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Good morning.

I know I am supposed to talk about the future of the international broking industry post-Spitzer, but a lot has happened over the last few weeks and months that transcends the impact the Attorney General of the great state of New York has had on us.  I give Mr. Spitzer credit, no question, for raising some serious issues and bringing about an overdue examination of our practices.  But moving our industry forward is about more than what any one man did and goes well beyond what any one of us – or what any one company – can do.  Rather than talking about our sector post-Spitzer, I’d like to call it our shifting industry paradigm.
Bruce Barton, an American Congressman, who, like Mr. Spitzer, represented New York (R – 1937-1941), once said, “When you are through changing, you are through.”
For us, we need to do more than simply embrace change.  We need to recognize that with all that is going on around us we have an opportunity to be heroic and make this our defining moment.

The greatness of people and industries is measured by how they react to the circumstances put before them.  Rudy Giuliani, then Mayor of New York, ran toward the World Trade Center on September 11 with a mask over his face.  Winston Churchill, in referring to the Battle of Britain as “our finest hour” carved his place in history.  How we react – collectively – whether we revolutionize our practices or support the status quo – will foretell our future.  If we build on our rich traditions, history will be our springboard; if we rest on our traditions, history will be our jailor.

Defining Moment – Hurricane Katrina 

Let me start by taking you back four years to 2001 to what turned out to be a prophetic breakfast I had on Tuesday, September 11 here in Monte Carlo with Sax Riley, who as you all well know, was then the Chairman of Lloyds.  He asked for the meeting to assure me that Lloyds was financially sound, such that it would be able to handle any large claims.  Just a few hours later, as the sun was rising over the East Coast of the US, the events that were unfolding would test not only the financial security of the entire industry, but also our fundamentals.  And by fundamentals, I am referring to the basic industry equation – a client needs coverage, gets a policy, pays a premium, has a claim, gets paid.  
Most of the claims related to September 11 were eventually paid – some quickly but others only after months of posturing and trials.  And, in some cases, even the extent to which we use the word “paid” can be debated.  You all know the details.  So even though in one fashion or another claims were paid, if I were handing out the final grades, I am not sure we would all pass.

The basic industry equation did not work as smoothly as it should have.  There are many reasons and plenty of fingers to point in every direction.  But what matters today is not why the system did not respond as efficiently as it should have then but rather why we have not learned anything – or had the courage to change our systems – since then.  Just two weeks ago, New Orleans, Louisiana and many other cities and towns along the Gulf Coast of the United States were submerged by Hurricane Katrina.  
And guess what.  Just hours after the levees broke, as lives were being washed away, many in our great industry were debating the cause, already.   Now I am not suggesting that we should inflate the amount that will be paid in claims – I am the CEO of an insurance concern and like every other company leader, I need to generate a return to my shareholders.  That’s true whether your company is publicly traded or privately held.  I am simply suggesting that we live up to the responsibility that comes with our role in the global economy.  
Think of the change that will bring to our public face.  Historically, news articles about insurance matters address the technical side of our business and the process that clients often have to endure – many times including law suits – to receive payments.  We have not gotten many headlines praising us for leading many rebuilding efforts.  Today, in the aftermath of the hurricane, rather than articles that discuss insurance in terms of wind damage as opposed to flood damage, they should demonstrate the meaningful, compassionate contribution we are making in helping people rebuild their lives.

In my opening a few minutes ago, I made a reference to defining moments.  Lloyds seized its moment in responding to the San Francisco earthquake of 1906. How we respond to Katrina is one of our moments.

Defining Moment – Contract Certainty

Some people think my characterization of insurance as the DNA of capitalism is a mere slogan – an easy, convenient throw-away line meant to get headlines.  But think about it and you will see just how true it is.  Our sector, exciting and dynamic, is vital to the global economy.

