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what they can do within those silos of 
risk to either minimize it or transfer 
it or negate it etc., so it absolutely 
positively has more board time these 
days.

“Given the fact that the insurance 
market has been a buyers market for 
the last number of years I think a lot 
of folks are keenly interested in using 
some of that savings to potentially 
buy broader and more coverage and 
transfer more risk,” Wanat said.

 “So those who have not purchased 
more insurance are buying it or at 
least looking at it, those that currently 
buy it are buying more limit and 
broader coverage so there is insurance 
has never been more important when 
it comes to these products.”

And that may well be true, but if 
you read every line of a U.S. Senate 
panel’s recent report on the financial 
meltdown, you get a picture, at least 
from a reputational risk perspective, 
of a financial sector whose reputation 
may never recover, no matter how 
much risk transfer occurs.

Just look at the stock price of 
Citigroup Inc. The stock valuation of 
the massive bank, part of which is still 
owned by the U.S. government, is still 
languishing at 1993 levels despite a 
market capitalization that rivals many 
other big banks that are trading much 
higher.

The big rating agencies, the 
Moody’s and the Standard & Poor’s, 
and investment banks Goldman 
Sachs and Deutsche Bank come 
off very poorly in the report, which 
was authored by the Permanent 
Subcommittee on Investigations, 
Committee on Homeland Security 
and Government Affairs. The 
subcommittee was chaired by U.S. 
Sen. Carl Levin, a Democrat from 
Michigan, along with U.S. Sen. Tom 
Coburn, an Oklahoma Republican, 
the ranking minority member.

For one, the panel attacked the 
“pay to play” approach that is still 
in place in the issuance of financial-
sector ratings. How can any rating 
agency give an objective analysis of a 
bank’s position, if that bank is paying 
that agency tens of thousands for that 
service?

“Evidence gathered by the 
subcommittee shows that the 
credit-rating agencies were aware of 
problems in the mortgage market, 
including an unsustainable rise in 
housing prices, the high risk nature 
of the loans being issued, lax lending 
standards, and rampant mortgage 
fraud,’’ according to the Senate 
subcommittee report published on 
April 13.

“Instead of using this information 
to temper their ratings, the firms 
continued to issue a high volume 
of investment-grade ratings for 
mortgage-backed securities,” the 
report’s authors wrote.

In addition, the report lambasts 
the likes of investment bank Goldman 
Sachs for urging clients to invest in 
mortgage-backed securities and at the 
same time betting against them.

The report lists four major causes 
for the financial sector collapse:

• Lenders introduced greater 
amounts of risk by selling complex 

home loan derivatives rife with high 
risk and poor underwriting.

• Credit-rating agencies listed 
mortgage investments as safe 
investments when they knew they 
weren’t.

• Federal banking regulators “stood 
on the sidelines” as large financial 
institutions invested in these risky 
mortgage-backed securities.

• Investment banks added to the 
risk by creating unregulated swaps 
that allowed investors to bet on 
the failure of the mortgage-backed 
securities.

In June, J.P. Morgan Chase & Co. 
agreed to a $153.6 million settlement 
with the U.S. Securities and Exchange 
Commission on charges that it misled 
investors about the due diligence 
provided for housing market related 
securities that it sold to investors. 

Goldman Sachs settled similar 
charges from the SEC for a record 
$550 million in 2010.

“The case study examines in detail 
four collateralized debt obligations 
that Goldman constructed and 
sold called Hudson 1, Anderson, 
Timberwolf and Abacus 2007-AC1. 
In some cases, Goldman transferred 
risky assets from its own inventory 
into these CDOs; in others, it included 
poor quality assets that were likely to 
lose value or not perform. Goldman’s 
short position was in direct opposition 
to the clients to whom it was selling 
the CDO securities, yet it failed to 
disclose the size and nature of its 
short position while marketing those 
securities,” according to the Senate 
report.

The Senate committee report calls 
on regulators to implement several 

measures to forestall any more 
investment bank abuses.

Those measures include reviewing 
structured financial transactions, 
limiting proprietary trading 
exceptions, designing strong conflict-
of-interest prohibitions and studying 
the role of federally insured banks in 
designing, marketing and investing in 
structured financial products.

