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{SLIDE 1}

HOW COULD ANYONE SUGGEST THAT INSURANCE ISBECOMING
IRRELEVANT? ESPECIALLY AT ATIME WHEN WE CONTINUETO
ENJOY THE BENEFITS OF COVERAGE FOR LOSSES ARISING OUT OF



THE ACCEPTANCE OF COUNTERFEIT CURRENCY. AT ATIME
WHEN WE ARE SECURE IN THE KNOWLEDGE THAT IN THE EVENT
OF A BREAK-IN, WE CAN COUNT ON INSURANCE TO COVER LOSS
ARISING OUT OF DAMAGE TO FURNISHINGS, FIXTURES,
SUPPLIES AND EQUIPMENT. IN THISERA OF THE MULTIMILLION
DOLLAR DEDUCTIBLE, WE ARE FORTUNATE STILL TO HAVE
COVERAGE FOR CHECK FORGERY. CERTAINLY THESE ARE THE
RISKSWHICH WOULD OTHERWISE KEEP THE MANAGEMENT OF
GLOBAL FINANCIAL INSTITUTIONS AWAKE AT NIGHT.

HOW COULD ANYONE SUGGEST THAT INSURANCE ISBECOMING
IRRELEVANT AT ATIME WHEN SOME OF THE MOST
CATASTROPHIC LOSSESHAVE RESULTED FROM UNAUTHORIZED
ACTSCOMMITTED TO GENERATE FEES AND COMMISSIONS, AND
INSURERS HAVE CONTINUOUSLY SOUGHT TO DISTANCE
THEMSELVES FROM SUCH LOSSES. FIDELITY INSURANCE HAS,
SINCE ITSINITIAL DRAFTING, CONTINUED TO BECOME MORE AND
MORE NARROWLY DEFINED. COVERAGE WHICH ONCE APPLIED TO
CRIMINAL ACTS, WASNARROWED TO COVER ONLY DISHONEST
ACTSAND FURTHER NARROWED TO COVER ONLY DISHONEST
ACTSCOMMITTED WITH MANIFEST INTENT TO CAUSE LOSS AND
OBTAIN INDIVIDUAL FINANCIAL BENEFIT, WHICH BENEFIT WAS
IN TURN NARROWED TO EXCLUDE COMPENSATION IN THE FORM
OF SALARIES, FEES AND COMMISSIONS.

HOW COULD ANYONE SUGGEST THAT CRIME INSURANCE IS
BECOMING IRRELEVANT WHEN THE AVERAGE INDUSTRY LOSS



RATIO FOR FIDELITY HASIN RECENT YEARS DROPPED INTO THE
20 AND 30% RANGE.

IN FAIRNESS, MOST OF USREMEMBER A TIME ABOUT 12 YEARS
AGO WHEN FINANCIAL INSTITUTION CRIME INSURANCE ALMOST
CEASED TO EXIST. FORTUNATELY UNDERWRITERS FOUND A WAY
TO PRESERVE IT THROUGH RADICALLY HIGHER RETENTIONS AND
PREMIUMS, WHILE NARROWING THE SCOPE OF COVERAGE.
COULD IT BE THAT INSURERSHAVE DONE SUCH AN EXCELLENT
JOB OF PROTECTING THISCOVERAGE FROM THE POSSIBILITY OF
LOSS, THAT IT HAS, IN FACT, CEASED TO BE RELEVANT TO SOME
OF THE INSURED’S MOST CRITICAL EXPOSURES?

THE ACTIONS OF THE INSURANCE INDUSTRY ASA WHOLE, 12
YEARS AGO: SEVERELY LIMITING CAPACITY, INCREASING
RETENTIONS AND RAISING PRICES, SERVED TO STIMULATE THE
RAPID GROWTH OF THE ALTERNATIVE MARKET IN THE FORM OF
BERMUDA INSURERS, CAPTIVESETC., THE ALTERNATIVE SECTOR
ISNOW ESTIMATED TO REPRESENT APPROXIMATELY 40% OF THE
COMMERCIAL MARKET.

