
Managing the Catastrophic Claims Risk (F1-PD) 1

Proceedings of the Canadian Institute of Actuaries, Vol. XXXV, No. 2, June 2004

F1-PD: Managing the Catastrophic Claims Risk

F1-TR : Gestion du risque de sinistres découlant de catastrophes

June 17 Juin 2004

Moderator/Modérateur: Gary A. Walters

Speakers/Conférenciers: Eric Rasmussen 
Doug Steele

Moderator Gary Walters: Well, good morning everyone and welcome to this morning’s session – Managing the Catastrophic 
Claims Risk. I do want to congratulate you all for actually making it for the first session on the second day, and it’s often a very 
thin turn-out, it is actually quite impressive this morning, congratulations. My name is Gary Walters. I will be the moderator 
today as well as one of the presenters, along with my two distinguished guests – Eric Rasmussen and Doug Steele.

I’ve always realized I was technologically challenged, and as a speaker you always try and prepare these things as well as you can 
in advance. I switched my computer on last night, made sure all the presentations were there. Just to double-check I did it again 
in my room this morning, so I come here and all I can get is a message that says you can’t log on. And we’re trying to work out, 
I’ve gone through the domain name, my own name and I keep typing this password, and it’s only a new password – I only set it 
two days ago, and after a while we work out, the problem is; the ‘n’ on my computer is no longer working. …(laughter)… Ever 
other key is, but unfortunately my password has an ‘n’ in the middle, so I sort of hit it about 20 times and eventually one came 
out, but that is the reason you don’t have a date on here because June also has an ‘n’ in it. …(laughter)… So we’re just hoping 
the page up and page down don’t give out in the next hour and a half. And again, back in Toronto, I will be demanding a new 
computer I think. This is a presenter’s worse nightmare.

What I want to do is to introduce our distinguished guests today, tell you a little bit about them. Eric Rasmussen is on my 
immediate right. He’s the vice-president of Risk Management for ING Re, Group Life Accident and Health Reinsurance, down 
in Minneapolis. So he flew up to talk to us today. He’s an ASA and has spent 19 years in the industry. He is, as you will see in 
the presentation – Modeling Catastrophic Risks – and there’s some very interesting activities that are going on in the U.S that I 
thought would be useful or interesting for us to see up here. He is married with two daughters.

Doug Steele who is probably known to many of you both from the time he lived in Canada and the fact that over the last few 
years, even being based in Minneapolis, he’s been doing a lot of work with Canadian companies. He’s the Vice-President of Life 
Accident and Health Division of Towers Perrin based out at Minneapolis. Prior to joining Towers Perrin, he held senior manage-
ment positions in a selection of reinsurers, both in Canada and the US He is experienced assisting life and health companies 
analyze and design alternative reinsurance structures. He’s led life, accident, disability medical, and managed care reinsurance 
teams in the Canadian, United States and Caribbean markets. He’s also been responsible for administration claims, marketing 
research, underwriting and pricing. He is married with three daughters.

My name is Gary Walters. I have recently joined RGA Reinsurance, having come out of the insurance industry just a few months 
ago, so a lot of my comments refer back to the time when I was at Canada Life. I’ve been involved in group insurance for 16 of 
the 16 and a half years since I moved to Canada, and I’m married with two sons, so I’m trying to sort of catch–up. I discovered 
that my sons were 20 years younger than Doug’s daughters. So he’s going to teach my sons more than anything else.
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What we’re going to do is get through three presentations here. There will be plenty of time at the end for questions. If you’d 
like to ask us questions, we’d be happy to do so at the end. I am going to try and give you a carrier’s perspective which is basi-
cally to try and frame the problem as I see it.

Eric is going to come up and actually indicate how one might analyse the actual risk, and then I’d like to say Doug is going to 
come like an angel and just tell you how to solve all the problems. He told me that it wasn’t quite true, but he’s going to come 
and help you on the right track to at least mitigate the problems.

So, I will kick-off straight away and we’ll move on from there.

What I want to do is start by explaining where I thought the risk concentration is; what gave rise to risk the concentration. 
And, in insurance companies, its two key areas that I see. One is if you have a geographical focus in the company or just a lot 
of business in certain geographical locations, and the other thing is if you happen to be focusing on particular industries; it may 
give you a rise to significant risk concentration. The experience I’ve had in working for companies is that the risk concentration 
is often most significant through the group business, and so a lot of what I’m going to focus on here is the group risk. Group, 
by its very nature, deals with concentrations of risk. Primarily, Life and AD&D, though in significant situations, disability might 
be a major item. Out of country medical could be an issue if you happen to have the wrong people in the wrong places at the 
wrong time. But it’s probably not something that you would necessarily see as a systemic issue, it’s going to be just bad luck 
that the wrong people are there. Private duty nursing could be an issue that comes along with your disability business, if you 
get terrorism attack or something like that, that actually ends up maiming but not killing.

