UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON. D.C. 20548

Orvizion of August 5, 1991

:ani"onAﬂoN FiriaC¥

The Bonorable Don J. Pgsase

United States House of Representatives
2410 Rayburn Building

_Washington, D.C. 20515

Re: lloyd's of London
Dear Cohgressman Pease:

_ " 1 have been asked to respond to your letter of June 20,51991
in which you ask certain questions pertaining to a letter you '
received from one of your constituents, Mr. John Steiner Roby,

Mr. Roby's letter concerns the solicitation of American citizens
TO becouite paxsicipanta in TAuyd’e of London ("T1ovyd's") bV
becoming Names, and the subsequent losses of those wuo pecome:
Namos.
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typical U.S. insurance company. There are three basic compdnents
of Lloyd's. Flrst is Lloyd's itself ("Lloyd's") which is not a
corpany but rather an insurance marketplace at which individuals
conduct separate insurance undervwriting businesses. The second
conponsnt Jw the Corvoratian nf 1loyd's, whose sole function is
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neouncil™) which is the body charged with fegulating tne Entice
Iloyd‘s structure. The individuals who comprise l1.loyd's, called
"Mombers" or "Names", conduct their underwriting business
ex<lusively through “Members' Agents". All Members nust be
elected to thelr memberships by the Ccouncil and must be sponsored

by twn other Members. All of a Member's vnderwriting business at
L.loyd's is conducted purcuant Tto A standard Agency Agresmnnt with

.. ttembexre! Anent. The Agency Agreement grants the Members'
Agant continuing authority to CONAuUCL Tihé éemdIz’s vi:dmawrriting

business, including accepting risks and effecting reinsurance,
collecting all premiums due the Member, and paying all
liahilities and other obligations of a Member. In essence, a
Mcnber delegates complete control of his affaira to the Members'

AYens Gad Lioo Ro—les wmay tave nn part in the day-to-da business.
The Members' Agent axercises virtually CompleLeyuuuLLOX ovie =

Mcmbers' syndicate participation. Finally, the active insurance
underwriters at the end of the chain are principals or employecs
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of "Vanaging Agents", which are U.X. corporations or partnerchips
approved by the Council to accept insurance risks at Lloyd's.

Managing agents are either also Members' Agents or are the agents
of such Members' Agents.

Your first question is whether there is any regulation‘of
Tloyd's anlticitatrian aof participatinne in the IIntted States. ' The

staff of the Commission's Division of Corporation Finance has had
discussions on two occaslons with lLloyd's concerning the

arnnlisahility AP $hA Caritribda~ ARk A€ 1023 (bha NO i tadaa
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Act"™) to the solicitation of U.s. Citizens to participate in ,
Lloyd's. It is the Division's position that the solicitation of

participations involves the sale of a security, with the issuer
af that sacurity hoaing tho particnlar Meamkore! Agant inwelecd.
aLcuidlinygly, dDuChh U.S5. Sdales woulQ be supject TO ail Ot the

provicions of the fecuritieas Act and the Fxchangm Ant, ey, n\:,rrrJ
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discussions, it was determined that if the ¥onmbers' Agents :
sell--irod-participations—in-eccordsnce with the procedures
propozed by Lloyd's counsel (an offering struclure intended to
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the issues raised by Mr. Roby and others, the staff may consider
whether the actions of Members' Agents were consistent with the

earlier representations of counsel and whether further acticn is
appropriate.

Your second question is whether the participations in
Lloyd's are analogous to partnerships and what regulations apply
to those types of investments. While Lloyd's participations do
more,cloself resemble general partnership interests than they do
other securities, such as shares of common stock, they are quite
unique investments. For example, they may only be held by
individuals, they are not transferable, even under the laws of
descent and distribution, and the liability thereunder is
unlimited although no Name is liable for the "share" of other
Names, There 1s no existing precedent as to whether Lloyd's
participations are sccurities but, as was pointed out above, the
Division of Corporation Finance belleves they are securities and
as such are subject to the provisions of the Federal securitles
laws in the same manner and to the same extent as more
conventional securities.

Finally, you ask whether U.S. participants in Lloyd's
propsrly can obtain venue in litjgation 2against Iloyd's in the
United States. Your constituent asserted that litigation against

Lloyd's in the Upited States has been terminated as not being
properly venited. Wa ara nnt awara of the 1itigatinn +a which
your constituent refers, although it may involve a causa of
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artion outside the Federal securities laws. however, BuyjELL v
cortain limitations and conditions, the provisions of the Federal
sccurities laws generally are as applicable to the sales of
foreign securities (including participations in Lloyd's) in the

United States as they are to the sales of domestic securities.

: I hopes that ths abovs material will be nhelpful in recponding
to your constituent's concerns. If you have any further ’
questions, please do not hesitate to contact me.

Sincerely,
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Mary E. T. Beach .
Senior Associate Director



