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Market Overview

The US Property / Casualty industry will produce an underwriting profit for the year 2006, with an
estimated combined ratio in the low 90s. The mild Atlantic Hurricane Season is cited by industry
observers as a major ingredient of that result — along with rates and premiums for natural catastrophe
perils that were driven to new heights by the frequent and severe catastrophe losses sustained in the
2004 and 2005 seasons.

Marketplace conditions continue to be works-in-progress, with many segments experiencing both
“hard” and “soft” elements. Property is a perfect example, with generally favorable terms and
abundant capacity for risks not subject to nat cat perils — but not so for those with significant assets
and operations in nat cat exposed areas.

This issue of Marketplace Realities 2007, which supplements and updates last November's inaugural
issue, features articles by Willis Aviation, Private Client Group (personal property), Real Estate
and Specialty Benefits Practices. We also reference recent client-facing publications by our
Executive Risks, Environmental, Property and Construction Practices, as they, too, profile
headline events, marketplace developments and sector-specific risk management strategies.

In this Issue

Aviation — "The Aviation marketplace has benefited significantly from continued improvement in
the industry's safety record, as reflected in loss levels that have achieved historic lows. Capacity and
competition have increased with the formation of new underwriting facilities and the expansion of
existing ones. We expect all Aviation underwriters — and their parent P&C companies — to continue
to seek new avenues for deployment of capital. Strategies include diversification of their product
offerings, pricing regimens based on current conditions and modeling of potential loss scenarios, and
acquisition of new talent to complement staffing and build positive differentiation.”

Private Client Group — “The Personal Property insurance market has seen no greater upheaval over
the last 12 months than in the state of Florida, where underwriters have labored to deal with the
consequences of the unprecedented losses sustained in the 2004 and 2005 Atlantic Hurricane Seasons.
As described in the accompanying Perspectives article, the Florida legislature approved reforms
intended to reduce skyrocketing Property insurance rates. Given the dynamic climate, and because of the
considerable values represented by many of our clients’ own primary or vacation homes in the Sunshine
State, we have chosen to focus our entire discussion on Personal Property insurance in Florida.”

Real Estate — "The real estate industry represents a significant part of the US economy, generating
approximately one-fifth of the US GDP and employing almost nine million people. The aggregate value
of the nations' real estate is over $20 trillion. Two of the most important and pressing issues facing
the real estate industry today are the affordability and availability of insurance for catastrophe perils
and the looming expiration of TRIA, set for December 31.”
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Specialty Benefits — “The Specialty Benefits (Accident & Health and Special Risk) sector insures
risks and accidents of various kinds associated with travel. Markets have shown increased interest in
the sector, adding new products and additional capacity. We have seen basic rates return to the pre-
9/11 period, as well as broadened flexibility for ancillary benefits. Some carriers continue to provide
limited maximum benefits and/or decreased per-accident aggregates. More carriers, however, have
removed such limitations, although they continue to assess additional premiums for such policies.”

Recently Published

The following articles have been published within the past 30 days, and copies of them are included
in this edition of Marketplace Realities. They can also be individually accessed and downloaded from
the Publications page of our web site, www.willis.com.

Executive Risks Alert (Jan. 31, 2007) — “Top 10 Court Awards & Settlements” features cases that
are significant in terms of the dollar size of the settlement or award and the impact they have had, or
may have, on D&O, E&O, Fiduciary Liability, Cyber Risk and other Executive Risks lines of business — as
well as on future litigation. Cases include Enron, IBM, US Airways, Hewlett-Packard, PayPal and others.

Environmental Risk Newsletter (Feb. 9, 2007) — This issue addresses several major risk
management concerns.

e "Project-Specific Contractor’s Pollution Liability Insurance” examines construction-related
exposures and practice vs. project-specific coverage, citing examples of construction-related claims
and underwriting requirements for quotations of coverage.

e "CERCLA and Successor Liability” profiles The Comprehensive Environmental Response,
Compensation, and Liability Act (enacted in 1980) and its implications for risk management today.
Commonly known as Superfund, CERCLA created a powerful system to force liable parties to pay
for the costs of investigating and remediating contaminated sites.

o "All Appropriate Inquiry” (AAI) — On November 1, 2006, the US Environmental Protection Agency's
final rule for AAl went into effect. The rule describes the investigation a prospective purchaser of
real estate must perform in order to take advantage of three liability exemptions under CERCLA.
The white paper addresses best practices and the implications of AAI for risk management.

