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NEWS YOU CAN USE
While we can’t turn bad news into good and are often hard pressed to
find the ‘good’ in the news of the day, we can offer our readers
solutions and actionable information – in other words – news they
can use.

We are pleased to announce that Brian Ruane, our Real Estate and
Hotel Practice Co-Director, is leading Willis’ newly formed Distressed
Asset Practice. We lead with an article on this new effort that
integrates the best of Willis Practices and resources to address the
myriad of risk management issues surrounding this topic.

In this issue of Views, you will of course find our regular market update
on the continuing soft market, which remains the bright spot for real
estate and hotel companies in this extended economic conundrum.

“Spill Recovery” should be of interest to real estate or hotel companies
in Gulf Coast areas, as will our hurricane update.

On everyone’s mind is the new Healthcare Reform Act and the Willis
Human Capital Practice continues to offer guidance and advice in
“Understanding Health Care Reform.”

In “Hotel Industry State of the Market” we take a look at that
industry’s current difficult financial metrics while articulating
solutions to exposures that, left unattended, can impact net operating
income (NOI).

In this edition we also look at the potential severity of injury that can
be sustained by employees and third-party contract employees due to
falls from heights while accessing building rooftops, and the proposed
OSHA regulations promulgated to reduce this exposure that can have
significant financial consequences for real estate owners and
managers.

We welcome your comments and suggestions for future articles.

Brian Ruane & Steve Sachs
National Practice Leaders

Real Estate & Hotel Practice
Willis North America
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DISTRESSED
ASSETS
A press release announcing the formation of Willis’ Distressed
Assets Practice was issued June 17 at the conclusion of our first
seminar on this topic, which was held in New York. We will be
conducting similar seminars in many cities nationwide. 

Willis is the first insurance broker to identify the opportunities in
this emerging part of the real estate industry and to form a Practice
dedicated to serving the many risk management needs of those firms
who may be acquiring distressed assets.

The Practice is essentially a joint venture among many of our
industry practices: Real Estate and Hotel, Property and Casualty,
Financial Services, Construction, Environmental, Executive Risks
and M&A. Depending on the needs in a given transaction involving
distressed assets, some or all of these Practices may be called upon to
create solutions for owners and investors.

Many of these assets were purchased with substantial leverage and at
historically low cap rates. Buyers anticipated a stronger economy
that would allow them to raise rental rates and increase occupancy.
The recession has rendered many of these projections overly
optimistic. 

There is some confusion about what constitutes a
distressed asset. The term does not necessarily suggest
that a property is physically distressed or in some degree
of disrepair. Generally there are three categories: 1)
Lender real estate-owned REO, 2) Property in foreclosure
and 3) Property that is financially distressed suggesting
in default of loans or in imminent threat of default.

In addition, many of the loans on these
properties will be coming due, an estimated
$1.4 trillion in the next five years, and a large
number of the assets have loan balances that
exceed their market value.

We originally planned on launching this
initiative in April of 2009. The expected level
of activity, with assets moving to new owners
and back to financial institutions, did not
materialize last year. We believe that it is
likely the number of distressed assets moving
to special servicers, financial institutions,
receivers, asset managers and new owners
will increase in the coming years for the
following reasons:

� As indicated, between now and 2014, $1.4
trillion in commercial real estate loans
must be refinanced, and in many cases,
the loan amount exceeds the market
value since property values have declined
by an average of 42% from their high in
2007. As these loans come due and need
to be refinanced, some borrowers will be
unable or unwilling to contribute the
additional capital required to secure the
necessary financing. 

� Because of higher vacancy rates than
expected when loans were negotiated and
the inability to raise rents because of the
recession, some borrowers are unable to
fund their debt despite interest rates
which are at historically low levels. Many
loans are tied to LIBOR rates which are
historically low. While this has helped
many properties get through these
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difficult times, not all are able to fund their debt due to the
severity of the economic downturn. Hotels have been hurt
particularly hard by the economic downturn. 

� Lenders sold only $2 billion of distressed assets in the fourth
quarter of 2009. In 2009 $248 billion in maturing
commercial mortgages were given one-year extensions. 