Consider this – without insurance, oil companies wouldn’t set up off-shore drilling rigs; cargo ships would never be able to leave port; new tunnels or highways would never be dug or built; pharmaceutical companies wouldn’t seek break-through medications.  And what single industry – above all others – will make the restoration of New Orleans possible?  Insurance.

While I am sure we will respond and make good on claims due, I wonder how much time and money is going to be spent in court rooms to determine what is covered and what is not.  How many law suits that are certain to be filed would not see the light of day had we made progress on contract certainty in the aftermath of 9/11?

John Tiner and the FSA have made this their top priority and I applaud him, and them, for doing so.

When I first came to Willis in October 2000, I had a lot of questions – and I wasn’t afraid to ask them – and let me tell you, some were pretty silly.  As if insurance were not complex enough, I needed an entire tutorial on reinsurance.  I’ve gotten answers to most of my questions but one thing I still can’t understand is how this industry had the collective willingness to do business by shaking hands today -- on a rather significant promise -- and then figuring out what you shook hands about in the days, weeks and even months afterward.  The CFO of your company wouldn’t take a loan without knowing all the terms – and the banker on the other end wouldn’t make that loan without knowing how the client is going to repay it.  I can’t think of any other industry as complex as insurance, with so much at stake, where this practice is the norm – or even an allowable exception to the rule.  

In the securities business, when you make a stock trade, you know exactly what you bought, how much you paid per share and what the broker’s commission is -- all in a matter of 30 seconds.  But here, where we are protecting corporate assets, and jobs, and pension plans, it takes us months to deliver a policy.  
Making contract certainty a reality is another of our defining moments.

Defining Moment – Transparency

Our industry image is pretty roughed up right now – it’s in a bit of a rut. 


But I submit that we have brought this – at least in part – on ourselves.  We have not done a very good job at communicating our value.

For the most part, the average business person has one experience with insurance – paying the bill.  No one likes paying a bill so we are behind right from the start.  If they have a second experience with insurance, it’s filing a claim and if they’re doing that, then something bad has happened. So now we are down by two.  Then they might have to file a law suit to get paid – and they have yet another negative experience.  Of course for the companies who received the  millions of dollars in claims that are paid out, who use those payments to make payroll, rebuild a factory or build safer cars – they understand the value of insurance.  But to many, it is just a bill and a necessary evil.

Transparency, though some see it as an administrative nightmare, can significantly change that image and alter the perception of our industry.  I think transparency is going to do wonders for the brokers.

You heard me right – transparency is going to be great for insurance brokers.

I know what you are thinking – Plumeri is off his rocker, but hear me out.  
We’ve put the insurance process in the same category as laws and sausage – things you should never see being made.  But why?  Especially when we should take great pride in what we do – remember, I think insurance is the DNA of capitalism.  We don’t take enough pride in what we do and it’s about time we stood up together and told the business world how important we are.  

When most brokers talk of transparency, they cringe because now the client will know just now much the broker earns. There is only one reason to fear your client learning how much you get paid – if you are not worth it.  Price is only an issue in the absence of value.  If you are not providing the value, then you do not deserve what you are being paid.  So there is an opportunity for us in transparency if we make disclosure a two way street – it goes both ways.  Sure we have to disclose what we make, but we also now have the opportunity to describe all that we do – our modeling, analytics, benchmarking, policy issuance, claims handling, placement and so on.  
We should not view transparency as something we “have to do” but something we should “want to do.”  What a great forum to demonstrate our value; to show how hard we work; to illustrate our collective intelligence and creativity at solving some very complex matters.

The drive toward transparency, requiring that we be creative and inventive as respects our internal processes, is another defining moment.

Defining Moment – Contingent Commissions

Perhaps the one issue at center stage relative to Eliot Spitzer’s investigation of long-standing industry practices is contingent commissions.
For too long, this business has been about the placement only.  As low-cost manufacturers, getting the right coverage at the right price was all that mattered.  Service and claims advocacy were afterthoughts.  