Perspectives: Early 2007 Observations (Jan. 31, 2007) — Published by the Willis Property
Resource Group, this issue of Perspectives examines salient issues and unique aspects of the dynamic,
segmented Property marketplace — including implications of January 1 treaty reinsurance renewals; the
impact of new capacity and “sidecar” facilities; ramifications for consumers, insurers and reinsurers of
the Property insurance legislation enacted by the state of Florida on January 22; Katrina-related
litigation; the future of TRIA; the case for clear language policies; and related topics.
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Construction Property & Casualty Market Update (Feb. 22, 2007) — This update focuses on the
impact of marketplace conditions on the construction industry — capacity, rates, terms and conditions,
wordings issues, reinsurance, and related risk management issues. Special sections examine US
Workers" Compensation; Excess, Professional and Environmental Liability; and Builders Risk.

Gordon H. Prager

Director of Risk Management Consulting
Willis Risk Solutions North America
+1212 837 0698
gordon.prager@uwillis.com
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The Aviation marketplace has benefited significantly from continued improvement in the industry’s safety
record, as reflected in loss levels that have achieved historic lows. Capacity and competition have
increased with the formation of new underwriting facilities and the expansion of existing ones.
Operations formed within the past two years include global underwriters CV Starr (US/UK locations),
InterAero (US), Berkley (US), and Limit (Lloyd's Syndicate).

Demand for experienced Aviation underwriting professionals on the part of the new facilities has
generated a cycle of staff movement that is expected to continue through 2007 as established carriers
Allianz, XL, AIG and USAIG strengthen their operations.

We expect all Aviation underwriters — and their parent P&C companies — to continue to seek new
avenues for deployment of capital. Strategies include diversification of their product offerings, pricing
regimens based on current conditions and modeling of potential loss scenarios, and acquisition of new
talent to complement staffing and build positive differentiation.

Strategic evolution of the Aviation marketplace will reflect significant developments on the client side. Further
consolidation within the airline industry and manufacturing sector may be inevitable, while continued
expansion in the General Aviation, fractional and managed aircraft sectors continues at a rapid rate. These
developments, coupled with the introduction of new aircraft types at both ends of the spectrum — emergence
of the A380 and the VLIs from Eclipse, Adam, Cessna and Embraer — represent opportunities for the Aviation
insurance industry as a whole to continue to provide robust financial solutions in a sustained manner.

Marketplace
Conditions
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Airlines

Airlines worldwide have seen rate decreases for five straight years, with the largest reductions occurring
in 2006. Accordingly, rates may flatten or show only modest decreases in 2007. The large-scale influx
of new capacity in 2005 and 2006 will continue to influence the marketplace in 2007, and those new
entrant insurers are expected to remain engaged for the foreseeable future.

We expect new capacity creation to be limited in 2007. The airline industry’s outstanding safety record
over the past five years keeps the industry attractive to insurance investors; however, there may be
concern that rates have declined to a level that does not ensure long-term profitability.

Products

Overall market capacity increased slightly in 2006 with the introduction of new markets, but selective
deployment of such capacity continued, with the Products sector benefiting the least. For a majority of
risks renewing in 2006, pricing reductions in the range of five percent were common, with some notable
variances for risks with losses and risks with divestment of exposure.

Continued absence of significant claims will help to keep Products pricing somewhat in check and allow
the new capacity to influence renewals, but there have been several instances where non-airline losses
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caused the market a degree of concern. This sensitivity to long-tail liabilities has led many underwriters
to reevaluate their books of business. In 2007 we expect this trend to continue, with underwriters
focused on product mix even more closely than in previous years, using actuaries to support their pricing
and participation decisions.

General Aviation

In 2006, additional entrants in the market impacted capacity and pricing, particularly for the larger
commercial/charter fleets as well as non-owned and related-premises risks, such as hospitals. As a
consequence, premium reductions in those sectors have continued and may accelerate early in 2007 as
underwriters compete for market share. The caveat is that such softening may be tempered by
reinsurance costs, which are not falling as significantly. For commercial operators, there has been an
accompanying trend toward quota-share placements. In the short term, these placements have resulted
in significant cost savings for certain risks. Operators will want to weigh the merits of 'verticalizing’
carefully before committing to such a structure, as the inherent complexities of the placements may yield
more difficult claims adjustments and longer claims collection times. Reductions for high-end industrial-
aid operators have continued, although to a lesser extent than for the larger commercial operators, as
neither the operators nor underwriters have shown much interest in vertical placements. Loss experience
and pilot training continue to be important differentiating factors in insurers’ risk analyses.

