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9.1'1.

I wish to present in a synoptic way an outlook on the risks of
the top management (the Chief Executive Officer) who, under
whatever denomination, has to adopt the final decisions of a
company or o©of an autonomous group of companies, or at least of
scme autcoonomous units within a group.

Such outlook should be the pasis for a short written opinion of
the participants in the Seminar on:

* The description made. Is 1t excessive or poor? Are the de-
tected risks over or pelow the reality?

* The three specific risks which, in general or in their parti-
cular opinion, are more important.

* Any other remark.

For the sake of efficacy answers should py written in the
enclosed form and delivered at the Seminar's Secretariat before
Wednesday evening, 1in order to start the meeting with a summary
of the participants views and thus estaplish a suitaple working
method.

1. TOP MANAGEMENT AND POWER

The CEO 1s the person with the highest responsipbility of a
business unit and he "administers" the power by making deci-
sions so that the Company grows (the Company which does not
aspire to dgrow stops peing an active unit and becomes a
company in liquidation or transformation).

This power may pe unlimited when the sole objective 1s the
"palanced growth to give an efficilent service"; or limited
when the company, due to the circunstances of its creation or
of 1ts shareholders will, has a restricted aim: to operate in
only one field or one gecgraphical area, or other specific
situation.

Apparently, the Board of Directors limits the CEQ's power, but
not in fac¢t. Actually, the Board chooses hnim and entrusts him
of the manadgement. In most cases the CEQ makes the declrsions
and submits them to the Board's approval, which usualily, is
not very deeply studied. This situation in slightly different
at the German system of "Supervision Board”.



2.1.2.

The actual desiraple control of the CEQ, in order to eliminate
the very serious risk of "authoritarism" is the existence of a
"Management Team", Executive Committee or Board of Management
which makes it necessary to make as a body and to discuss the
decisions with professional persons who feel involved in the
success of the operation, though thelr usual work is focused
on only some of its aspects.

The risk also exists of the CEO's lack of power when the Board
asumes operative funtions and 1interferes in the decisions,
this originating the lack of a "genuine top responsible autho-
rity".

Last put not least, the risk of the CEQ's weakness of charac-
ter also exists. This risk iIs taken by the Board, who is
usually responsiple of the appointment; the risk of incompe-
tence is less propaple. :

As a whole, the risks of the CEO and, to a certain extent, of
the Board of Directoxs, are the "risks of being and existing"
that no Seminar can remedies but helps to detect.

THE CEO'S FUNCTIONS

To this Seminar's effects, though difficult to define very
precisely, the most 1i1mportant functions can be described as
follows to this Seminar's effects:

Strategy.— A Company needs an obljective, limited or unlimi-
ted, as apove stated: and a strategy, that is to say, a choice
of means and instruments in order to reach its objective of
balanced growth.

The choice among different possibilities always i1mplies risks,
small or large, according to 1ts nature and alsoc to the expe-
rrence of the person who proposes and administers them.

This function, where the maximum operative responsibility
lies, coresponds basicaly to the CEO.

Creation, reform and adaptation of the human team.- A Compa-
ny 1s its men and mainly those who accept partial responsipbi-
lities, necessary and important.

The team 1s the pasic instrument of a CEQ and a mistake in
thelr selection is a high risk for the Company and the highest
for the CEO himself.
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The most important success of a CEO -and the reason why he is
appointed- 1s to c¢reate and head a management team, who, on
their turn, create an importante human team at all levels of
the Company.

Promotion of the operative action.- The CEO must promote the
Company's action through the Management team. He must be the
engine that pulls and pushes the company's action with his
continuous pressure and with his permanent and full knowledge
of the company's situation, detecting and correcting the
small deviations which might end in future serious proplems.
It 1is a task full of prudence and tenacity which mainly re-
gquires the quality "coordinator” of men and actions" that a
CEO must have.

Company's supervision.- This function is different to the
previous {direct personal action, enlivening the Company). The
supervision comprises the technical and managerial actions
necessary to pilot a company and the immediate detection of
present or future, explicit or implicit, deviations.

Such supervision has different expressions but it makes up a
unit, even when the main sectors are decentralized.