ARE WE AGAIN AT A POINT WHERE INSUREDS ARE DECIDING
THAT TRADITIONALLY AVAILABLE INSURANCE PRODUCTS SIMPLY
DON'T SERVE THEIR OVERALL NEEDS? | AM NOT AN ADVOCATE
OF BLENDED PROGRAMS ON A PRIMARY BASISAT THISTIME,
HOWEVER, ONE CANNOT PICK UP AN INDUSTRY PUBLICATION



WITHOUT SEEING AN ARTICLE ON SUCH PROGRAMSAND THEIR
ALLEGED PROLIFERATION.

TODAY, I'D LIKE TO SPEAK ABOUT {SLIDE 2} CHANGESIN THE
FINANCIAL SERVICE INDUSTRY AND {SLIDE 3} ABOUT THE NEW
APPROACH BEING TAKEN IN THE INDUSTRY TO THE ASSESSMENT
AND TREATMENT OF RISK. WITHIN THISCONTEXT WE CAN ALSO
REVIEW {SLIDE 4} DEVELOPMENTSIN DIRECTORS AND
OFFICERS LIABILITY COVERAGE AND {SLIDE 5} CONSIDER WHAT
STEPS THE INSURANCE INDUSTRY CAN TAKE, NOT ONLY TO KEEP
FROM BECOMING IRRELEVANT BUT TO CREATE A VALUABLE
PARTNERSHIP ROLE WITH ITSCLIENTS.

| TRIED TO FIND A STATISTIC WHICH WOULD DRAMATICALLY
ILLUSTRATE THE GROWTH OF THE FINANCIAL SERVICE

INDUSTRY AND | DID FIND ONE THAT | THINK IS STRIKING.
ACCORDING TO THE AMERICAN BANKER, {SLIDE 6} THE DEPOSITS
OF THE TOP 100 U.S. BANKSIN 1977 TOTALLED 481 BILLION
DOLLARS. IN 1997 {SLIDE 7}, THE TOTAL DEPOSITS AT JUST THE
TOP 10 U.S. BANKS, TOTALLED 787 BILLION DOLLARS.

DURING THESE TWENTY YEARS, WE HAVE EXPERIENCED
CONVERGENCE BOTH IN TERMS OF MERGERS AND LOSS OF
INSTITUTIONAL DISTINCTIONS. AT ONE LEVEL, WE HAVE SEEN
CONTINUOUS INTERSTATE BANKING ACQUISITIONSBY FIRMS,
SUCH AS, BANK ONE AND NATIONS BANK. WHILE AT THE OTHER
END OF THE SPECTRUM, WE HAVE SEEN THE ACQUISITION OF



SUCH MONEY CENTER FIRMSAS, IRVING TRUST, MANUFACTURES
HANOVER, AND CHASE.

TWENTY YEARS AGO, THE INSURANCE INDUSTRY COULD OFFER
PRODUCTS SUCH AS, THE BANKERS BLANKET BOND (FORM 24),
THE STOCKBROKERSBLANKET BOND (FORM 14), THE MORTGAGE
BANKERS BLANKET BOND, ETC. TODAY SUCH DISTINCTIONS ARE
MEANINGLESS. CERTAIN BANKS ARE EXTENSIVELY ENGAGED IN
THE SECURITIES BUSINESS BOTH HOME GROWN AND ACQUIRED.
SECURITIESFIRMSIN TURN PROVIDE BANKING SERVICES. BOTH
TYPESOF FIRMS, ASWELL ASCERTAIN INSURERS, ARE ALSO
HEAVILY INVOLVED IN TRADING BUSINESSES. WE NOT ONLY
HAVE THE TRADITIONAL PRESENCE OF SOME MANUFACTURING
FIRMSIN FINANCIAL SERVICES, SUCH AS, GENERAL ELECTRIC
AND GENERAL MOTORSBUT ALSO THE GROWING INVOLVEMENT
OF SOFTWARE MANUFACTURERSWITH FINANCIAL SERVICE
PRODUCTS AND ELECTRONIC NETWORKS: MICROSOFT, HEWLETT
PACKARD, AND INTUIT. IN ADDITION, WE SEE TRADITIONAL IN-
HOUSE OPERATIONS FUNCTIONS BEING OUTSOURCED TO
TECHNOLOGY AND CONSULTING FIRMS.