Premiums for other market segments, such as airports and aviation service providers, have remained
stable and continue to be sensitive to individual loss experience and risk characteristics.

Legal and
Regulatory
Environment
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FAA War Risk Insurance

FAA War Risk Insurance (a/k/a Chapter 443), which was amended by the Homeland Security Act of 2002
to provide first-dollar coverage for third-party and passenger liability, hull and spare parts insurance, has
been extended. After its initial passage, the Act placed a $100 million cap on US airlines” liability to third
parties resulting from an act of terrorism (as determined by the Secretary of Transportation). As a result,
most US airlines cancelled their commercial war risks insurance and entered the federal program. Since
then, the program has been extended a number of times. Most recently, under a Continuing Resolution
passed by Congress in December 2006, the mandate to provide this coverage was extended though
February 15, 2007. However, the FAA issued policies valid through August 31, 2007.

Recent discussions between the FAA and the Air Transport Association indicated that should further
Congressional action not be forthcoming, it is likely that the coverage would be extended though
December 31, 2007. Beyond that, it is unlikely that the program (as it currently exists) would be extended
without amendment. Such amendment might include one or more of the following:

 Deleting coverage for hulls

* Amending rates

* Deleting the premium cap

* Amending the third-party liability to act as excess cover over commercial war risks insurance
At this point any such changes are purely speculative, as no definitive amendment has been
formalized.
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In April of 2005, the European Union imposed significant increases in required limits for liability
(including War Risks) insurance for operations in Europe. These higher limits have resulted in significant
cost increases for many corporate aircraft operators. The Aviation industry continues to seek relief from
these requirements, but it does not appear that any will be forthcoming in the near term.

Strategies
for Tomorrow

A constantly evolving market makes exact forecasting a difficult task. Flexibility is an extremely important
element of any strategic plan that seeks to take advantage of all that the market has to offer. Increased
capacity represents an opportunity and a challenge when developing program structures. At present and
for the foreseeable future, a wide assortment of placement options is available to buyers of Aviation
insurance. As ever, it is vitally important to begin the information gathering, analytical and strategic
program design processes as early as possible.

Contact
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Joe Trotti

CEO

Willis Aerospace
+1212 820 7447
joe.trotti@willis.com
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The Personal Property insurance market has seen no greater upheaval over the last 12 months than in
the state of Florida, where underwriters have labored to deal with the consequences of the
unprecedented losses sustained in the 2004 and 2005 Atlantic Hurricane Seasons. As described in the
accompanying Property marketplace article, the state legislature approved reforms intended to reduce
skyrocketing Property insurance rates. Given the dynamic climate, and because many of our clients own
primary or vacation homes of considerable value in the Sunshine State, we have chosen to focus our
entire discussion on Personal Property insurance in Florida.

A New Approach

Although the 2006 Atlantic Hurricane Season was much quieter than the previous two, insurance carriers
have realized that they need to take an entirely new approach in Florida. This means reviewing the
products they offer, the premiums they charge, and the risk management practices they require of their
insureds. Some insurance companies have already been forced to close their doors. Past hurricane losses
and skyrocketing reinsurance costs forced both Florida Select and Poe Financial Group, two leading
Florida insurance companies, into bankruptcy.

Elected officials in Florida have also had to rethink the involvement of state government to ensure
availability of insurance that provides some degree of affordability for property owners, and still keeps
insurance companies interested in doing business in the state. Citizens, the state-run insurance
company, saw its deficit soar as a result of the hurricane losses sustained in 2004 and 2005. Designed
to be the “insurer of last resort,” Citizens is now the largest writer of homeowners insurance in the state,
and the company was the primary focus of the special session Florida lawmakers convened to try to deal
with the substantial rate increases that had been proposed in 2005.

Even with the recently enacted legislation, individuals who own property in Florida will have a much
more complex, frustrating and expensive time placing insurance. They must work with the private
insurance marketplace to help find a solution or turn to the state facility. Either way, risk transfer
solutions have become less attractive from both pricing and coverage standpoints.