Cutting corners not only invited but also allowed the appearance of conflict that comes with contingent commissions – this is inconsistent with the result of the value equation – doing our best for the client.

I stood up at RIMS in Philadelphia earlier this year and told risk managers that I think volume and profit contingent commissions should be abolished across the industry.  I told them – and I will repeat to you today – I do not understand how, if contingents create the appearance of a conflict for me, they do not create that very same appearance of a potential conflict for someone else.  Yet, while some brokers have banned the practice, most still accept them; this has created another problem – an uneven playing field.  Two sets of rules is not fair and is not right.  It has made a bigger mess than what existed before.  I was vilified for expressing my opinion so I guess I struck a nerve.

It doesn’t matter whether the broker is global, regional or local – based in the U.S., London, or anywhere around the world.  It’s time to say “enough.”

If you are an agent representing the interests of a carrier – fine; make that clear to all parties involved and there is no problem.

If you are a broker and in a particular transaction you have the binding authority from the carrier through line slips or TOBAs – fine; make that clear to all parties involved and there is no problem.

Brokers should focus less on finding a way to simply replace the lost revenue and more on what is really important – having the integrity to work harder to deliver creative solutions and bring real value.  

Clinging to old ways is not heroic; holding onto the past and sustaining the revenue stream is easy.  Getting rid of the props, being aspirational and moving the industry forward relative to contingent commissions is another of our defining moments.

So for starters, we face four tests:

· Our Response to Hurricane Katrina 

· Making Good on Contract Certainty

· Realizing and Embracing Transparency and

· Abolishing Profit and Volume Contingent Commissions Across the Industry
But there is more.
Nothing great arises out of benign circumstances. Our impulse is often to  keep the status quo, steady as she goes, don’t rock the boat.  No one who ever wanted to do better or be great ever voted to keep things just as they are.  Anyone can sail through calm waters – but successfully navigating rough seas takes courage and makes you better.

Some captains of this industry are sailing against the wind. Eventually, they are going to find themselves beached, washed up on the shore.  I am not going to judge them, but that is how I think the market – clients and shareholders – will judge them.  Those who are taking bold leadership steps – making the hard choices, implementing more rigorous standards, building their company on value rather than props – will sail on.

For too long, on far too many matters, the answer to “how come we do it that way?” has been “because that’s the way we’ve always done it.”  I hate that answer.

Let’s be bold.

Let’s build new answers together.

· Terrorism

· Best practices and strict compliance in the placement process 

· Centralized purchasing

· Regulation
Terrorism

Unfortunately, the most topical area in need of new answers is terrorism insurance.

In developing that answer, we need to agree on the starting point that terrorism risk is here to stay.  It is not event-driven, it is not a question of if, and we can no longer ignore it or address it only in the fine print.

The most common approach to the macro-management of terrorism exposure is a pooling mechanism which has the industry taking the lead, with backing from government funds. This ensures that commerce can continue, as insurance is available for catastrophic events.

While some countries have developed pooling mechanisms, for the most part, we have a permanent problem but we do not have a permanent solution.

Since the advent of commercial air travel, there has been aviation insurance; with the unfortunate development of cyber-crimes, we have cyber insurance.  We have to treat terrorism risk the same way.

TRIA, by most accounts, was a good, stop-gap, short-term measure to give the industry a much needed backstop.  But what comes next? 

It won’t be easy, but creating a permanent solution will afford predictability and some level of stability – even in the face of an unknown risk -- without the extreme ups and downs of capacity and price. 

We face serious challenges – not the least of which is the difficulty in predicting and modeling terrorism as an insured event. – At best, this is an inexact science.  

Best practices and strict compliance in the placement process

As the industry has been more about the placement rather than value, the lack of oversight – either from within the industry or from regulators – has allowed us to develop placement practices that never had to be disclosed.  Just get it done – file the papers if you can, keep the client in the loop as best you can, but just get it done.  This approach, while it got us by, is precarious at best and leaves the entire sector exposed to criticism, investigation, client unrest and more.   