SUCH OUTSOURCING CREATES A VERY MIXED MARRIAGE, A
JOINING OF THE FIDUCIARY AND TECHNOLOGICAL CULTURES.
{SLIDE 8} IN THE TRADITIONAL FIDUCIARY, CULTURE, IF A
CLIENT ISINJURED BY THE FAILURE OF THE FIDUCIARY, THE
FIDUCIARY ISGENERALLY RESPONSIBLE. INTHE
TECHNO/CONSULTING CULTURE NO SUCH DEGREE OF



RESPONSIBILITY EXISTS. IF YOU HAVE OCCASION TO CONTRACT
WITH A SOFTWARE MANUFACTURER, THE FRONT PAGE OF THE
CONTRACT MAY INCLUDE LARGE, BOLDED, BLACK LETTERS,
STATING THAT THE MANUFACTURER DOES NOT EVEN
REPRESENT, THAT THE PRODUCT WILL SATISFY THE IMPLIED
WARRANTY TO DO THE JOB YOU ARE PURCHASING IT TO
PERFORM. SUCH OUTSOURCING AND SOFTWARE AGREEMENTS
MAY INCLUDE SOME SLAP ON THE WRIST PENALTIESBUT, UNDER
NO CIRCUMSTANCES, ISTHE VENDOR RESPONSIBLE FOR ANY
CONSEQUENTIAL LOSSTO THE FIDUCIARY AND ITSCLIENTS.
OPERATIONAL FUNCTIONS ARE DELEGATED, HOWEVER,
RESPONSIBILITY ISNOT. FROM AN UNDERWRITING PERSPECTIVE
IT CAN BE ARGUED THAT THE OUTSOURCE VENDOR CAN
PERFORM A FUNCTION MORE EFFICIENTLY. ON THE OTHER
HAND, YOUR INSURED FINANCIAL CLIENT NO LONGER HASTHE
CONTROL IT ONCE EXERCISED. TO THE DEGREE MANY OF YOUR
FINANCIAL CLIENTSCOME TO RELY ON THE SAME VENDOR FOR
THE SAME SERVICE, YOU MAY ALSO PERCEIVE AN INCREASE IN
SINGLE POINT OF FAILURE RISK. IN ANY EVENT, IT ISA
PRACTICE WHICH ISWELL ENTRENCHED AND EXPANDING.

DESPITE THE VASTLY INCREASED CAPITAL IN THE FINANCIAL
SERVICE INDUSTRY, AND THE FUNDAMENTAL CHANGES| HAVE
NOTED, WE HAVE YET TO SEE ANY RADICAL CHANGE IN THE WAY
FINANCIAL INSTITUTION INSURANCE PRODUCTS ARE CRAFTED.
THE FACT THAT THE BANKERS BLANKET BOND ISNOW REFERRED



TO ASA FINANCIAL INSTITUTION BOND, DOESNOT REPRESENT
THE TYPE OF CHANGE WE MIGHT HAVE EXPECTED TO OCCUR.

IN ADDITION TO THE EXTERNALLY OBSERVABLE CHANGESIN THE
FINANCIAL SERVICE SECTOR, THERE ARE ALSO RADICAL
CHANGES OCCURRING IN THE WAY INDIVIDUAL FIRMSVIEW
THEIR OWN RISKS. WHILE | REFER TO INDIVIDUAL FIRMS, THESE
APPROACHES ARE SPAWNED BY REGULATORY BODIES AND
CONSULTANTS AND ASSUCH, ARE WIDELY EVIDENCED. WHILE
THE NOMENCLATURE MAY VARY FROM FIRM TO FIRM, THE
PRINCIPLES BEING APPLIED ARE THE SAME.