Marketplace
Conditions

Willis: Private Client Group 1 ¢ 03/07

The Personal Property and Casualty marketplace in Florida continues to see sharply increased pricing,
limited availability and reduced capacity not only for coastal residences but for the entire state. As
insurers were still recovering from the hurricane catastrophe losses of 2005, and as they were able to
point to higher reinsurance costs for coastal areas, most rate increases were approved last year. These
ranged from 20 percent to over 100 percent. The recently passed legislation, however, looks to limit
future rate increases.

The Florida Select and Poe Financial bankruptcies displaced nearly 400,000 policyholders, whom Citizens

absorbed. After experiencing eight major hurricanes in two years, Citizens accumulated a $1.7 billion
deficit. Legislators gave Citizens $715 million at the end of the 2005 session to help offset the deficit,
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but the balance is being passed on to consumers and insurance companies in the form of assessments
and surcharges, which fall outside of the rate increases that consumers are already experiencing. While
most of the attention has been placed on the rate increases for the state, availability still continues to
be a concern as well. Many writers of homeowners insurance have limited what they are willing to
accept via their underwriting guidelines.

Client Issues

In July of 2006, Florida implemented a program to help homeowners determine what mitigation
measures could be taken and improvements made to reduce their homes’ vulnerability to hurricane
damage. They could then apply for a state matching grant to cover the improvement costs. The program
has met with mixed reactions from consumers. Most are glad for the home improvements but feel their
efforts should have a greater impact on their premiums. This program is not open to clients with homes
exceeding $500,000 in replacement cost. For the higher value homes, the best strategy is prevention.
Wind resistive glass, approved shutters and roofs that have recently been inspected for potential damage
are the best ways to mitigate the damage from a hurricane.

Strategies for
Tomorrow

Fortunately the 2006 hurricane season was milder than predicted. Many believe that a year of mild
hurricane activity will go a long way to help shore up the market, and while no one expects premiums
to come down, they are hopeful that capacity will increase. Many lessons have been learned from past
hurricanes and the construction industry has worked with legislators to help strengthen building codes
for new homes. Many clients that choose to build high-value homes are adopting some of the more
stringent commercial building codes and investing in more wind mitigation options. This makes a risk
much more desirable to an insurance company and gives a client more options to choose from.

Contact
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Marcy Hall

Vice President

Private Client Group
+1561337 3133
marcy.hall@willis.com
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Real Estate The real estate industry represents a significant part of the US economy, generating approximately one-
fifth of the US GDP and employing almost nine million people. The aggregate value of the nation’s real
March 2007 estate is over $20 trillion.

Two of the most important and pressing issues facing the real estate industry today are the affordability
and availability of insurance for catastrophe perils and the looming expiration of TRIA, set for December 31.

Ca pa City As detailed in the Property article, Perspectives: Early 2007 Observations, the extraordinarily active Atlantic
L Hurricane Seasons of 2004 and 2005, along with the revisions made to the industry’s catastrophe models,
and Prici ng have contributed to a reduction in capacity for windstorm, flood and earthquake perils. The reduced

capacity has in turn contributed to substantial increases, and in some cases insufficient program limits, for
catastrophe perils. New capital and capacity, particularly in Bermuda, involving cat bonds and sidecars
have had some ameliorating effect. The relatively quiet 2006 Atlantic Hurricane Season has also provided
some rate relief.

There is good news, however, for most insurance buyers. Those buying coverage for third-party exposures
and for non-catastrophe exposed properties with good loss experience are seeing rate reductions year-
on-year. In some cases, we are seeing vigorous competition for superior real estate accounts with
controlled exposures. Rate decreases of 10 percent and more are not uncommon. Part of the reason for
such rate softening is that the industry will be posting record profits for 2006.

Terrorism and TRIA The Terrorism Risk Insurance Act of 2002, extended in 2005, is set to expire on December 31. Several
influential members of Congress have expressed a desire to enact legislation creating a permanent
facility, while others have expressed support for a five-year extension to TRIA.