Two key things obviously these days are terrorism and a natural catastrophe. Three years ago we’d have talked about the natural 
catastrophe, and probably not done a lot of work on the terrorism. The terrorism primarily is going to be applying to large 
cities or maybe a few key installations, a few nuclear plants or similar installations. Obviously the natural catastrophe is very 
much based on a geographic region, primarily in Canada it would be the Vancouver area with the risk of earthquake, or maybe 
some of the coastal regions with the risk of hurricanes and similar things like that. Having said that, since I’ve been in Toronto 
we’ve had two earthquakes, so Toronto is on an earthquake zone as well. Neither of them was very significant, but it was a little 
alarming to discover they are possible. When I reviewed how big it could be at a company I worked at we found that we had 
a group where our risk in adjacent buildings, not all in one building but in very close adjacent buildings, was very close to a 
billion and a half. We didn’t have the AD&D but if we did that would of obviously have doubled the risk up. One always says 
well, you’re not going to lose everybody out of a building. That will depend a lot on where the people are in the building. As I 
said here Cantor Fitzgerald at the World Trade Centre lost over 95% of their staff. And so the risk here, I’m trying to persuade 
you, is significant and shouldn’t be just ignored. The question is how much as an insurer can you accept if the unthinkable 
should happen. Certainly after 9/11, I think there was a significant amount of forgiveness of various companies for not having 
foreseen such an issue, however, if something else would happen I think there would be significantly less forgiveness. There 
would be a feeling of that you should have done something about this. You should have at least done something to try and 
mitigate your risk.

I’ve heard people say, well it doesn’t matter I have catastrophe reinsurance. The question is do you have any after the change of 
9/11, and the increase in rates, and I think most of us do. Does it actually, is it going to make a difference in certain situations. If 
you have a risk of a billion and a half, my guess is that very few of you would have catastrophe reinsurance that would actually 
make a very big dent in that as a loss.

A question to ask is, “What are your shareholders’ or parents’ companies’ tolerance to a loss?” What can you afford to take and 
still feel comfortable going to the market to explain? Again, when we were looking at it at the company, they said well it doesn’t 
matter we have a hold harmless on this case, and I personally didn’t really feel that it was very valid to sit down with what was 
effectively about a six line paragraph in an underwriting agreement, to try and collect a billion dollars from a now insolvent 
major company. So, some of those risk mitigation strategies may not be as effective. We have seen, and I think we see, widely 
aggregate limits in AD&D contracts. I’m not sure I’ve ever seen them in a life contract. The question again is could you actually 
enforce the aggregate limit. I know after 9/11 most of the companies waived their aggregate limit on AD&D.
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It’s just that picture of widows and orphans on the front page of the Globe and Mail who were expecting to get two hundred 
thousand, but would’ve been cut back to eleven thousand. It just doesn’t always sort of, you know, I’m not sure whether it’ll 
really stick.

Another question is “do you actually even know what your exposure is? On the group side we found we’re just going to look 
at our database to find out how many people there are. The interesting thing is we looked at our own head office, and it was 
actually I think our second largest exposure, but everything was listed under one address, even though we know two thirds 
of our employees were not even in the city. And so actually getting information about the actual location of the risk is not 
straightforward. We started going to brokers and consultants, and of course, you know, we were the only people ever asking 
this question, so why would we want to know when nobody else did. I have heard of a company that spent a lot of time sitting 
on the internet looking at actual websites for their clients to try and assess where people are located, and to what extent there 
is a risk concentration. Self-administered – which is very common in the life business just mitigate, it makes this even worse, I 
mean not only don’t you know where they are, you don’t even have a breakdown of who the people are.

One of the things that is important in this is to try and actually get information on how the company works. If they have shift 
work, clearly your risk is much less because the theory is you won’t have all three or four shifts in the building at the same time. 
And it obviously makes a big difference as we saw at 9/11 where the people aren’t necessarily on the top floor of the building 
or the bottom floor. The other thing we had real trouble was trying to work out if we had multiple employers in the same 
building. Our system, that was stretching it so, the capabilities were rather further than they were designed to go. What can we 
do as a start. This is my personal slight prescription – I think one most important thing is you have to determine what is the 
maximum acceptable loss. What, as a company, are you prepared to take as a risk? And I think it’s very important to actually 
go out and get that information on particularly your largest risks. You need to know what the coverage is by location, and by 
city, by building or complex of buildings. What is the nature of the building? Is it a marquee building? And does it have the 
US consulate as a tenant? That obviously makes it somewhat more attractive, or in our case we were a marquee building with 
a big flashing light on top right next to the US Consulate. …(laughter)… The degree of shift work – even the location; are all 
the executives on the top floor because that will bias your risk as well. And it’s a case of looking at the loss in various scenarios, 
and with due respect to people, if you have a very big concentration in Saskatoon you’re probably less concerned about it than 
if it’s downtown Toronto.

The big question at the end of this is; so what? Are you actually prepared to do anything about this? If you get a quote in for a 
very attractive company, and they have everybody on the 30 floors of a 70 floor building, and yeah, the risk is a billion dollars 
– are you going to turn the group down? It’s great to know all this information and you may. I don’t know whether it makes 
you sleep better at night to know the information and still accept the risk. I certainly know of a company not in Canada, but 
outside, who have actually turned cases down. So my conclusion is that the risk is real, it’s potentially large. I would say for 
most companies it’s uncovered, you’re not going to get the forgiveness next time. We are of course fighting the next war with 
the last one’s weapons, so we’re always worried about buildings and planes and things like that, and probably the terrorists will 
have a much more interesting approach next time.

We’re also, I think very much caught-up on terrorism rather than natural catastrophe. We don’t seem to have the information 
needed, and I don’t think we even have any tools to really assess the risk if we had the information. And that’s my segué into 
Eric who’s going to tell you a little bit about some of the tools.

Speaker Eric Rasmussen: First of all just as we get to the presentation you’ll see a lot of the information that I’ve got is US 
related. We are in the process of expanding the work that we’ve done to cover the Canadian business we do, but obviously we 
had an immediate need. On the heels of September 11th 2001 to deal with our US issues, I’ve spent a lot of time there. But I 
think a lot of the things pertain to it and I think Gary does give me a good introduction into kind of the tools and the things 
that are there.

