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  Now Featured on SNLi

Russell announces preliminary 
additions, deletions to Russell 3000 
and Russell Microcap

Russell Investment Group announced its preliminary lists of 
companies that have been added to or deleted from the Russell 
3000 Index and the Russell Microcap Index.

http://www.snl.com/interactivex/article.aspx?Id=4381672

If you experience difficulties or have any questions, please e-mail 
us at support@snl.com or call us at 888-275-2822.

The shell sell
mailto:tschoenvogel@snl.comby Thames Schoenvogel

As one consultant told SNL, there’s always been a market for the 
sale of shell insurance companies. With that in mind, SNL delved 
into the reasons behind these transactions, how regulators view shell 
deals and what impact the new Bermuda class of reinsurers may 
have on the M&A market for shells.

The most basic reason that companies look to acquire shell insur-
ance companies is the speed at which a company can enter a new 
state, according to several experts that SNL questioned. 

“I always advise clients that they should buy a shell rather 
than start a company de novo, and the reason is because it’s a lot 
quicker,” explained Robert Shapiro, an attorney with Jorden Burt 
LLP who often provides legal services on such insurance transac-
tions. Shapiro said that it probably takes a minimum of one year 
from start to finish to open a new company because of the approval 
process with regulators. In comparison, he said that he generally 
tells clients who are acquiring a shell business to assume the process 
will take 90 days, with some states often providing approval in as 
little as six weeks. 

David Schofield and Jason Murgio, principals with Merger & 
Acquisition Services, told SNL that the purchase of insurance shell 
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http://www.snl.com/interactivex/snapshot.aspx?id=103330American International Group Inc.  AIG
Close: $59.47 -0.40 (-0.7%) Vol: 5,332,200 (74% of Avg.)
Moody’s on June 19 assigned its Aa2 rating to $750 million of three-
year floating rate notes being issued by American International 
Group Inc.

Proceeds from the transaction will be used for AIG’s matched 
investment program. AIG is offering the notes only to qualified 
institutional buyers under Rule 144A of the Securities Act of 1933, 
according to Moody’s. 

The rating outlook is stable.

The agency said that AIG’s ratings reflect its leading market positions 
in all major business segments, its broad business and geographic 
diversification, its strong earnings and cash flows, and its excellent 
financial flexibility. These strengths are tempered by the intrinsic 
volatility in certain general insurance and financial services business 
units, and by the significant volume of spread-based investment 
business within the asset-management segment.

The stable rating outlook reflects Moody’s view that AIG will remain 
a leader in worldwide insurance and financial services.

http://www.snl.com/interactivex/feedback.aspx?Id=4382092&Action=estory� E-mail this story.

http://www.snl.com/interactivex/snapshot.aspx?id=4090153Assurant Inc.  AIZ
Close: $47.05 +0.23 (+0.5%) Vol: 542,200 (84% of Avg.)
A.M. Best on June 19 affirmed the financial strength ratings of A and 
A- and issuer credit ratings of “a” and “a-” of Assurant Inc.’s life/health 
units.

Concurrently, A.M. Best affirmed the rating of “bbb” on the compa-
ny’s senior debt and AMB-2 designation for its commercial paper 
program.

The outlook for all ratings is stable.

continued on page 2

Aon warns of collapsing 
railroad liability market

mailto:bfortney@snl.comby Bree Fortney

Presenting at U.S. House panel hearings, Aon Risk Services Inc., a 
unit of Aon Corp., said that the railroad liability market is in danger 
of collapsing should a catastrophic loss involving terrorism or the 
release of dangerous chemicals occur, BestWire reported June 19. 

At the hearings, which were intended to investigate surface 
transportation of hazardous materials, Aon said that over the past 
five years global capacity for North American rail liability risks 
decreased from $1.5 billion to $1 billion, while liability insur-
ance premiums recently jumped. According to the Association of 
American Railroads, as reported by BestWire, highly hazardous 
commodities encompass 0.3% of total carloads but account for half 
of the railroads’ total insurance costs.

According to the publication, Aon said insurers reserved $600 
million for rail-related catastrophic liability losses over the past 
10 years but have only collected $300 million in premiums for the 
exposure. Loss trends like these have driven carriers to exit the 
North American rail business, the news service reported. 

“We are always in search of new, additional capacity to replace 

http://www.snl.com/interactivex/snapshot.aspx?id=103330
http://www.snl.com/interactivex/feedback.aspx?Id=4382092&Action=estory
http://www.snl.com/interactivex/snapshot.aspx?id=4090153
http://www.snl.com/interactivex/article.aspx?Id=4381672
mailto:tschoenvogel@snl.com
mailto:bfortney@snl.com
Jeff
Highlight



One SNL Plaza, P.O. Box 2124, Charlottesville, VA 22902   Phone: 434.977.1600   News fax: 434.293.0407   snl.com
© 2006, SNL Financial LC. All Rights Reserved. Proprietary and Confidential. Use limited and subject to SNL license.

Tuesday, June 20, 2006

Page 2

SNLFinancial 

companies is particularly attractive to companies looking to expand 
into several states. While noting that even entrance into one state 
can be difficult, depending on the state, Murgio and Schofield said 
that expanding into several states can take a great deal of time if the 
insurer does not look to buy a shell company.