Fourteen nations have long-term insurance programs in place to make sure their economies can function
in the face of a major terrorist attack, according to Jeff DeBoer of the Real Estate Roundtable. In an address
to that group on June 15, 2006, Willis Chairman and CEO Joe Plumeri talked about a new era of risk:

More than ever, it is critical that the United States establish a single plan to deal with disaster
insurance issues. Whether this takes the form of a national disaster insurance program that
resembles Pool Re in London or having carriers set aside additional surplus on their balance
sheets with some tax benefit or some other mechanism — we need a program that we can all
agree upon and will all live by. The laws, if you will, governing the insurance industry have
remained pretty much the same but they do not reflect the reality that this new era of risk
presents. It seems we have gotten very good at holding a lot of different meetings all around
different size tables. What we need is a single meeting with everyone around the same table to
figure out what the right vehicle is. Whatever the result, it would provide the financial resources

Willis
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to cover losses from catastrophic disasters — an insurer of last resort. Natural and, regrettably,
man-made disasters are permanent problems to which we need a permanent solution to protect
the long-term economic security of America.

Many people expect that some form of partnership between the public and private sector will be created
to deal with this substantial threat before the end of the year.

Ancillary Issues Other issues and challenges for the real estate industry include:

* Cross-border investment in real estate
for the Real * Movement toward attaining certification from Leadership in Energy and Environmental Design (LEED)
Estate Industry e Proliferation of mixed-use projects, often combining several asset types (including condo hotels)

e Rising costs of building materials — particularly copper, steel, drywall and PVC

* Increasing use of securitized debt

* Rising healthcare insurance costs

* Ongoing need to develop and perfect disaster recovery and business continuity plans

* Increased focus on security, particularly for buildings in the central business districts of New York,
Washington, Los Angeles, Chicago and San Francisco

* New zoning laws designed to control urban growth

Contact Brian Ruane
Director, National Real Estate

and Hotel Practice Group
+1212 837 0765
briane.ruane@uwillis.com
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Specialty Highlights

Benefits » Expansion of new markets in the Accident & Health field

* Markets showing increased interest in the sector, adding new products and capacity

March 2007 e Trend toward cross-selling Accident and Special Risk coverages with Property & Casualty programs
and for bundling related programs

Sector Overview The Specialty Benefits (Accident and Special Risk) sector insures risks and accidents of various kinds
associated with travel. Coverages include:

» Corporate Business Travel Accident

e Global Travel / Personal Accident

* Group Personal Accident

» Non-Contributory Accidental Death & Dismemberment (AD&D)
e War Risk

e Special Events

* Occupational Accident

* Youth Group

e Sport Accident

e Travel Assistance

* Industrial Aid Plans for Corporate Aircraft (Crew / Seat Accident)
e CRAF Mission

e Common Carrier

e Credit Card Insurance

o C(ritical lliness

Accident and Health risks are distinctive and unique. They vary with every industry category, every location,
and every specific business process. In today's global environment, it is essential that companies
understand all of their AD&D and travel exposures, especially those related to international trips.

Carriers have raised the profile of Accident and Special Risk products by cross-selling them with Property and
Casualty lines. Within the Accident sector, carriers are focusing their efforts on bundling products. Though
willing to write Corporate Travel Accident on a stand-alone basis, carriers prefer packaging these products with
other Accident products — e.g., Supplemental & Optional AD&D. This trend may come into conflict with the
traditional division of responsibilities within large companies, where Corporate Travel Accident is sometimes
handled by the risk management team and AD&D programs are maintained by the benefits department.

For AD&D coverage, pricing follows volume. The greater the volume of AD&D placed with a particular

carrier for any one account, the greater the volume discount that may be obtained. Placing all such
programs with a single Accident & Health carrier may bring savings upwards of 25 percent.

Willis
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The placement of all programs with a single carrier has several benefits beyond price:

e Consistency in policy provisions, terms, conditions and exclusions to prevent potential gaps in coverage
e Simplified claims reporting and adjusting
*  Simplified administration
» Simplified production of summary plan descriptions
(an ERISA requirement)

The Accident & Health sector remains competitive. We have seen basic rates return to pre-9/11 levels, as
well as broadened flexibility on ancillary benefits.

Some markets continue to provide limited maximum benefits and/or decreased per-accident aggregates.
More markets, however, have removed such limitations, although they continue to assess additional
premiums for such policies.