First thing that I want to talk about, and I won’t necessarily address all these questions but, I think there is something that we 
all have to think about as we deal with this issue, some of these things, and some of them are an overlap again with what Gary’s 
done, but what losses should I expect? I think that’s a simple one and we’ll talk about what; I will talk a little bit about that. How 
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can I explain the catastrophic risk management to rating agencies or to my board of directors? On the property and casualty side 
of the business after Hurricane Andrew, the rating agencies began to look at modeling and the catastrophe modeling work as 
a means for establishing the ratings – they invest, it’s one of the key factors – and it’s probably only a matter of time on the life 
and health side of the industry before some of that same thing happens where we have to do that so I think that’s one part of 
it. How can I actively monitor my accumulations of risk? How should my underwriting be carried out to protect my company? 
Can I handle the risk of expanding into new markets or adding business in existing markets? So, do you have the capacity to 
take on more concentration with that? How should I set my risk considering the catastrophic risks? Should the underwriting, 
should the pricing, be adjusted and changed to reflect that? And how should I use risk management techniques to protect my 
company’s capital?

We started with the Four Steps to Optimal Risk Management. The first step I think is a pretty clear one, and it’s to define your 
risk tolerance and every organization has a different way that they want to define risk tolerance. Some of it might be just senior 
management’s willingness to stand up in front of the press and say we experienced this amount of loss. I know that to a certain 
extent that’s what we’re dealing with within the ING family, but there are other things that could drive that – rating agency 
standards as I mentioned, regulatory requirements, industry practices, RAROC methodology is one. You’ll see some of this also 
looked at in terms of return periods, it’s a term that I have learned over the last couple of years in terms of you’re really looking 
at the frequency of the loss, so you’re saying from a hurricane perspective, or a earthquake perspective, or a terrorist perspective, 
what is the frequency of a loss. So a 250 year return period means it’s an event that’s going to happen once every 250 years. And 
so that’s one way that people look at it. The other is as a measure of surplus. The single event will cost no more than 150 mil-
lion of losses, as an example. So once you’ve defined your risk tolerance, what do you do? We think the next step is you collect 
and maintain data. Along the lines of what Gary’s talked about and Gary mentioned he knows one company that’s scoured the 
internet and done different things. Well I don’t know if we’re the one company but we, both me and my staff have spent time 
with the groups that we have, going through the internet looking at where companies with multiple locations have locations. 
In trying to identify that, we’ve also used a Dun and Bradstreet database to help us identify multiple locations. When we can’t 
get it, when we’re getting incomplete information on employer groups we’re using tools like that to help us identify that, and 
then we’re putting it into our database with the street address, postal code and city and then we can take that information and 
sort it by geographical area, earthquake zone, by landmark, marquee buildings, terrorism zones, and allow us to do a lot of 
analysis of where we have exposure and what’s there. So I think that’s obviously the next key point in the process. And a couple 
of examples of why that’s important – this map that you’ve got, just to show you the footprint, the size of an event. The bigger 
part of the map is where there was earthquake damage as a result of the Kobe earthquake. So, you can see widespread damage 
the earthquake causes that, obviously widespread damage. Inside the circle is what the World Trade Centre loss looked like. 
So, very finite defined area. And I think that’s important to being able to have data that is broad, is you can look at both from 
this large perspective from you know, Kobe is really a metropolitan area perspective versus a single site or location. The impact 
of address resolution is key and it’s the importance of getting it all the way down to that street address, that single building 
example. If you looked at Manhattan and you split it, the first one; the blue one is by county. So in Manhattan they have three 
different counties, you end up saying okay, well I’ve got a million and a half in each of these sections. Well, if we now take it 
from county and translate it into zip code, you can see your concentrations are very different, where in the central part you’ve 
got much greater exposure than you would of have thought based on that. And then you move over to the last part, VRG is 
Variable Resolution Grid, which really gets you down to the street address level. Also, and you’ve got you know, seven point six 
billion of exposure in that one spot where you didn’t think you had that level of exposure. So that’s the importance of getting 
that address down to that fine resolution, and it makes a difference in how you view your exposures and what you have.

In the US we have the issue of how addresses are done to a certain extent for certain marquee locations. The Empire State 
Building, as an example, has nine valid street addresses. …(laughter)… So you’ve got nine different things, so if you took the 
data and you just put it in a database, you might have nine different groups in this building with a different address, and might 
not think that you have overlap and exposure. So one of the things that we’re doing with that is taking those addresses and 
translating them into latitude and longitude, which is really what allows you to get to the variable resolution that I talked about 
in the previous slides. So it’s one of the issues that we have to deal with. It’s not always as simple as – I’ve got the address and 
it’s good. Another common thing that we find, and it’s come up recently in a group that we were looking at where we had an 
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issue, or actually two groups that we thought we had a potential exposure issue with – the address was One Financial Centre in 
Boston. From one source it came to us; one was the number one, and from another source it came in as the word, ‘ONE’, and so 
as we start sorting our data it doesn’t come up as a hit. So again, by translating it in the latitude and longitude we now realized 
that we have those two groups in the same location rather than thinking we didn’t have that issue. The next step is monitor-
ing exposures. So we’ve done this. One of the things that you can do as you monitor exposure to try to determine if you have 
an issue is the things that I’ve talked about, you sort the data, you match up the addresses and you see what you’ve got. The 
other thing that we’ve done with it is, our database is now, we’re working on refining the capability of having maps produced 
automatically so we can get visual images of what’s done. And this is an example – it’s hard to see to a certain extent – but this is 
the data that we have in the US, and what we’ve done is populate the location of each of it and put sizes by the volume for the 
group life business that we have, and you can look at the big map on the left. That’s got the entire US, and then you can start 
getting it down to more finite where you got the central part of the eastern seaboard and then down to the Washington DC area. 
And what it does is give you a visual tool of where you’ve got exposures and you’ve got issues, and if you want to use it from 
an underwriting perspective you can look, you know we’ve got great concentration throughout the eastern half of the US, and 
we don’t have as much concentration in the western part. Maybe we need to focus our sales efforts in that direction and look 
at that. Or, maybe we just have to find ways to mitigate the risk that we have in the eastern part.