And June’s settlement from J.P. 
Morgan isn’t the end of the story. 
Many observers think that more 
Federal Deposit Insurance Corp. 
consent orders are going to be 
issued for a host of banks that find 
themselves in distress; that and there 
will be more investor class-action 
lawsuits.

But perhaps the biggest fault for 
this fiasco lies with Congress itself. 
It was the U.S. Congress in the 
space of three years that repealed 
Glass-Steagall, barred the federal 
regulation of swaps and encouraged 
the retention of securitized mortgages 
with investment-grade ratings

“I just have to believe another 
shoe or shoes are going to drop 
here,” Ironshore’s Kelley said. “The 
government doesn’t want to see a lot 

“IT WASN’T UNCOMMON FOR 
US TO HAVE 60 PERCENT TO 
70 PERCENT OF A FORTUNE 

2000 ACCOUNT AND OUR GOAL 
ALWAYS WAS TO TRY AND 

CROSS-SELL MORE INTO THAT 
ACCOUNT.”

—Kevin Kelley, CEO, specialty 
insurer Ironshore

Take a look at the Securities and Exchange Commission fi lings of software companies and its easy to see 
why legal costs related to the defense of intellectual property are a tremendous expense. Those legal costs 
also include the cost of defending a software company against allegations of intellectual property theft. 
Education of consumers and foreign nations, particularly China, on the pifalls of IT theft are important 
uses risk management dollars.
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Financial sector risk management has been tossed and shaken. Carriers no longer want large chunks of this business on 
their own and there is still plenty of unease on the part of regional banks with a weak underlying economy and regulators 
breathing down their necks.

Company Name Chief Risk Officer 2010 Revenue  Broker  Employees Captives

Company Name Risk Exposure: Risk Strategies: 

Adriaan Schieferdecker, 
Senior Vice President, Corporate 
Treasurer

Patricia Murnane, 
Director, Corporate Risk & 
Insurance Department

Catherine Bennett, 
Assistant Vice President, 
Corporate Risk Management
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MetLife is exposed to interest rate risk, foreign currency 
risk, credit risk and equity market risk.

Deutsche Bank holds regulatory capital against credit risk, 
market risk and operational risk.

The company is subject to a number of political, economic, 
legal, operational, franchise and other risks as a result of 
its international operations.

Bank of America cites extensive risks, including the credit 
risk, liquidity risk and the risks of its acquisitions. The 
success or lack thereof of its acquisitions of Merrill Lynch 
and Countrywide it counts as significant risks.

AIG held $46.6 billion in state and municipal bonds at 
year-end 2010. Public sector budget crises put these 
investments at risk.

Part of Bank of America’s strategic risk management 
approach is to subject material acquisitions or capital 
actions to board review and approval.

Placement of reinsurance is done primarily on an 
automatic risk basis and also on a facultative basis for 
risks with specific characteristics.

Deutsche Bank engages in strict underwriting standards, 
active concentration risk management and strategies 
including collateral, hedging, netting and credit support 
arrangements.

Morgan Stanley’s liquidity and funding risk management 
network is designed to help ensure that the company fulfills 
its financial obligations and to support the execution of its 
business strategies.

AIG conducts risk management functions through its 
enterprise risk management department in conjunction 
with its business units, asset  management groups and 
treasury department.

Frank Lagerstedt, Executive 
Director, Risk & Insurance 
Management Department
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of litigation in this area but I think 
you can’t have a meltdown of that size 
without some litigation cost.”

Meantime, the cost of insurance for 
distressed community banks is already 
prohibitively expensive, Lockton’s 
DiLullo said. “I would say for banks 
that are in distress it can be very 
expensive, it can be multiples of what 
they paid in the past,” DiLullo said.

For insurers who want a piece 
of the business of larger banks, 
going very carefully is now the 
way, Ironshore’s Kelley said. The 
syndication model, with a number 
of underwriters sharing the risk as 
opposed to just a few, is the way now.

Kelley points to the success of 
Lloyd’s of London, which in this soft 
market has seen double-digit growth in 
its combined syndicates.

“Their growth rate over the last 
three years is in the 25-plus range 
and that is in a market that has, as 
you know, been soft on the insurance 
side, so that is certification of what we 
believe to be this trend,” Kelley said.

DAN REYNOLDS is senior editor of 

Risk & Insurance®. He can be reached at 

dreynolds@lrp.com.
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