Many banks have engaged in a practice referred to as
"extend, amend and pretend," suggesting they are simply
extending the loan term on many mortgages. We suspect
that this practice will begin to slow to some degree in the
coming years, as bank regulators are becoming concerned
with the practice unless it is done judiciously and with the
approval of the bank board, according to a recent Wall Street
Journal article.1

� There is a substantial amount of money on the sidelines
waiting to be invested in distressed assets. Some of the deals
that are being done are transacted off-market, and a large
amount of this capital has not been put to use due to the
disconnect between ask and bid prices. We see that gap
closing, which, we believe, will facilitate deals.

Stuart Tanz of a new Blind Pool REIT, Retail Opportunity Fund,
was quoted recently as stating, “I believe there is a lot of money
on the sidelines earmarked to buy distressed property.”2

Private equity firms, sovereign wealth funds, foreign investors,
REITS, and institutional investors are all potential investors in
this emerging area. Estimates suggest up to $250 billion is on the
sidelines waiting to be invested. Reuters reports up to 12
property IPOs are waiting in the wings. Some REITS have been
formed strictly to invest in distressed assets and existing REITS
are becoming active investors.

Fortress Investment Group, a private equity firm that recently
purchased a special servicer, CW Capital, is a recent example of a
firm that hopes to take advantage of opportunities in distressed
assets. A Wall Street Journal article indicated Fortress
investment in CW Capital “highlights the opportunities
distressed investors see in sagging commercial property markets
around the globe.”3

We believe our ability to measure and identify all aspects of
property and casualty risk, negotiate aggressively and quickly for
the best price and coverage, use our Loan Protector, Forced Place
and Mortgage Impairment Programs for Financial Institutions,
use the services and expertise of our Construction Practice
particularly on "busted" or incomplete projects and to assess
potential design and defect exposure that may inure, assess
environmental risk and deliver appropriate solutions all in a
coordinated and seamless manner makes us the broker of choice

for this emerging trend in the real estate and
hotel industries. 

MARKET
TRENDS
UPDATE
The insurance market continues soft for most
buyers. We have seen recent evidence that the
casualty market is becoming particularly
competitive.

Market Scout reports average rate decreases
of between 3 and 4% this year.

The market remains a buyer’s market for
most accounts because:

� The industry is very well capitalized. 

• Industry surplus is now at $540
billion, an increase of $29 billion ($2
billion in the first quarter of this year).

• Some industry analysts, including Jay
Gelb of Barclays Capital, believe that
the industry may be overcapitalized by
as much as 20%. Gelb believes it is
overcapitalized by $100 billion.  

• According to Robert Hartwig, the
president of Insurance Information
Institute, “The industry capacity is
within 1% of its all-time high only one
year after reaching its crisis low.
Fundamentally the property and
casualty insurance industry remains
quite strong financially with capital
adequacy ratios remaining high
relative to long term historical
averages.”

• The Property and Casualty industry
had net income after taxes of $8.86
billion in the first quarter, a gain of
$10.19 billion when compared to last
year's first qufarter loss of $1.33
billion.  Net investment gains powered
this significant increase.  
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SPILL RECOVERY 
In order for a real estate or hospitality entity to attempt to recover financially from a
catastrophic event, one of the first critical steps for recovery is to fully understand how this
event impacted the business and then properly measure this impact. In the event that the
catastrophe may be covered by insurance, assistance from your insurance broker, as well
as other consultants, in advising about coverage and assisting in managing the claim is
vital. However, whether insurance is involved or not, the damages incurred will need to be
measured and documented.

The following suggestions on how to achieve a recovery following a catastrophic event
have been provided courtesy of RWH Myers & Company, LLC, a leading business
interruption claim preparation firm. These suggestions are not necessarily meant to be all
inclusive, but are at least a good starting point.

The overall objective for an organization impacted by the Gulf oil spill is a full recovery
of resulting economic damages. It has been stated that all legitimate claims resulting
from the oil spill will be paid.

Hospitality and real estate businesses may see lost profits, reduced revenues and/or
increased operating costs all stemming from the oil spill. Preparing an effective
economic damage assessment begins with identifying the potential loss exposures by
thinking of and exhausting all aspects of how the spill has affected revenues 
and costs.

Three primary variables make up a calculation of economic damages – time, revenues
impact and expenses impact, the period of time operations or services are affected will
determine the loss period. Various revenue streams may be affected by pricing and/or
volume. Reduction in operating expenses or increased operating costs during the loss
period will also need to be considered in determining the net economic loss.