War Risk

The events of 9/11 affected no line of insurance more than War Risk. The era of pure blanket War Risk
coverage ended that day. Carriers now consider disparities in regions of the world in assessing their own
risk retentions. That being said, even War Risk provisions today have dramatically expanded over the last
12-month period. Carriers are providing broader form War Risk coverage by extending coverage, either
“Worldwide excluding the US, Irag, Canada and the Insured person’s Country of Permanent Residence”
— or by agreeing to include explicitly named countries, with reporting of exposures and payment of
premium in arrears. While losses due to accidents as the result of declared or undeclared acts of war
are a standard exclusion under Corporate Travel Accident programs, terrorism is not excluded. In today's
global environment, however, it is virtually impossible to differentiate between those acts, events or
circumstances that constitute terrorism and those that represent an act of declared or undeclared war.
Each claim is decided on its merits at the time of loss.

Two types of War Risk extensions are available. In one, specific War Risk areas are excluded. In the other,
coverage is worldwide, but the insured must provide detailed reports, in arrears, for travel into War Risk
designated areas. Additional premiums are assessed when travel plans send covered parties into
specified designated War Risk areas. In all cases, coverage in the US and the insured person's country of
residence are always excluded. (Some carriers also exclude Canada.)

Market
Developments
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The primary Accident & Health carriers include: AIG, ACE, Chubb, Cigna and Zurich.

AIG has long been a leading Accident & Health carrier. AIG maintains $12B AD&D coverage and $1.2B
within the US. Through the aftermath of 9/11, AIG remained active in this sector, and is now trying to
expand its business with the creation of new products and initiatives to cross-market with its Property &
Casualty lines.

ACE USA is relatively new to the Accident & Health market; however, ACE has become an established
competitor, having developed programs, benefits and enhancements for all lines of Accident business.
The company is actively seeking to expand market share.
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Chubb has a national Accident & Health practice and has expanded into Blanket Accident lines of business.
With dedicated underwriting centers in New York, Chicago and Toronto, Chubb is clearly displaying a growing
appetite. Chubb was the first market to extend a broadened War Risk provision offering coverage
“Worldwide, excluding the US, Canada, Iraq and the Insured person’s Country of Residence.”

Cigna continues to be a strong Accident & Health market. Cigna maintains underwriting operations in
Philadelphia; policy maintenance in New York and policy issuance in Chicago.

Zurich North America continues to be a leading provider of AD&D programs. Zurich tries to provide
solutions beyond the scope of its contracts through a platform of services including travel assistance services.

Other markets that maintain a focus on Accident & Health lines include Hartford, OneBeacon, GerberlLife
and Nationwide.

Contact
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Michael Dangler

National Practice Leader
Willis Specialty Benefits
+1212 837 0882
michael.dangler@uwillis.com



Executive Risks

Top 10 Court Awards & Settlements

As is our custom, our January Alert presents a brief summary of the most important Executive Risks
cases of the previous year. Since, by definition, only 10 can be chosen, the winnowing task is somewhat
daunting. Criteria for selection varies, but ideally our Top 10 will feature cases that are significant not
only in terms of the dollar size of the settlement or award, but also the impact they have had, or may
have, on the Executive Risks lines of business and on future litigation.

We indicate which aspect of Executive Risks will be
most affected at the end of each summary.

1. Enron: The successful criminal prosecution of
the company’s two most senior executives —
which was no certainty — demonstrated that the
US legal process does work. [D&O, E&O,
Fidelity, Fiduciary]

2. IBM: The company’s ultimate triumph in its
decades-long battle with certain participants in
its cash balance pension plan left both sides
bruised (but saved the company the $1B+ price
tag for a loss) and demonstrated that
complicated plan language and technical legal
nuances can be lost in the passion felt by the
plaintiffs for their cause. Although this decision
brought closure for IBM, a number of high profile
cash balance cases are still working their way
through the courts, with no real certainty as to
how they will be decided. [Fiduciary]

3. Inre: IPO Securities Litigation: Class action
litigation is, for good or ill, a bedrock of the US
legal system. So when a court overturns the
largest consolidated securities class action ever,
involving more than 100 firms for the better part
of six years, it gets serious consideration for our
Top 10. And when the case looks like it might be
setting a new standard for certifying other class
actions — possibly outside the realm of securities
litigation — it is assured a spot on the list. [D&O,
E&O, EPL, Fiduciary]