TODAY, FINANCIAL AND OTHER TYPES OF FIRMS ARE
ATTEMPTING TO VIEW RISK SYSTEMICALLY. GIVEN THE FACT
THAT ONE OF THE UNIVERSAL DEPENDENCIESWITHIN A
FINANCIAL SERVICE FIRM ISUPON TECHNOLOGY, IT ISA
CRITICAL COMPONENT IN THE ASSESSMENT OF THE OVERALL
CONTROL ENVIRONMENT.

| HAVE OBSERVED AN INTERESTING, ANCILLARY DEVELOPMENT
ASA RESULT OF THE GROWING EMPHASIS ON AND INFLUENCE OF
TECHNOLOGY. THISDEVELOPMENT ISTHE INCREASING
RELIANCE UPON NON-VERBAL COMMUNICATION. THIS NON-
VERBAL COMMUNICATION TAKESTHE FORM OF FLOW CHARTS,
THINKING MODELS, GRAPHIC REPRESENTATIONS, AND
TECHNO/CONSULTANT CODE. {SLIDE 9} ASAN EXAMPLE, THIS
SLIDE REPRESENTS SANWA BANK'S APPROACH TO RISK



ASSESSMENT, ASREPORTED EARLIER THISYEAR IN THE ABA
BANKING JOURNAL. YOU WILL NOTE THE CONCEPTUAL FLOW OF
POLICY: CREATION AT THE EXECUTIVE LEVEL, APPROVAL AT THE
BOARD LEVEL, AND EXECUTION BY LINE MANAGEMENT, WITH
ALL THREE SEGMENTSINTERACTING, AND OVERSITE PROVIDED
BY A RISK COUNCIL.

{SLIDE 10} SANWA’S RISK COUNCIL INCLUDES COMPLIANCE,
INSURANCE/CONTINGENCY PLANNING,
APPRAISAL/ENVIRONMENTAL, ASSET-BASED FINANCE, CREDIT
REVIEW AND AUDIT {SLIDE 11}. THE RISKS FOCUSED ON ARE:
STRATEGIC, REPUTATION, CREDIT, MARKET, INTEREST RATE,
LIQUIDITY, FIDUCIARY, TRANSACTION, AND
REGULATION/COMPLIANCE.

{SLIDE 12} MY OWN FIRM HAS DEVELOPED THISTHINKING
MODEL. ALTHOUGH THISMODEL ISTOO BUSY TO BE AN
EFFECTIVE SLIDE, IT SHOWSHOW WE VIEW THE CONCEPTUAL
ARCHITECTURE OF RISK MANAGEMENT: FROM THE BUSINESS
OBJECTIVES, TO RISK ASSESSMENT, TO CONTROL ACTIVITIES,
AND MONITORING.

WE INITIALLY DEVELOPED A SIMILAR RISK LISTING TO SANWA'’S,
WITH SLIGHTLY DIFFERENT NOMENCLATURE {SLIDE 13},
INCLUDING BUSINESS CONTINUITY, PEOPLE RISK, PHYSICAL
SECURITY, AND MODEL RISK. WE SUBSEQUENTLY SUMMARIZED



ALL RISKSINTO FIVE CATEGORIES: MARKET/CREDIT, REVENUE
VOLATILITY, EXPENSE VARIATION, OPERATING AND CAPITAL.

AS| MENTIONED, REGULATORSHAVE BEEN A MAJOR CATALYST
IN THE ADVANCEMENT OF RISK MANAGEMENT AND HAVE
THEMSELVESBECOME MUCH MORE SOPHISTICATED. THE
AMERICAN BANKER ANNOUNCED JUST LAST WEEK, THAT THE
OCC HAD ASSEMBLED A TEAM OF ELEVEN PH.D. ECONOMISTSTO
HELP EXAMINERS EVALUATE MODEL RISK, ASSESSING THE
COMPLEX MATHEMATICAL FORMULASWHICH COMPRISE
FINANCIAL MODELS.

J.P. MORGAN’'S ORGANIZATIONAL STRUCTURE OF RISK
MANAGEMENT INVOLVES A CORPORATE RISK MANAGEMENT
GROUP, FOCUSING ON FINANCIAL RISKS, COMPLEMENTED BY AN
OPERATING RISK COMMITTEE, SIMILAR TO SANWA’S RISK
COUNCIL.