Generally speaking there are two methods to calculate lost profits. The first is to project
revenues as if the loss did not occur using a base period to forecast during the loss

Generally speaking there
are two methods to 
calculate lost profits. 
The first is to project 
revenues as if the loss
did not occur using a
base period to forecast
during the loss period.
Base periods should 
consider the experience
of the entity before the
loss and the probable 
experience thereafter
had no loss occurred. 
The second method is to
maintain a specific listing
of lost revenues, sales
orders, contracts or 
customers. This listing
will provide a framework
for the lost profits claim.

� The July reinsurance treaties saw decreases in rates despite
catastrophe losses in Chile, storm losses in Australia and France
and the earthquake in Haiti. 

Some industry observers believe that the industry could see an
increase in rates if the 2010 hurricane season is as active as
predicted. Both the National Oceanic and Atmospheric
Administration (NOAA) and Colorado State University predict a
“very active season.” Colorado State predicts “5 major storms” this
season.  Historically, active hurricane seasons or other major surplus
depleting events have turned the market hard.

However, it should be noted that, as stated in an article in Business
Insurance, “FM Global believes insurers have sufficient
capitalization to withstand a potentially strong season.” Thomas
Motamed, chairman and CEO of CNA, echoed these sentiments by
stating, “The big companies with strong balance sheets can afford to
take some hits.”4

Those who believe the industry may be
overcapitalized by as much as $100 billion do
not believe that a reoccurrence of the active
hurricane seasons of 2004 and 2005, which
totaled between $60 and $80 billion in losses,
would turn the market. 

We believe, barring an unprecedented
insurance event or series of events that
deplete surplus by approximately $100 billion
or more, nothing will change the current
dynamic, which is that for most buyers pricing
will remain competitive. Individual risk
characteristics, including exposure to natural
and man-made catastrophes and loss
experience, will directly impact pricing for
specific risks. 



period. Base periods should consider the
experience of the entity before the loss and the
probable experience thereafter had no loss
occurred. The second method is to maintain a
specific listing of lost revenues, sales orders,
contracts or customers. This listing will provide a
framework for the lost profits claim.

Special considerations with lost profit calculations
may include companies with tremendous growth
factors, entities with little or no historical
operating data, start-up operations, companies
that operate at a net loss and seasonality. Each of
these examples may require special knowledge of
how best to support a loss calculation.

A business needs a plan of action that includes
proactive management to simplify the process.
This plan should include organizing your team,
development of damage calculations and
supporting documentation, an internal approval
process for submissions, a coordination of
communications with external parties and a
negotiation team to assess proposed settlements.
A loss accounting firm specializing in this area
may be useful throughout this process.

A requirement for success is a well-documented
and supported business case submission. This
submission is a key negotiating tool that helps
expedite interim cash payments and the ultimate
settlement. It will establish credibility and
demonstrate the legitimacy of the economic
damages incurred. A good sound presentation has
several key components including a narrative
providing the factual background, an overall
summary of the monetary damages, detailed
supporting calculations of each amount appearing
in the summary, and source documentation.
Accounting books and records prepared during
the normal course of business combined with
specific industry publications and statistics are
typical supporting records.

Proactive management of the economic damages recovery
process will help ensure cash flow with partial payments and
ultimately a fair total recovery for the business. The process can
be accelerated to achieve economic recovery while minimizing
any unnecessary effort for the business.

For more information, contact your Willis representative or David
J. Passman, Senior Vice President, National Director National
Property Claims, Strategic Outcomes Practice at 212 915 8330,
david.passman@willis.com.

UNDERSTANDING
HEALTH CARE
REFORM
WHY WILL EMPLOYERS 
KEEP PROVIDING 
MEDICAL BENEFITS?
As employers consider the first few pieces of health care reform
regulatory guidance and evaluate general implementation
strategies, the time is right for consideration of broader policy
reasons regarding employer-provided benefits.  For example,
many employers have posed the question: Why should we bother
to sponsor medical benefits programs once the pay-or-play
mandates take effect in 2014?  

The simple answer is:  For the same reasons you offered medical
benefits before. And that reason encompasses a lot of other very
good reasons. Employers don’t typically offer benefits out of a
purely financial calculation.  They do so to demonstrate how
important their workers are, to be competitive with other firms,
to allow employees to focus on work, free from wondering how
or if their medical needs will be taken care of, because they want
their employees to be healthy and therefore, productive, and
because employers know that they can provide a better product
through their analysis than employees can procure individually.