4. KPMG: We have repeatedly said that corporate

indemnification is not a certainty in today’s
world. The court’s scathing wording in its holding
regarding the firm’s decision to not pay the legal
fees for 16 former executives (indicted on
criminal fraud charges related to the sale of
allegedly improper tax shelters) indicates that
this decision is not without cost. Since then, the
Thompson memo has been superseded by the
McNulty memo (from the President’s Task Force
Against Fraud) on judging corporate cooperation
and encouraging companies to deny
indemnification to those under suspicion.
Undoubtedly, there is more to come on the
subject in 2007. [D&O, E&O, EPL, Fiduciary]

. US Airways: ERISA tagalong cases (breach of

pension fiduciary liability suits that partner with
traditional D&O securities claims where there is
company stock in a 401(k) or other type of pension
plan) are making new law on a number of fronts.
Therefore, a decision that carefully considers the
competing legal issues and plan documents, and
provides a possible road map for other plan
sponsors is one that will likely impact other
decisions and finds a place on our Top 10 List.
[Fiduciary]

. Burlington Northern & Santa Fe Railway:

Employment retaliation cases continue to bedevil
both employers and the courts. The court
considered whether or not impermissible
retaliation could be found where there was no
loss of wages or employment. This landmark
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decision may well make it easier for employees who allege
discrimination or claim whistleblower status to successfully
pursue a retaliation claim. [EPL]

Hewlett-Packard: The tension in today’s boardroom may
be at an all time high, but using questionable tactics to
access private information on one’s own executives can
worsen rather than mitigate the problem. The company’s
settlement with the California Attorney General and several
executive resignations do not even begin to measure the
cost to the company of these activities. [D&O, EPL]

Comverse Technology: Most who were caught up in the
options dating scandal that hit in 2006 did not engage in
criminal activities. Comverse’s former CFO is one exception.
In addition to pleading guilty to a criminal charge, the
former executive represents one of the first settlements in
investigations and litigation relative to stock option dating
practices. As well as agreeing to cooperate with the Security
& Exchange Commission's ongoing litigation, he will pay
nearly $2.4M in disgorgement, fines and interest, be barred
from serving as an officer or director of a public company,
as well as being suspended from appearing in front of the
SEC as an accountant. [D&O]

Gemstar-TV Guide International: The courts are just
beginning to feel the impact of Sarbanes-Oxley (SOX). This
case made our list because it demonstrates the use of SOX’s
claw-back provision to pull back excessive executive
compensation during the period when a fraud occurred: in this
case, to recompense shareholders hurt by a scheme that
inflated revenues to meet financial targets. Shareholders will
benefit from the disgorgement of salary and bonuses,
exercised stock options and stock sales that resulted in millions
for the company’s former executives. [D&QO]

PayPal: In a world seemingly rife with security breaches,
the company’s settlement is potentially important. The suit
was filed on behalf of a proposed class of customers
alleging that the firm did not clearly communicate
information about its consumer protection programs on
specific types of transactions. On-line auction users will
recognize the name. PayPal, an eBay company with over
100 million accounts, enables any individual or business
with an email address to send and receive payments online,
making it a significant cog in the wheel of virtual retail.
[E&O / Cyber]

Executive Risks Regional Contacts

For further information, please contact any of the following:

Atlanta, GA

Paul Wendler

P- 404 224 5123

F- 404 229 4849
paul.wendler@willis.com

Boston, MA

David Goldstein

P- 617 351 7498

F- 617 351 7430
david.goldstein@willis.com

Chicago, IL

Brian Gauen

P- 312 621 4855

F- 312 621 6870
brian.gauen@willis.com

Dan Vecchio

P- 312 621 4799

F- 312 621 6870
dan.vecchio@willis.com

Denver, CO

Jim lacino

P- 303 218 4039

F- 303 218 4058
jim.iacino@willis.com

Los Angeles, CA

Chris Crawford

P- 213 607 6294

F- 213 607 6301
chris.crawford@willis.com

New York, NY

Steve Pincus

P- 212 837 0734

F- 212 509 4912
steve.pincus@willis.com

Radnor, PA

Matt Schott

P- 610 254 5642

F- 610 254 5600
matt.schott@willis.com

San Francisco, CA
Michael Mahoney

P- 415 291 1535

F- 415982 7978
mike.mahoney@willis.com

Toronto, ON

Jonathan Ashall

P- 416 646 8351

F- 416 869 1649
jonathan.ashall@willis.com
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