As Shapiro explained, once an insurer has become licensed in its 
domiciliary state, many other states will not consider an application 
from that company until it has been in business for several years 
and can provide annual statements. “You might be able to get up 
and running in the state you form in, in your domestic state, but 
you wouldn’t be able to do business in other states for two or three 
years anyway,” he said. Further, Shapiro said that it often takes state 
insurance departments very long periods of time to actually provide 
a license, adding that he has heard insurance departments claim a 
10-year backlog. 

According to Murgio, the sellers of the shell companies are typi-
cally either large companies that have excess statutory entities and 
are looking to monetize the value of the licenses, or are companies 
that may have gone into runoff. As Andrew Barile of Andrew 
Barile Consulting Corp. Inc. pointed out, a merger like the St. Paul 
Travelers Cos. deal resulted in one massive parent with many insur-
ance units — and licenses — that it didn’t need.

So how do regulators feel about these transactions? Everyone that 
SNL spoke with indicated that regulators tend to feel no differently 
about the sale of insurance shells than they do about the formation 
of a new company. Barile told SNL that as it is a regulator’s goal to 
get more business in his or her state, the regulator traditionally is no 
less enthused by a shell sale. 

And, as Schofield explained, regulators are examining the same 
criteria when considering an application for the acquisition of a shell 
insurance company as they are when considering an application for 
a de novo company. Shapiro said that regulators are essentially ask-
ing the same questions to startups and the buyers of shell companies, 
with a particular focus on the backgrounds of people involved and 
the funding.

“They are involved as much on a shell transaction as they are on a 
going concern, large transaction,” Schofield also said. “They look at 
the background of the buyer, what their business plan is, what they 
plan to do in the state. All of the same criteria apply.”

“Now as far as the actual work done by the regulator, to me, 
doing the shell approval process and doing the licensing process to 
start a brand new company from scratch is pretty similar,” Barile 
added. “In other words, you still need a good board of directors of 
people who have impeccable credentials. You still need a business 
plan. You still need a distribution system, a product that you’re 
going to write.”

SNL’s experts also all seemed to be essentially on the same page 
when asked whether they have seen any sort of long-term decline 
or increase in the number of these transactions. While several of 
them mentioned specific factors that in the past have led to a short-
term increase in shell interest, they seemed to agree that they have 
seen no fixed decline or increase in the number of shell deals being 
completed.

“I would say it has remained pretty steady with the exception 
of some world events that have transpired or new legislation, for 
example, in the life and health sector,” M&A Services’ Murgio said. 
“I’ve seen a real upturn in acquiring life and health shells due to the 
Medicare Part D program.” He added that his firm also saw greater 
interest from nonadmitted surplus lines companies after Hurricanes 
Katrina and Wilma. “So, those types of events have really had a 
lot of companies turn to acquire properties because they want to 
capitalize on the market opportunity now rather than wait for the 
licensing,” he added.

Murgio and Barile also both mentioned the Bermuda players as 
common buyers of shell insurance companies, and Barile noted that 
he expects more interest as the new class of Bermuda reinsurers 
begin to consider shell acquisitions. That class, of course, includes 
Harbor Point Re Ltd., New Castle Reinsurance Co. Ltd., Amlin 
Bermuda Ltd., Ariel Reinsurance Co. Ltd. and Lancashire Insurance 
Co. 

Barile explained that the Bermuda holding companies often buy 
shells because “they start realizing that they need to infiltrate their 
business once they get over the initial hurdle of their initial business 
plan.”

“There’s going to be a bit more interest because we started with 
11 players in Bermuda basically that are all going to be looking at 
buying shells, so we have more this time around than we had after 
Hurricane Andrew last time,” he added. 

Let the Bermuda buying begin. 

COMPANIES REFERENCED IN THIS ARTICLE:

http://www.snl.com/interactivex/snapshot.aspx?id=4111111Amlin Bermuda Ltd.  

http://www.snl.com/interactivex/snapshot.aspx?id=4111296Ariel Reinsurance Co. Ltd.  

http://www.snl.com/interactivex/snapshot.aspx?id=4111285Harbor Point Re Ltd.  

http://www.snl.com/interactivex/snapshot.aspx?id=4111292Lancashire Insurance Co.  

http://www.snl.com/interactivex/snapshot.aspx?id=4108507New Castle Reinsurance Co. Ltd.  
http://www.snl.com/interactivex/feedback.aspx?Id=4360280&Action=estory� E-mail this story.

The shell sell continued

Aon continued

underwriters who exit the rail liability market,” James Beardsley, 
managing director of Aon’s national rail transportation practice, 
told the subcommittee, according to BestWire. “At this point in 
time, there are not many options open to replace waning capacity. 
One more catastrophic loss could collapse the available structure of 
risk transfer completely.”

As a result of the perceived crisis, commercial freight carriers have 
been turning to federal legislation to limit their liability exposure, 
reduce their common carrier obligations or establish some form of 
federal fund to defray costs associated with their liability, BestWire 
reported. 

Yet the debate continues as some, such as Rep. Earl Pomeroy, D-
N.D., feel the burden should rest on the rail industry. “I think these 
are costs that ought be borne by the (rail) industry and priced into 
what they charge for carrying hazardous products,” Pomeroy said, 
according to BestWire.     

COMPANIES REFERENCED IN THIS ARTICLE:

http://www.snl.com/interactivex/snapshot.aspx?id=103317Aon Corp.  AOC
Close: $34.25 +0.03 (+0.1%) Vol: 1,492,600 (85% of Avg.)

Aon Risk Services Inc.  
http://www.snl.com/interactivex/feedback.aspx?Id=4382451&Action=estory� E-mail this story.
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