The next part is then the ability to model losses. And the technology and the capabilities have, in this area, really grown dramati-
cally in the last few years, and the argument was always you know when they started, the property and casualty sites started doing 
the modeling of losses and looking at what they can do, it was easy because they were looking at buildings, and okay, well the 
building doesn’t move and it’s always there until some event happens. The argument on the life and health side was will people 
move? They’re not always at the office, it’s hard to predict the things, but I think as Gary pointed out with Cantor Fitzgerald 
– Cantor Fitzgerald was a company where very few people travelled, very few people left their office, so during the peak time 
of the work day, they were for the most part in that office. And there are a lot of companies that are like that. There are lots of 
companies where you have people that travel and they’re out of the office and some of those things. You know it’s probably not 
as complex as we made it because you can make, you can look at patterns of when people are at work, and I think there’s been 
a lot of studies that show peak occupancies in offices tends to be 85% of the people because of absences, either by sickness or 
travel or other things. And you can look at patterns during the day of when people are in the office versus when they’re not in 
the office. And you can start making assumptions and making it work. So what you are able to do with this data is then to look 
at not only terrorism events, but you can look at earthquake. They’re starting to look at types of incidents, and you know one 
of the things that have been looked at are industrial types of accidents, and I’ll touch on that in a little bit. 

What you get out of this model is the ability to look at what you have for medical losses, what you have for serious injuries 
that require medical care, that probably requires some level of (that may have some level of) short-term disability. You have 
your permanent total disabilities and your death, and you’re able to take and put in the exposures that you would have in your 
company, and based on the information you had, the model would then generate the results of incidents, assigned probabilities 
to those incidents, and you could begin to look at what type of exposure risk you had.

One of the forerunners in this is a company called RMS and they’ve done some work on this, and they actually completed 
recently an industry study. I’m going to touch on some of it but what they look at is taking that information that we’ve got 
as an industry and they’ve done a couple of broad industry studies that look at what the impact of losses would be. The cat 
modeling has really evolved in the life and the health side to the point where there’s a great deal of good data that comes out of 
it. It’s really very interesting to be able to start looking at some of it. You know, how good is it, at the end of the day it’s still an 
estimate but it’s probably more of an educated estimate than anybody has made. And we won’t necessarily know how good it is 
until something happens. And I don’t know that we want something to happen to know how good it is. But the RMS industry 
study that they did, they looked at 7 scenarios in the US, and the thing that’s interesting is not only did they look at things like 
anthrax terrorism, but if you look at the second item on the list there was influenza pandemic. 

We recently had a speaker from the University of Minnesota come and talk about some of the issues and Dr. Michael Osterholm 
has written some books on biological terrorism and some of the things there, and he’s done a lot of work in the US with the 
federal government. He said well, the risk of biological terrorism and some of those things is certainly there. His biggest fear 
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right now is of a significant influenza outbreak; that all the right pieces and you’ve seen some of it with the Bird Flu in Asia 
and some of that, to a lesser extent here, that all the right things are in place, you know the perfect storms so to speak. To have 
a significant influenza outbreak, that would not only be something that you know. What I’ve got here are numbers in the US, 
but it would certainly affect Canada as well because of the proximity. The thing that’s scary about this is that if all the events 
that they’ve got here and which an influenza outbreak would result in, their modeling work would result in 200,000 deaths 
in the US, and ten million casualties, which is really getting into hospitalizations and disabilities. That’s a significant figure and 
you’re talking about a $30 billion loss in just the health line alone. But you look at the terrorism, there is certainly anthrax and 
some of the ability to do a large anthrax spread is probably more likely now than it has been, so they looked at both a small 
outbreak and a large outbreak. They looked at a Los Angeles earthquake; a 7.1 which obviously generates some significant loss. 
The individual accident is really an industrial accident and the scenario that they did, and I think, where this one is particularly 
scary is, it’s just a train derailment, it’s a train carrying chlorine gas. The train, the rail system throughout the US goes through 
all major cities, and what they looked at in this modeling was that the train derailed in Chicago, downtown Chicago as com-
muters were coming into the train system, and the impact of that. And as you see that you’re talking about 10,000 deaths and 
42,000 casualties. That can happen any day without any intent, it’s an accident and I think it kind of goes back to what Gary 
was talking about, we shouldn’t just be thinking about the terrorisms or the earthquake, we should be thinking about things 
that can happen just because it happens as an incident. So they’ve done some good work on that, and it helps us as an industry 
begin to crystallize our thoughts on that, the software that they’ve created is a tool that I think can help do the work. Their 
work largely has been done in the US, but they’re beginning to do – we’re in close contact with them – they’re beginning to do 
work in terms of developing the same type of tools, and the same type of things for the Canadian market, and begin to looking 
at what type of events could happen there. And along the lines of what Gary talked about - a Toronto earthquake presumably 
would be part of what they look at – and in Vancouver and what not. But, I think it’s an interesting part. And if you’re interested 
in learning more and seeing this, the complete study is on the RMS website which is: www.rms.com. It’s an 85 page PDF, and 
it’s got some very interesting information. But this is kind of the summary of what’s there. And if you want me to send you more 
information on it, which I can, you can also give me your business card. There’s also a link from our company website: ING-
re.com to this study so, that’s all I have.