IN TERMS OF GRAPHIC NON-VERBAL COMMUNICATION, | HAVE
ALSO OBSERVED THE PROLIFERATION OF COLOR-CODED STATUS
REPORTS {SLIDE 14}: SHOWING THAT A GIVEN GOAL HAS BEEN
ACHIEVED (GREEN), ISSTILL IN PROCESS (YELLOW), OR SIMPLY
HASNOT BEEN ADDRESSED (RED). SUCH REPORTSHAVE BECOME
FURTHER SOPHISTICATED BY, IN CERTAIN CASES, REPLACING
YELLOW AND RED WITH GRAY AND BLUE, INDICATING THAT
ALTHOUGH STILL IN PROGRESS OR NOT ACHIEVED, THE SPECIFIC
ISSUES ARE THEMSELVES NOT THAT CRITICAL. WHILE



REPRESENTING A VERY EFFECTIVE FORM OF IMMEDIATE
COMMUNICATION, SUCH TRAFFIC LIGHT SNAP SHOTS REQUIRE A
VERBAL CONTEXT IN ORDER TO CONVEY ANY DEGREE OF DEPTH
AND NUANCE.

IN TERMS OF TECHNO/CONSULTANT CODE, | WASRECENTLY THE
FIRST PRESENTER AT A MORNING SEMINAR AND ADVISED THE
AUDIENCE, THAT, ASTHERE WAS NO ORDAINED CONSULTANT ON
THE PANEL, | HAD BEEN ASKED TO PREPARE THE BENEDICTION,
WHICH | THOUGHT | WOULD SHARE WITH YOU:

LET USPRAISE THE GREAT PARADIGM, WHICH
EMPOWERSUSASTEAM PLAYERS, WITHIN THE HOLY
BANDS OF JOB FAMILY ARCHITECTURE, TO FREELY
PARTICIPATE IN MULTI-FUNCTIONAL TASK FORCES, IN
A CORPORATE ENVIRONMENT OF ENRICHING
DIVERSITY, SO THAT WE MAY UTILIZE OUR PERSONAL
AND COLLECTIVE TOOL KITSAND SKILL SETSIN
PERFORMING NEVER-ENDING SELF ASSESSMENTS,
ALL,IN ORDER TO FAVORABLY IMPACT THE FORTUNES
OF THE ALMIGHTY STOCKHOLDER. AMEN.

| ADVISED THAT LATER ON WE WOULD PASS THE
TEMPLATE.



IT REMINDSME OF A BUMPER STICKER | SAW RECENTLY {SLIDE
15}, “WE ARE MICROSOFT, RESISTANCE ISFUTILE, YOU WILL BE
ASSIMILATED!"

IN ESSENCE, REGULATORS DEMAND THAT FINANCIAL
INSTITUTIONSIDENTIFY RISK LATERALLY ACROSSTHE
ORGANIZATION, REGARDLESS OF ITSNATURE. THISINCLUDES
BUSINESS RISK AND OPERATIONAL RISK INCLUDING
FORTUITOUS EVENT RISK. THISDOESNOT MEAN, ASSOME OF
MY COLLEAGUES SUGGEST, THAT ARISK ISA RISK IS A RISK,
AND ALL SHOULD ALL BE TREATED AND FUNDED IN THE SAME
MANNER. WHAT IT DOESMEAN ISTHAT THERE ARE A WIDE
VARIETY OF RISKS, WHICH REQUIRE A COMPLEX CONTROL
INFRASTRUCTURE AND A MULTIPLICITY OF RISK
TRANSFER/FUNDING MECHANISMS, WHETHER CONTRACTUAL OR
THROUGH INTERNAL AND EXTERNAL FUNDING ARRANGEMENTS.

THISSYSTEMIC APPROACH DOESNOT DWELL ON THE FINE
DISTINCTIONSWHICH HAVE TRADITIONALLY BEEN DRAWN
BETWEEN INSURABLE AND NON-INSURABLE RISK AND INDEED
HIGHLIGHTSTHE LIMITATION OF THAT APPROACH WITH RESPECT
TO OPERATIONAL RISK. TAKE, FOR EXAMPLE, THE EXPOSURE TO
BUSINESS INTERRUPTION LOSS. THE EXPOSURE TO FINANCIAL
LOSSFROM THE INTERRUPTION OF BUSINESS FOR A WEEK, A
MONTH OR A YEAR, ISESSENTIALLY THE SAME, REGARDLESS OF
THE CAUSE OF THE INTERRUPTION. IN FACT, IN CONTINGENCY
PLANNING, OR WHAT HASCOME TO BE CALLED BUSINESS
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CONTINUITY PLANNING, RELATIVELY LITTLE ATTENTION IS
FOCUSED ON THE CAUSE OF THE INTERRUPTION. BUSINESS
CONTINUITY PLANS, ASREQUIRED BY REGULATORS, ASSUME
THE LOSS OF AN ENTIRE FACILITY WITHOUT CONSIDERATION OF
CAUSE. THE PLAN ISDESIGNED TO RESTORE THE OPERATION AT
AN ALTERNATE SITEWITH ALTERNATIVE TECHNOLOGY, AS
QUICKLY ASNECESSARY, TO PRECLUDE SERIOUS LOSS.

