ms, Dequae says that one of
her first tasks will be 1a lohby for tax
breaks for companies ihat set aside
their own digaster reserves, rather than
pay insurance premlums.

"If companies do pursue such alterna-
tives 1o insurance more aggressively, it
could adé te uncerlainty over the out-
ook for insurance stocks, Since Xatri-
na's Aug, 2¢ landing, shares of many of
1he world's bigzest insurance and rein-
surance companies have held up weli,
buoyed by expectations that the likely
rise in premivm rates would quickly
feed through to insurers' earnings.

1t won't be the first timeé corporate
insurance buyers saught {o sidestep the

Pursuit of alternatives
might fuel uncertainty
about the outlook for
insurance stocks.” _

industry. Afier the 2001 terrorist at-
tacks, for instance, there was a surge in
demand for self-insurance vehicles,
known as “captive insurers." Stephen
Cross, who heads Aon’s Caplive Ser-
vices Group, estimates that the captives
fmarket has doubled in size since 2001 to.
a range of $5i hillion fo §60 billion, mea-
sured in the equivalenl of annual insur.
ance premiums. The new hurricane-re-
lated losses "witl be & caialyst lo grow-
ing our business,” he predicts. )
Since the early 1970s, the oil and en-

ergy industry has pooled many of its
large risks in an insurance vehicle
called O] Insurance Lid., or OIL, domi-
ciled In Bermuda. It has more than 80
corporate members today, including in-
dustry giants Royal Dutch Shell PLC
and ChevronTexaeo Corp. OIL, which
says it still §s too early 10 estimate the
most-recent storm damages, covers its
losses by charging its members a pre-
mium based on its previous five years'
Insses and by buying reinsuranee.

Some companies alse are shifting the
risk of such disaslers as earthguakes
and hurricanes ontn world financial mar-
kets. To date, most of the world’s “catas-
trophe bonds” have been {ssued hy insur-~
ers themselves 1o previde additional cov-
erage in the case of & major dlsasler,
However, o handful of noninsurance
companies zlso have issned them.

One of the first, in 1989, wes Japan's
Oriental Land Co., which operates To-
kyo Disneyland. Since then, three Eurp-
pean groups have iollowed--France's
Vivendi 84, Electriclié de Franee and
the Iniernational Soccer Federation
FIFA. Under the bonds, investors foo!
ihe Bill for losses provoked by certain
defined disasters.

U.S. Probes Fairfax F: inancial
Over ‘Finite-Risk’ Reinsurarice

By Tan McDonaLD
And THEO Fraxcls

Federal inveslipators ere seeking to
determine 1f Fairfax Financlal Holdings
Lid. impraperly burnished iis financial
statements with nontraditiona! insur-
ance pacts, including contraets with affil-

broader market and moved o lne wilh
or better than some peers.

Fairfax has canceled some finite-risk
policies in receni years and nas dis-
closed at least some of their accounting
effects. “Crum & Forster’s underwriting
results are significantly affected by rein-
surance,” if said in that unit’s annual

MOVING THE MARKET

Risk From Hurricanes
Becomes Too Great

For Insurance Firms
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concentraling on Katrina and Rilz, a
spoltesmian said Friday.

With the cost of rebuilding the Gulf
Coast mounting and its hands full with
nrext year's budgel and two Supreme
Court vacancies, Congress has na inter-
esl in rushing through legistatien that
could be viewsed as an insurance-industry
bailawi, Capital Hill staffers say. Insurers
wlsa face #n uphlll beitle with some state
officials; Mississippi's altcrney genersl
has sued 1o force insurers to pay flood
clalms.

Still, federal lawmakers could con-
sider eommissioning a study of the issue,
and insurance regulators from New York,
California and Florida last week an-
nounced a November summit to iry to
unify officials and executives behind &
single proposal.

Thanks in part to Katrina and Rita,
Congress is likely te. give the industry a
break by extending the Terrorism Risk
Insurance Act of 2002, due (o explre Dec.
1, Passed jn response 1o {he aitacks of
Sept. 11, 2001, ibe law reguires insurers
e offer terrovism insurance to busl-

nesses, In return, it imits the industry's
losses in the evenl of aitaclks by foreign -

terrorists in ihe U.S, Insurers have de-
voted most of their lobbying firepower
this year to extending the meagure.

The current push fits in with the in-
dustry's history of seeking to aveid big
risks in favor of smaller, more profit-
fble ones, like house fires, said Robert
Hunler, insurance direclor {or the Con-
simer Federallon of America and a
former Texas insurance commissioner.
“When risk gol higll, the industry sald,
'We're not geing 1o do if,' * he said.

Among the first federa! disasier-in-
surance programs, the 198 National
Flovd Insurance Program-has rools in
President Haryy Truman's realization
thal ingurers wouldn’l cover damage
from & devastating flood in Indepen-
dence, Mo., suid Mr, Hunter, who aver-
saw the program in the 1870s, Only
aboul one flood-prone homeowner in
four owns the coverage, it flooding
wes 5o exfensive in the Gulf Coast that
Congress 18 expected to have 1o pump
$10 billion 1o 530 billion into the pro-
gram to pay Katrina claims.

Alsp in 10868, in the wake of urban
riots, the {ederal government created &
riol reinsurance program-assentially
agreeing 1o reimburse insurers for
some claims—afier many homeowners
and husinesses had trouble finding eoy-
erage. The program ended in the early
19805,

In response to Andrew's dama
Florida and a punishing earthguai
Norihridge, Calif., in 1884, lawm:
in slates prone to such disasters ui
cessfully pushed for a Natural Dis;
Protection Aecl, Midwest and P
states stymied the measure, calling
bailout of insurers and ceastnl h

Hurricane Rita is
expected to cost
insurers $2.5 billion
to $6 hillion.

owners thot would caie al the exp
of taxpayers far {rom danger zones
der current law, homeowners” i
ance prices are regulated by indivi
states,

But, by some measures, hzlfl the .
populztion now lives within 50 miles
coasl. And this year's hoge disioct
of Gulf Stale residents, and the sl
potenlial economic repercussions, !
natg with many lawmakers.

Same hey [ree-market Repul
cormnittee leaders from hurricane
aged - sfates—Alabama  Sen. Ric
Shelhy, banking commitiee chair
and Louisiana Rep. Richard Baker,
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