Speaker Doug Steele: Good morning everyone. These are the items I want to take you through today: talk a little about the 
threat to start; and then review the catastrophe reinsurance market place; get a little bit in the way of reactions of the life insur-
ers to these changes in market conditions; talk a little about initiatives and cat reinsurance solutions of course; and then talk a 
little bit about what the insurance company should do.

On average every four months in the US, there’s a high alert, which is amazing. The world has changed; it’s never going to be 
the same. Another interesting fact since 9/11, 30 planned terrorist attacks have been halted by the FBI. And if you were to see 
these on a map by location, they’re spread all over the US, and just another astounding fact with growing concentrations of 
people, this increases the probability of mass casualties. And I am quite certain that Canada is obviously a part of the equation 
here and not immune to this threat.

What’s happened to the cat market place? Well, pre 9/11 there was a lot of capacity, a lot of players in the market place, and the 
prices for cat reinsurance were ridiculously low. Limits were high, retentions were low, there were few exclusions, and you had 
unlimited free reinstatements, and there was no tracking of risk concentration. Immediately thereafter 9/11, capacity just went 
away. Many of the players that were in the market, if not all of them, departed and slowly new players came into the reinsurance 
arena, but the pricing was astronomical and the funny thing was that they lowered limits, they increased retentions and they 
excluded terrorism. People were wondering well, what am I buying here? It was quite a traumatic time in the reinsurance world. 
And there was close attention starting to be paid then to risk concentration data, and the reinsurers got this information; I don’t 
know if they really knew what to do with it, but they requested it. Now, in this day and age time has passed and the market 
capacity of course has increased. There are about 20 functional players in the market place today. Maybe 200 million of func-
tional capacity, and prices are coming down. Certainly they’ll never be where they were pre 9/11, but every situation is unique, 
by company and there are some programs depending on how you define it that are what some people would call affordable. 

Limits have stabilized – it’s common to buy 25, 50 million of capacity. Retentions are coming down – 10, 15, 25 million as a 
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deductible is common. And terrorism is now a standard coverage included in life cat. But the nuclear, chemical, biological ter-
rorism risk is limited, capped at a lower maximum, and of course it’s for an additional cost. Not a lot of people are buying this. 
And you can get a reinstatement. Of course you have to pay 100% of the premium in event of a reinstatement. And reinsurers 
are managing portfolio concentrations, so what does that mean. Basically reinsurers are not looking to get overloaded in any 
particular geographical location, so it’s possible that you could be requesting to get a reinsurance quote from a reinsurer and 
find out that you would put them over the top in a particular location, and therefore they’re not going to quote; they don’t want 
more than x amount of risk in a particular location, so there are limits in that regard.

The life insurers are reacting by simply retaining more risk really. In many cases they don’t have a lot of choice. With higher 
retentions and lower limits, you just ultimately are taking on more risk. And as I said earlier, not many people are buying the 
NCB terrorism cover. And a lot of companies, particularly in the US, are not even buying catastrophic risk cover at all, which 
is amazing. Now some companies of course are paying the increased cost of cat protection, it’s the cost of doing business today, 
and insurers are not really passing on this cost, from what we can see anyway, to the customer. So, it’s got to be carving a bit 
into their profitability. Of course this hurts a smaller company more than it would a larger company. And of course gathering 
and monitoring concentration of risk data is mandated by the reinsurers. If you want to get a quote - the better the data, the 
better the quote. They don’t like making guesses and when they do they’re conservative. So there are still the internal/external 
challenges experienced by the insurance companies for gathering this data, and that continues to be developing as Eric has 
touched on. Companies are searching for alternative solutions.

Towers Perrin has been involved in a few initiatives in the US in the area of workers’ compensation. We just completed a ter-
rorism reinsurance pool feasibility study – interesting stuff – maybe not applicable to you folks. Certainly in the medical arena 
there is some parallel to some extent, but a bigger risk of course in the US, and we are just about to launch readiness reinsurance 
exchange which is a terrorist reinsurance pool that’s managed and created by our organization for a number of small medical 
writers in the US. On the life and accident side we’ve been working on various ways trying to find solutions for our customers 
working with known solutions and trying to develop new solutions. And here is the list, at this point, of possible solutions. I 
will take you through each one. The first one is no reinsurance. It’s not my favourite obviously, …(laughter)… but it does exist 
and it is a solution – it’s an option. You certainly save some money by not paying reinsurance premium, but you are exposing 
your bottom line. Now the per-occurrence excess of loss – this is traditional cat which I have spoken to already. It’s possible to 
buy this on a treaty or automatic portfolio basis, or on a facultative basis. In other words you can reinsure large cases that you 
may have concentrations in separately. You don’t have to reinsure the entire portfolio. There may be advantages to that. The pro 
on this type of cover is that it’s simple; it’s a pure risk transfer. It’s designed to cover catastrophic loss and the administration is 
quite simple. The downside is that it is expensive, and it may not include all the things that you would like to have covered, 
and the attachment points are higher than maybe you would like. In other words, you maybe would like to reinsure more out, 
but the reinsurers are looking to have you keep more of this risk.