YET, THE INSURANCE INDUSTRY WILL ONLY ADDRESS BUSINESS
INTERRUPTION CAUSED BY PHYSICAL DAMAGE. THISISAN
ACCIDENT OF HISTORY, STEMMING FROM THE FACT THAT THE
COVERAGE DEVELOPED FROM FIRE INSURANCE, AT ATIME WHEN
THE PRINCIPLE DEPENDENCY OF THE INSURED WASUPON ITS
PHYSICAL PLANT. THE INSURANCE INDUSTRY RECOGNIZED THIS
DEPENDENCY AND BECAME QUITE EXPERT IN PROTECTING THE
PHYSICAL PLANT FROM SERIOUS FIRE DAMAGE. THOSE WHO
CREATED THE HIGHLY PROTECTED RISK INDUSTRY, INCLUDING
THE FACTORY MUTUAL FIRMS, BECAME STATE OF THE ART
EXPERTS ON SPRINKLERS AND ALL FORMS OF FIRE
SUPPRESSION, DETECTION, AND PREVENTION.

TODAY, AN INSURED’S PRINCIPAL DEPENDENCY OFTEN ISNOT
UPON THE PHYSICAL PLANT BUT UPON TECHNOLOGY SYSTEMS
AND THE INFORMATION WITHIN THEM. {SLIDE 17} HOWEVER, A
BUSINESS INTERRUPTION SOLELY CAUSED BY SYSTEM FAILURE,
WHETHER SOFTWARE OR HARDWARE, REMAINS UNINSURABLE.
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INSURERS ARGUE THAT THEY DON'T UNDERSTAND THE
EXPOSURES. THISRESPONSE ISNOT ADEQUATE WHEN THE
RESOURCES ARE AVAILABLE TO THE INDUSTRY TO EVALUATE
AND UNDERWRITE THE RISK, BASED ON ASSESSMENT OF THE
TECHNOLOGICAL ENVIRONMENT AND THE ADEQUACY OF THE
CONTINGENCY PLAN. IN THISWAY, AT THE APPROPRIATE
ATTACHMENT POINT, INSURANCE COULD BE MADE RELEVANT TO
THE OVERALL EXPOSURE OF BUSINESS INTERRUPTION NOT JUST
ONE SEGMENT OF IT.

| REALIZE THAT YOU ARE NOT FIRE INSURANCE UNDERWRITERS,
BUT THE PRINCIPLE ISEXACTLY THE SAME. IN CIRCUMSTANCES
WHERE EXPOSURESHAVE EVOLVED AND SIGNIFICANTLY
CHANGED, ISTHE INSURANCE INDUSTRY TO REMAIN WEDDED TO
THE PAST? WHAT | AM SUGGESTING ISASSIMPLE ASTHE OLD
DISTINCTION BETWEEN SALESAND MARKETING. WILL THE
INSURANCE INDUSTRY FOCUS ON SELLING ITSEXISTING
PRODUCTS, HOWEVER RE-DECORATED, OR ON PRODUCING NEW
SOLUTIONSTO THE INSURED’S CURRENT NEEDS?

{SLIDE 18} IT HASBEEN MY OBSERVATION, WITH RESPECT TO
THE LIFE CYCLE OF INSURANCE PRODUCTS, THAT THEY OFTEN
ORIGINATE IN ANATHEMA AND END IN ENNUI.