WWiilllliiss  North America • 07/105
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It is the last point that seems to be questioned most – if the new government insurance
“exchanges” operate as expected and individuals can get their own coverage that meets certain
parameters – why would employers still offer coverage?  Although the other rationales remain
valid, there is a big difference that appears to have gotten lost in the rhetoric of the debate –
employer provided medical benefits currently come with a tax break not generally available with
individual coverage. That makes employer-provided benefits more attractive than straight cash
compensation.    (Whether tax benefits for health coverage permanently survive represents a hot
political issue that Congress will closely examine, but at least for now those protections remain
locked in place.) 

For example, if we use the current top bracket of 35% (ignoring the higher rates at lower incomes
caused by the phase out of deductions and exclusions) and a state bracket of 5% (relatively in the
middle of the pack) we can see that for an individual in the top bracket to be able to purchase his
or her own health insurance that might cost $8,000, that person would have to earn
approximately $13,333 to pay for that benefit on an after-tax basis. So, employers are able to
deliver over $13,000 in benefits for $8,000.  

That is still a good deal and one that employers may not want to abandon.  Since many
economists and other commentators are expecting tax rates to rise (indeed, just the expiration
of the Bush tax cuts will result in a top bracket of 39.6% plus the health care
laws new tax hikes (e.g., 0.9% Medicare tax and the 3.8% tax on unearned
income) the federal tax rate will easily exceed 40% on its own, making the
provision of employer-provided benefits even more tax efficient.  Since tax
rates are likely to go even higher as the country struggles with the deficit, the
stated calculus becomes even more powerful.

For a more detailed consideration of this and related health care reform
issues, please contact your Willis representative and schedule a meeting.

TOOLS
The Willis Human Capital Practice offers a broad array of Health Care
Reform-related tools, publications and presentations.  We invite you to click
here to review the archive of available information.  Our site will be updated
regularly as new developments occur and new guidance is published, so
please check back often.

HOTEL INDUSTRY
STATE OF THE MARKET
The hotel industry is recovering from one of its worst periods of all time. It will take a few years
for the industry to recover to 2007 levels for the key industry metrics of Revenue Per Available
Room (RevPar), Occupancy Percentage and Average Daily Room Rate (ADR). The president of
Westmont Hospitality Group Majid Mangalji stated, “Despite positive numbers in the first
quarter it is going to take three years for the industry to fully recover to 2007 levels.” Mark
Hoplamazian of Hyatt Hotels Corp said, “The year-over-year comparisons look fantastic, but we
are comparing [them to] one of the worst periods of the entire industry's history.” 

PKF Hospitality Research forecasts a 1.7% growth in RevPar, but profits will contract another
1.4% this year. PKF predicts occupancy levels to increase 3.4% this year. Smith Travel Research
is predicting an increase of 3.6% in occupancy percentage up to 56.7%. The long-term industry
average for occupancy percentage is 63% and the breakeven percentage varies from property 
to property. 

continued on page 7

The New York Times, in an article
published on July 6 reported:
"Trustwave, a data security
consulting firm, found that 38
percent of the credit card hacking
cases last year involved the hotel
industry.”5 Anthony Roman, a
private security investigator with
extensive experience in the hotel
industry, quoted in the same article,
stated, "We are seeing thousands
and thousands of credit cards being
hacked out of hotel systems. So I
would say the industry is not doing
incredibly well on this."

http://www.willis.com/Client_Solutions/Services/Employee_Benefits/Publications/
http://www.willis.com/Client_Solutions/Services/Employee_Benefits/Publications/


PKF predicts a drop of 1.6% for ADR, while Smith Travel Research sees this number as being flat for the year. 

Regardless of whose predictions are more accurate, the bottom line is that there is pressure on the bottom line. We
know that insurance is a significant portion of the expenses incurred by the hotel industry, and we are working hard to
manage and lower those costs by negotiating aggressively on premium, managing the claim process as effectively and
expeditiously as possible and obtaining the broadest cover. 

We are constantly evaluating our hotel clients’ exposures to loss. Some of these exposures, such as Cyber,
Environmental and Employment Practices Liability are coverages many hotels do not purchase. We believe it is
important to identify the risk and assess the degree to which it is controlled, managed, retained and/or transferred to
the professional risk bearer, the insurance carrier. 