We looked at financial reinsurance as a solution. We approached a number of reinsurers and worked with them and some 
of our customers to develop what is termed a “smoothing cover approach” or a “spread loss approach” where you’re in effect 
smoothing the loss or spreading the loss over a number of years. You can buy a secondary layer of traditional cat to sort of 
protect this cover, but that’s not necessarily required. It’s good in that it protects your earnings clearly against catastrophic loss, 
and includes all perils, and it can be less expensive than the traditional cat. But, the reality is it’s somewhat of a limited risk 
transfer and there’s probably less reinsurance capacity or limit in these types of programs in the traditional cat market. And 
the reality, as I was alluding to, is that the significant portion of any catastrophic loss paid out, is paid out I should say of your 
future profits because you in effect are just spreading it, you’re just paying for it, so you’re not really laying off the risk like you 
would in a traditional cat environment.

Aggregate stop loss was another creative approach we were charging after. It failed miserably. The reality is that it just costs a lot 
of money, and you can’t convince a reinsurer to bring an attachment point to the level excess of your target loss ratio that you 
would be pleased with or happy with to make it worth the purchase. I included this just to let you know that we attempted it, 
but I wouldn’t recommend pursuing it.
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Back to basics – you can simply lower your life retention. cat coverage is on your net retained risk, so whether you quote a 
share, or have excess loss cover, you can certainly reduce the amount you retain, and that in effect provides more cat cover. It 
can be done on a treaty basis or facultative. And it can be the right thing to do if you get the right reinsurance structure in place, 
for example, with an experience refunding formula that brings back some profit to you, should you have good results, but the 
reality is you could be giving away profitable premium. Although this should be looked at when you’re looking at your regular 
cat cover to make sure that you have the right retention level for the cat cover .

AD carve-out – this has been a popular solution to the traditional cat cover. It’s pretty simple, you basically reinsure on a quota 
share, excess loss, or a combination of both, a significant part of the AD risk from your life and AD&D insurance products. Again, 
it can be facultative or treaty. It covers all perils and it does remove the volatile part of the insurance product; the accidental 
death piece. It combines a per life and per occurrence protection in one program. And it is a pretty competitive market and can 
be cost-effective as a result with profit sharing or experience refunding as part of the equation. The negative things would be 
that you may not get the same per occurrence limit and you may not get the type of capacity you want to get. There is also an 
administrative burden but that’s kind of happening in every form of cat cover quote you’re looking for today.

Pooling – there’s a pool in the US called the SPRAW(ph) pool. I think it was created by Lincoln National, now Swiss Re of course. 
And your share of covered losses is proportionate to the amount of exposure ceded into the pool, so, it’s a pure reinsurance 
pool. It covers all perils and it’s inexpensive if there aren’t any losses. Of course you share your losses with other companies. 
But it can be expensive if any pool member has a covered loss because so do you. And the total loss could exceed the capacity 
of the pool. Therefore recoveries could only be a portion of the ceded claim. This, I think, is open to Canadian companies, but 
if you’re a Canadian company I don’t think it would be wise to go into a pool that has US exposure. My job is to let everybody 
know what exists.

Finally, what should you do as an insurance company regarding this challenge? Just quickly, as we’ve said, the three of us – you 
need to gather and monitor concentration of exposure, you need to figure out what perils affect your company – earthquake, 
terrorism, what have you. And then do some modeling on possible loss scenarios and figure out exactly what pain threshold 
your company has for this type of risk, and then of course go out and investigate the traditional and current solutions in the 
market. And maybe get involved in some new solutions that are being worked on. The ultimate thing you need to do though is 
buy reinsurance and …(laughter)… And if there is any message I want to give today that’s it. Thank you.

…(applause)…

Moderator Walters: So that finishes the formal presentations. We have about 15 minutes for any questions that people have. 
We would be very happy to take your questions if we can answer them. So if anybody has any questions I would remind you 
though, if you do, please go to the microphone and state your name before you ask your question, just for the record. So any-
body wish to ask any questions?

Allan Ireland: Eric mentioned the real possibility of a pandemic which would produce, I guess, the largest loss of all the sce-
narios he reviewed. None of the solutions I think that we’ve talked about would really address that I presume, I don’t know. I 
was just interested.

Speaker Rasmussen: I don’t think that there’s really a good solution for the pandemic and I think you’re absolutely right. I think 
it’s so wide spread that you’re not able to really monitor your concentration. To a certain extent it’s not going to be an employer 
related issue or anything else. It’s going to be, to a certain extent, luck of the draw. It’s a little like what Gary was talking about 
with the out of country medical, just on a bigger scale. So, I don’t think there’s a good reinsurance solution for it, I think it’s 
your best solution in terms of managing it out from my perspective would be just to have a diversity of risk and have it spread 
geographically and have it spread product wise.

Ron Hoskins: I know following 9/11 there were discussions in Canada about trying to generate a government backstop for ter-
rorism coverage. I think in the United States they did that for P&C, and they discussed it as well with respect to group life and 
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health. And I think I saw in a news article recently some efforts were underway in the US again to get the government to backstop 
terrorism in life and health. I guess I’m interested in what you guys know about updating on those kinds of discussions.