SOME OF YOU WILL REMEMBER THE CONSTERNATION IN THE
1970°'S, WHEN COURTSHELD THAT THE BOND COVERED CERTAIN

KIDNAP RANSOM (K&R) SITUATIONS. THE INSURANCE INDUSTRY
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RESPONDED PREDICTABLY, MAINTAINING THAT IT HAD NOT
ANTICIPATED THIS EXPOSURE OR CHARGED A PREMIUM AND
WOULD, THEREFORE, ABSOLUTELY EXCLUDE THIS PERIL.
THEREAFTER, INSURERS SEIZED THE OPPORTUNITY TO OFFER A
SEPARATE EXPENSIVE, HIGHLY RESTRICTIVE COVERAGE, WHICH
OVER TIME CONTINUED TO BROADEN AND EVENTUALLY WOUND
UP A VIRTUAL THROW-IN BACK UNDER THE BOND.

WE SAW THE SAME CYCLE WHEN THE EMPLOYEE RETIREMENT
INCOME SECURITY ACT WASPASSED WITH THE DREADED OUT OF
HOUSE EXPOSURE. | SUSPECT WE MAY SEE THE SAME THING
HAPPEN WITH THE EMPLOYMENT PRACTICES EXPOSURE: FIRST
EXCLUDED, THEN SEPARATELY WRITTEN AND EVENTUALLY BACK
INTO THE BASIC COMMERCIAL GENERAL LIABILITY FORM. OF
COURSE, IN THISSOFT MARKET, THERE ISA LOT OF MOTIVATION
TO SELL ANYTHING NEW OR CHARGE MORE FOR THAT WHICH
WAS PREVIOUSLY PROVIDED IN ANOTHER FORM.

D& O INSURANCE MAY PROVIDE AN EXAMPLE OF COVERAGE
REVISIONS BEING INTRODUCED TO SUIT THE NEEDS OF THE
INSURER RATHER THAN THE INSURED. | REFER TO THE
ALLOCATION ISSUE RELATIVE TO SECURITIESCLAIMS. THE MAIN
REASON A LARGE FINANCIAL INSTITUTION PURCHASES D& O
COVERAGE, ALTHOUGH | THINK SOME RISK MANAGERS LOSE
SIGHT OF THIS, ISTO PROTECT INDIVIDUAL DIRECTORS AND
OFFICERSIN THOSE CIRCUMSTANCES WHERE THE FIRM CANNOT
INDEMNIFY THEM, ASIN A STOCKHOLDER DERIVATIVE ACTION.
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WHEN THE FIRST INSURER ANNOUNCED THAT, IN SECURITIES
LITIGATION, IT WOULD, FOR TWICE THE PREMIUM,
ACKNOWLEDGE A 50/50 ALLOCATION BETWEEN THE INDIVIDUALS
AND THE ENTITY, MY REACTION WAS, THAT FOR TWICE THE
PREMIUM, | COULD NOW REDUCE THE COVERAGE | ACTUALLY
WANTED BY 50%. DOUBLING THE COST AND HALVING THE
COVERAGE DID NOT SEEM PARTICULARLY ATTRACTIVETO ME
THEN OR NOW.

IN TERMS OF THE INSURANCE PRODUCT LIFE CYCLE, D& O SEEMS
TO BE AT THE BELLSAND WHISTLES STAGE, WITH AN ESTIMATED
BILLION DOLLARSIN GLOBAL CAPACITY AND THE AVAILABILITY
OF COVERAGE FOR THE ENTITY, POLLUTION, OUTSIDE
DIRECTORSHIPS, EMPLOYMENT PRACTICES, SPOUSES AND MORE.
I'VE EVEN HEARD DISCUSSIONS IN WHICH THE SIGNIFICANCE OF
THE AGGREGATE LIMIT HASBEEN DENIGRATED ON THE BASIS
THAT IFWE USE IT UP, WE'LL JUST BUY MORE FROM SOMEBODY
EL SE.

WHERE SHOULD THE INDUSTRY BE FOCUSING ITS CREATIVE
ENERGIES, IFIT ISNOT TO BE WEDDED TO THE PAST, OR
CONSUMED WITH REDECORATING OLD STRUCTURES?