The New York Times, in an article published on July 6 reported: "Trustwave, a data security consulting firm, found that
38 percent of the credit card hacking cases last year involved the hotel industry.”5 Anthony Roman, a private security
investigator with extensive experience in the hotel industry, quoted in the same article, stated, "We are seeing thousands
and thousands of credit cards being hacked out of hotel systems. So I would say the industry is not doing incredibly well
on this."

ABC News reported that “Destination Hotels and Resorts had been victimized by an intense database attack that lasted
over three months.” Destination Hotels and Resorts last month notified customers that credit cards may have been
compromised. Cyber exposures are a threat to many hotel companies and is an exposure that needs to be identified and
managed. 

One of our clients sustained an insured Environmental loss involving mold that may result in a claim payment of
$2,000,000. Environmental insurance, we believe, is also an essential coverage for many hoteliers. 

Perhaps the most important development that could directly impact the hotel industry, long-term, was the passage of
the Healthcare Reform Bill. Our Human Capital Practice is evaluating this landmark reform package (see article on page
5) and the impact it could have on the hotel industry, and we are prepared to engage our clients in a discussion of its
potentially far-reaching impact. We were asked to speak on this issue by a large hotel industry trade association and look
forward to sharing our views with our clients and prospects. 

We understand the cost pressures hotels are experiencing in this recessionary environment. However, uncovered claims
can be a much higher cost than the premium. Assessing all risks is therefore critical to making informed decisions on the
best approach to address the many exposures hotels face. 

2010 HURRICANE SEASON 
Philip Klozbach, William Gray and their colleagues at Colorado State University (CSU) have increased their 2010
Atlantic Basin hurricane forecast from above average to very active. In CSU’s June 2, 2010 update, they predicted 18
named tropical storms and 10 hurricanes, of which 5 could be major. The probability of at least one major hurricane
(Category 3+) striking the U.S. has been set at 76% compared to the last century average of 52%. A 51% probability of a
major hurricane striking the U.S. east coast, including Florida, and the Gulf coast from the Florida panhandle to
Brownsville, Texas has also been predicted compared to their respective long-term averages of 31% and 30%. 

The following table compares the updated 2010 forecast to the 2009 actual activity and 50-year average.
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2010 (06/10) 2009 Actual 1950 – 2000 Avg.

TROPICAL STORMS 18 9 9.6

HURRICANES 10 3 5.9

MAJOR HURRICANES 5 2 2.3
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The updated forecast was based on a much warmer than normal tropical Atlantic sea surface temperatures and cooling
tropical Pacific conditions that are expected to transition into a weak La Niña condition by the mid part of the hurricane
season. El Niño conditions typically increase vertical wind sheer levels which contribute to the formation and
intensification of hurricanes in the Atlantic basis. 

The updated 2010 forecast is available by clicking here. A revised 2010 forecasts will be made on August 4. Two-week
forecasts will be issued during the peak of the hurricane season from August to October of 2010.  All forecasts will be
posted here. 

WILLIS HURRICANE TRACKING 
ADVISORY SERVICES
The Willis Hurricane Tracking and Advisory Service offers real-time, direct notification of tropical storms and
hurricanes in the Atlantic basin. Actual public advisories are sent to clients and prospects via email during tropical
cyclone development stages. Beginning when a storm is named by the National Hurricane Center (NHC), CMS will
distribute a daily event briefing each morning. For significant storms, when U.S. or Caribbean landfall appears
imminent, we will distribute multiple daily briefings.

The data includes forecasted tracking, wind speeds and landfall projections. This service is available at no charge to our
clients and prospects so they can prepare to protect their property in the event of an approaching storm. Windstorm
and flood loss prevention advice is available through your local Willis Property Risk Control Engineering
representative. Briefings are limited to storms occurring in the Atlantic and Gulf of Mexico. 

This service is administered jointly by our Strategic Outcomes Practice Property Risk Control (SOP PRC) Team and
Willis Re Cat Management Services (CMS). 2010 Willis Hurricane Tracking and Advisory Service provides a SOP
PRC Technical Advisory Bulletin detailing this service.

If you are interested in receiving this service, please contact your local Willis representative or email Dave Gluckman,
Senior PRC Consultant.

http://hurricane.atmos.colostate.edu/Forecasts/2010/june2010/jun2010.pdf
http://hurricane.atmos.colostate.edu/Forecasts/
http://www.willis.com/documents/publications/Services/Claims_Management/Hurricane_Tracking_and_Advisory_Service.pdf
mailto:david.gluckman@willis.com
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