Speaker Rasmussen: The first TREA is what it’s called – The Terrorism Reinsurance. I really don’t know what it stands for, but 
TREA does just cover the property/casualty, and there was a lot of discussion – should it cover life and health, should it cover 
medical, should it cover disability? The decision to not include those coverages was in the property/casualty world the ability to 
get full coverage changed dramatically. The property writers for example were able to exclude terrorism from their policies. In the 
life side of the industry that wasn’t something that was allowed to be done, and there wasn’t a lot of loss of coverage. Employers 
were still able to go out and buy the same level of coverage that they had historically for their employees. The argument that 
we made as an industry was the capacity is still there absolutely now but, if there’s another event that capacity is not going to 
be there, and potentially you run the risk of some insolvencies. And that kind of fell on deaf ears though I think, and that was a 
year ago, but over the last year there have still been discussions and work that I think this next round is much more likely that 
at a minimum, group life insurance would be included in that federal backstop. And it’s all going to be timing because I think 
the current federal backstop expires at the end of 2005, so there’s going to be a lot of work to be done in the next 18 months 
to get it put up again for the property/casualty writers, but then also include it for life and health. But it certainly seems to be 
moving where it will be a broader plan the next go around.

Moderator Walters: My understanding in Canada is that we were looking at an industry pool which didn’t pull together, 
primarily I think because of the concentration of the Canadian industry that for several of the larger carriers there was no real 
benefit in going into the pool because they had such a large percentage of the business any how that they were going to end up 
picking up more than they laid-off. The government, my understanding wasn’t particularly interested in getting involved in this 
either, and I know there have been some subsequent discussions but I don’t think there’s been a lot of support for it. Again, my 
understanding through my contacts is that it fell rather on deaf ears because again the risks of the concentration of the industry 
means that there are a lot of companies who are at least perceived to be able to weather these sorts of things. It may hurt them 
hard but there is, for most of the companies there is that capacity. And that’s not true for the large majority of the companies, but 
it is for the large majority of the actual coverage, and that’s my understanding of that. Having said that, if there was something 
really dramatic which was starting to take companies under, then the government might have to step in whether they’ve agreed 
to it or not in advance. But that’s an off the record comment, I’m not saying anything that I know.

Joel Cornberg: On a topic of pandemics another option is a securitization, and that’s an avenue that I am aware of is available 
in at least a limited extent as we did one on a global level. So it is an option for companies who would choose to investigate it, 
so you know, just a comment.

Speaker Rasmussen: ING corporately is beginning to look at that option and certainly securitization is an option. What type of 
coverage you can get, how it works, you know, we’re in early days on that but we are aware of at least a couple of companies 
that have successfully done that and it may be a means to deal with that pandemic risk.

Moderator Walters: I’ll make this quick because England kick off again Switzerland in ten minutes time and I need to find a 
bar with a TV in it. …(laughter)… I have a Canadian example. It doesn’t come from a life insurance point of view. I work with a 
number of organizations that self insure their workers’ compensation risks. And for the last ten years we have bought excess of 
loss insurance in the market when we’ve watched just what the chart says – the premiums from 1995 reduce and then increase 
dramatically. So what we have done is exactly what Doug put on item seven, i.e. we pulled the risk. We have come out of buying 
insurance which I’m sure you don’t want to hear. We have come out of buying reinsurance, and have set up a pool, but because 
this is workers’ comp and it’s in Ontario, so terrorism isn’t really the risk that we foresee, and it isn’t necessarily an influenza 
pandemic that we see because if people are killed or made terribly sick then it would have to be seen to be a workplace injury. 
But I’d like to express this as a question because I’m interested in this as how you would see it. Our concern is more something 
like Legionnaires Disease occurs at a site, and it is clearly at that site of the workplace that this happened, and that disease risk 
is the biggest one we see, and the one that we could see sort of destroying the potential savings that we would see because a 
massive disease risk of that type occurred. Is that a reasonable assessment from your point of view?
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Speaker Rasmussen: Yes, I think that the workplace part of it is hard. The pandemic, you know we’ve had arguments on the 
influenza outbreak – would you be able to file that as a workers’ comp claim because you said you contracted it at work. That 
was the first place that you had exposure and maybe you could. But if you look at anthrax as an example, the means by which 
the anthrax attacks that happened in 2001 in the US, it was a very ineffective, or very inefficient way to deliver that as an agent 
by putting it in the mail and doing that. If somebody had taken that same route and put it in the ducts of a large office building 
that had one large employer, they could have had a much more, much different results, and I think that it gets into your situ-
ation there. Smallpox is another one that could be done in an office building that’s there. And I think I mentioned Dr. Michael 
Osterholm – he wrote a book called Living Terrors, which talks a lot about the chemical and biological agents, and the things 
that are there, and there are a number of scenarios that he goes through of where they can be delivered in a workplace type 
setting that would cause that issue. So I mean I think you’re on the right track from that perspective.

Speaker Steele: I’ll just simply say that the terrorism pool in the US we put together for the health risk, follows along the same 
track. That’s the concern they have, not necessarily work place, but biological type terrorism that could take them out of busi-
ness. The other thing is; does your pool need any reinsurance?

…(laughter)…

Moderator Walters: It does actually. A far higher level then we were buying it before. I think one of the things that one has to 
remember is that pooling of risks clearly is a much cheaper solution. If however something happens the pool has to pay. You 
haven’t laid off the risk, you may be mitigated a little bit, but that is certainly the issue with pools. And that was one of the 
things when we were looking at a Canadian terrorism pool. That concern was that you haven’t really necessarily solved the 
risk. You may have improved it for one company, but it’s not really solved the issue in the industry. And that was one of the 
concerns I believe.