AT THE PRIMARY LEVEL, FOR A FIRM WITH A REASONABLE LOSS

HISTORY, INSURANCE REMAINS A VERY COST EFFECTIVE

METHOD OF RISK TRANSFER FOR A VARIETY OF RISKS. THERE IS
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ALSO SIGNIFICANT DOWNSIDE TO PRESENT MULTI-YEAR
BLENDED OFFERINGS, WHICH | BELIEVE TO BE ASYET IMMATURE
PRODUCTS. HOWEVER, CURRENT INSURANCE PRODUCTS DO NOT
BEGIN TO REFLECT THE GROWTH AND CHANGE WHICH HAS
TAKEN PLACE IN THE FINANCIAL SERVICE INDUSTRY AND INITS
EXPOSURES.

PERHAPS CHANGE CAN MOST EFFECTIVELY BEGIN AT A LEVEL
ABOVE THE LIMITS OF TRADITIONAL INSURANCE. ASSOME OF
YOU KNOW | AM PRESENTLY TRYING TO CREATE A NEW TYPE
AND LEVEL OF FINANCIAL INSTITUTION COVERAGE ON A
SOMEWHAT MORE CATASTROPHIC BASIS.

ALTHOUGH | HAD INITIALLY THOUGHT IN TERMS OF $1 BILLION
EXCESS OVER $100 MILLION, AT THISTIME, IT APPEARS THAT
$500 MILLION MAY BE THE ACHIEVABLE LEVEL OF COVERAGE.
THISPROGRAM WOULD REFLECT THE LATERAL THINKING | HAVE
SPOKEN OF, EMBRACING THREE RISK AREAS: {SLIDE 18}
TRADITIONALLY UNINSURABLE RISK, RISK WHICH MAY HAVE
TECHNICALLY BEEN INSURABLE BELOW $100 MILLION BUT ONLY
AT PROHIBITIVE COST AND/OR RETENTION LEVELS, AND RISK
EXCESS OF EXISTING PROGRAMS.

TRADITIONALLY, UNINSURABLE LOSSES WOULD INCLUDE
UNAUTHORIZED ACTS AND BUSINESS INTERRUPTION NOT
CAUSED BY PHYSICAL DAMAGE. INSURABLE BUT
COST/RETENTION PROHIBITIVE EXPOSURES WOULD INCLUDE
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CORPORATE PROFESSIONAL LIABILITY. THE PROGRAM COULD,
ON AN EXCESS BASIS, ALSO APPLY TO D& O AND CRIME.

{SLIDE 19} THE INSURANCE INDUSTRY, THROUGH ITS NARROW
FOCUS, HASALREADY CEDED MUCH OF WHAT MIGHT HAVE BEEN
PART OF ITSPOTENTIAL RISK MANAGEMENT ROLE TO THE
RAPIDLY GROWING CONSULTING BUSINESS, AND | AM NOT
REFERRING TO BROKERSWHO NOW CALL THEMSELVES
CONSULTANTS. THIS, TO SOME EXTENT, MAY PARALLEL THE
LOSS OF A SIGNIFICANT PORTION OF THE RISK FUNDING ROLE TO
THE MORE BROADLY DEFINED, ALTERNATIVE MARKETS.
INSURERSWILL NEVER BE ALL THINGSTO ALL PEOPLE NOR
SHOULD THAT BE THE GOAL. HOWEVER, | BELIEVE WE HAVE
REACHED A CRITICAL POINT AT WHICH INSURERS MUST DEFINE
AN EXPANDED ROLE WITHIN THE CONTEXT OF THE RAPIDLY
EVOLVING CIRCUMSTANCES OF WHAT HASCOME TO BE CALLED
RISK MANAGEMENT. IT HASBEEN WRITTEN THAT:

‘REVOLUTIONS ARE NOT THE CAUSE OF CHANGE,
CHANGE PREPARES THE GROUND FOR REVOLUTION’

ALL OF THE FUNDAMENTAL CHANGESIN FINANCIAL SERVICES
AND CORPORATE AMERICA CLEARLY SUGGEST THAT A RADICAL
CHANGE IN FINANCIAL SERVICE INSURANCE PRODUCTSIS
CALLED FOR. THOUGH WE MAY NOT ALL AGREE ON THE
SPECIFIC DIRECTION TO BE TAKEN, ASTENNESSEE WILLIAMS
WROTE:
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‘“THEREISA TIME OF DEPARTURE, EVEN WHEN
THERE’SNO CERTAIN PLACE TO GO.”

THANK YOU.
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