To avoid even the appearance of a conflict, strong, impenetrable Chinese Walls are essential.  At the risk of making this a bit too commercial, while we have always had such walls in place between our primary and reinsurance operations, we have taken great strides over the last few months to strengthen them further.  Now some would say that an insurance company should not use a reinsurance broker if that broker also does direct business with them.  I go back to the strength of our Chinese walls and the strict controls of the flow of information, and suggest that having relationships with both sides of Willis – or with any broker that practices both disciplines – can be a great advantage for the insurance company, offering access to the combined institutional intelligence of the broker.  Deep corporate relationships benefit the client, as their broker will have a better knowledge and synergy of their businesses.  

At Willis, back in 2002, we developed WEM – the Willis Excellence Model.  It is a series of protocols we go through in the placement of our clients’ business to make sure we are acting in their best interests – not in our own.  It is a rigorous way of conducting business, but the benefits of a strict placement control process today are all too clear.

Whether using our model or some other set of controls, does every broker have stringent tests?  No.  I am not suggesting that we all have to have the same checklist – but you better have some checklist.

Centralized Purchasing

Another item I would like to touch on this morning – we have come to see more centralized reinsurance buying in the market.    Rather than each unit going out and doing its own thing, there is coordination and cooperation.  To this I say, well done.  Bring all your businesses together, pool your own risks, aggregate them just as we advise our clients to do and buy a more effective, more efficient solution to your own business needs.  The sources of your risk are more diverse, the value of your risks is higher than ever before and the mitigation opportunities are more varied than ever.  The scope for an increased role of an insurance adviser is enormous; the boundaries of what we do are increasing all the time.  We can help you to ascertain the optimum solution for your risk from the large number of choices on offer.  The reinsurance purchasing decisions in companies is becoming more sophisticated by necessity.  We view this as positive – particularly as it allows our analytic, advisory and transaction capabilities as a reinsurance broker to add even more value.

Regulation

All this and I have not touched on regulation.  Here, the European Union issues uniform directives to all member countries.  And then each country is responsible for meeting those guidelines.  In the UK for example, the FSA sees to the implementation.  In the US, we work with regulatory agencies in each of the 50 states.  Bring on the federal charter – one set of rules.  Talk about frictional costs!  Think of all the money we will save by not having to pay lawyers to interpret the regulations in each state.

Allow me in closing to quote Benjamin Disraeli, the British Statesman and Prime Minister in the 19th century, “Change is inevitable in a progressive country.  Change is constant.”  
We have a choice. 

We can approach contract certainty and transparency as sterile, antiseptic, technological processes.  Build the systems, comply with the regulators and meet the minimum requirements.  Under this scenario, we are merely in business to do business.

Or we can be heroic.  We can take those same processes and in the right context you would have to stand back so as not to be blinded by the greatness of our industry.  Under this scenario, rather than a necessary evil, we would be seen as a contributing benefactor to society.

We have a responsibility as the grease of the economic engine to accept the accountability that goes along with our role.  That means being progressive and making this our finest hour.

Responding to the examinations and transforming how we do business will not be easy, but it will produce a solid business model built on a firm foundation. It will yield a stronger industry better able to meet our clients’ needs and deliver more predictable returns to our shareholders.  And it will mean that we are not about disputing claims but are about rebuilding lives.

If we do this and make good on all that is before us, we can generate news headlines that read “Insurance Industry Answers the Call of Those in Need”; rather than “Insurance Payments Delayed as Execs Debate: Was It a Hurricane or a Flood that Destroyed New Orleans”.

Which headline would you prefer?

This is our defining moment.  How will history measure us?

I thank PricewaterhouseCoopers for this opportunity to speak with you this morning and would be more than happy to take any questions you might have or address any topics you may want to raise.
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