Speaker Rasmussen: Just along the lines with the SPRAW(ph) pool, and one of the things that Doug mentioned that pool, one 
of the things that happened after September 11, 2001, with the SPRAW(ph) pool is you had a lot, and the SPRAW(ph) pool 
was made up of, it was really kind of a different mix of US companies. You had some of the big major players, the Prus, the 
Mets, those types of things. But then you had a bunch of small regional companies as well, so you ended up with a number of 
small regional companies that had no New York exposure, no 9/11 loss, that because of their participation in the SPRAW(ph) 
pool ended up with a significant 9/11 loss, and I remember those companies ended up dropping out of the SPRAW(ph) pool 
and it changed it. It’s almost one of those things where you look at it, you have to have a kind of a homogenous group to make 
those pools work well because if you have that broad disparity, in the end it tends to be the small player that ends up getting 
hurt worse than the big player in those pooling arrangements.

Moderator Walters: Just following on from that, when we were looking at the pool in Canada, it was going to really help if one 
building in downtown Toronto was hit, which happened to be insured by one company it would then spread the risk amongst 
all of them, but if it became a more widespread thing it gave no benefit at all. It spread concentrated misery, it made it less 
concentrated but it didn’t really change the misery and if it was a big loss it really hadn’t solved any problems. And I think that 
was one of the reasons it didn’t move forward as much. We’re almost at the end of time. Any other questions?

Greg Lawrence: I want to congratulate all three of you first of all on a great presentation, and I think it’s the first time I’ve ever 
seen maps in an actuarial presentation.

Gary, you made a couple of references to the level of forgiveness, so I’m just wondering if any of you have any, I guess, experi-
ences to share in terms of what the investment analyst community is doing in terms of asking companies what their catastrophic 
claims risk exposure is.

Moderator Walters: I can certainly confirm that they’re asking. What I’m not exactly sure is what they are doing with the results. 
I’ve seen that question come up significantly, and particularly as I think a lot of companies have had to reduce the amount of 
cat coverage. They don’t buy either for just lack of being able to buy it or for the sheer cost. I think if I was in a rating agency it 
would be a question I was very interested in because it is the most likely cause of failure of a company I think at the moment is 
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the concentration of risk. The question is how much is too much, and that I think is the hardest thing to assess. Do you measure 
it by annual profits? Do you measure it by total surplus? Obviously if you’ve measured it by total surplus you can absorb a lot 
of loss. If you look at it and say I want to limit it to one quarter’s profits, that’s a very different number. I would think this is 
something; certainly I’ve seen CEO’s trying to grapple with it when they talk to rating agencies and investors, but I don’t have 
any direct exposure myself.

Speaker Rasmussen: We’ve been asked by our parent in Amsterdam to deal with; the first question really started with what 
earthquake exposure would we have in California if something happened. And it was along the lines I think that analysts in 
Amsterdam were beginning to ask questions about the US business, and what was being done. So, we’ve embarked upon a 
project to really look across our different business units whether they be reinsurance or our group or individual areas, and 
what’s being done there. As we started going through the process one of the interesting things that came up was the investment 
management people kind of raised there hands and said, well don’t forget that if an earthquake happens in California that we 
might own that building, and there’s a loss from that perspective that we’re going to have to deal with. And so it’s really taken 
on a bigger issue and I think from the analyst’s perspective we’re trying to begin to quantify those things to people to do that. 
Now I agree with Gary, what are they going to do with that once they get that? That’s a whole other question, but I think they 
are beginning to ask that question and I think we are preparing an answer because of it.

Moderator Walters: It’s like everything with the analysts is you don’t want to be behind everybody else. If you’re as bad as 
everyone else, there’s not a lot they can do about it, but if other people are tackling the problem and you’re not, then you’ve got 
a serious issue. It was interesting actually, I was talking to a Lloyds’ broker a couple of weeks ago and they were saying for cat 
coverage, the driving item is still natural catastrophe rather than terrorism. The actual pricing is driven as much as anything the 
natural catastrophe risk in a country more than the terrorism. They said terrorism isn’t immaterial which it used to be. But it’s 
still the natural catastrophe risk so Japan has still by far the biggest and most expensive rates on line for cat coverage. If you’re a 
company here, certainly my understanding is that if you can exclude any US risks your cat price would be a lot cheaper because 
the US has very high rates as well.

Speaker Rasmussen: And just as a perspective on the catastrophe part of it, the likelihood of a San Francisco earthquake that 
is of magnitude of 7.0 or greater is, there’s a 70 percent likelihood that’ll happen between now and 2030, and just as a frame of 
reference the 1916 or 1906 San Francisco earthquake that caused significant damage to that city was like a 7.1, so we’re talk-
ing about an earthquake that would probably have far reaching impacts in the San Francisco Bay area happening, there is a 70 
percent likelihood of it happening in the next 25 years. That’s a real risk. The terrorism part of it, you know, Doug’s presenta-
tion talked about the number of attacks that have been thwarted already, those may or may not happen, but this earthquake is 
probably going to happen and I think that’s one thing to keep that in mind.

Moderator Walters: One other thing that baffled me as I was talking to a couple of employers is that employers and consult-
ants don’t seem to see the risk in terms of business continuation in the way they see it in terms of employee benefits. So when 
I talked to a couple of the companies who were very concentrated, I said, “Aren’t you worried about having all your people in 
one building. How you would deal as a company?” That didn’t seem to be an issue, which surprised me. Yeah, you just think 
of your own companies – if your head-office was taken out, what’s left of your company. One or two cases obviously would be 
a significant amount, but a lot of cases would be very serious. It just surprised me that even despite Cantor Fitzgerald or Marsh 
Mac and the people who had very serious losses at 9/11, companies aren’t actually looking to diversify themselves.

Okay, well, we are pretty much bang on time. I’d like to thank you all for coming and if anybody finds an ‘n’, I would really 
appreciate it.

…(laughter)…

…(applause)…