It must look after the elimination of the past risks, conceal-
ment for ignorance, negligence or fraud; and the future risks,
actions which may cause proplems and that "can only be co-
rrected by aveiding them". That is why the prevention or ini-
tial correction 1s the only way to reduce problems.

Ethical responsibility.- at the Company's behaviour with the
opservance of the legal provisions and with ethical actions,
more and more i1mportant in financial companlies and large
corporations.

FUNCTION OF CREATION AND PURSUIT OF THE STRATEGY

What 1s strategy? The selection of options for the optimum
furture evolution of the Company. These are some examples of
possible choices at an insurance company:

* CENTRALIZATION versus DECENTRALIZATION.

* CORPORATIONS' INSURANCE versus INDIVIDUAL AND FAMILIAR
INSURANCE.
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* DIRECT SALES versus SALES THROUGH GENERAL, AGENTS OR
BROKERS .

* CAPITALIZATION OF EXPENSES versus ANNUAL AMORTIZATION OF
ALL COSTS.

* HIGH CAPITAL AND OWN FUNDS versus MINIMUM POSSIBLE CAPITAL.

* MAXIMUM ABSORTION OF RISKS versus HIGH DEPENDENCE ON REIN-
SURANCE.

* GENEROUS DIVIDENS versus HIGH CAPITALIZATION OF PROFITS.

* WEALTHY SEGMENT OF THE POPULATION versus MEDIUM OR LOW
SEGMENT.

* HIGH SPECIALIZATION versus GENERALIZATION.

* REGIONAL SCOPE versus NATIONAL OR INTERNATIONAL SCOPE.

* RESTRICTION TO INSURANCE BUSINESS versus DIVERSIFICATION
TOWARDS INSURANCE RELATED OPERATIONS OR NON-INSURANCE
ACTIVITIES.

* FIXED INTEREST INVESTMENTS versus REAL ESTATE or STOCK
INVESTMENTS.

Each of these choices can be good depending on the case, but
they all offer a risk. That is why the following basic recom-
mendations are convenient.

* To cover the retreat:

- If there is a mistake

- 1If the market or the society's circumstances change.

* To avoid radical strategies.

* To prepare an effective plan of pursuit, as inmediately as
possible, to facllitate tactical rectifications and changes
in the strategy.
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FUNCTION OF CREATION AND ANIMATION

The CEO must be the engine of a team. This requieres to know
how to create a team.

- Choosing it.
- Motivating it.
- Correcting it.

But a subsequent and permanent action is also convenient:

= Pushing 1it.
- Supervising it.

That 1s why the CEO even if he is "olympic" must be dynamic.
The main risks of such an action may be:

- The selection (a good choice is the highest virtue of the
true CEO).

- The delay in the correcticn of the selection mistakes.

- The lack of delegation.

- The irresponsible delegation.

- The isclation.

- The excessive interfering.

FUNCTION OF SUPERVISION

dWhat does it comprise?

OPERATIVE SURVEILLANCE

CONTROL ON ADMINISTRATIVE SYSTEMS
CONTROL ON THE TECHNICAL SITUATION
CONTROL ON MANAGEMENT COSTS

FINANCIAL CONTROL







- The detection of operative deviations {(funds administra-
tion, dangerous decisions for the future) and adaptation of
computerized systems to this end.

To these risks of insufficienty and defective structuration
the risk of fraud can pe added in the use of the information,
specially at the most decentralized structures.

CONTROL OF THE TECHNICAL SITUATION

Setting up some systems to detect easily:
- Defficient selection.
- Insufficient evaluatiocn of claims.

- Causes of deviations.

CONTROL OF MANAGEMENT COSTS

Costs are not sufficiently looked after. Their deviation is
not valued 1f the glopal result is positive. The future com-
petition of the markets will be pbased con the level of costs.
The CEO must master costs in order to succeed in the Company's
survival. A Dpasic risk of the CEQ is not to foresee the pro-
bable evolution of costs nor the repercussion on the technical
balance.

FINANCIAL CONTROL

To detect inmediately:

- Excess or lack of liguidity.

- Sufficient investments for future engagements.

- Quality of the investments,

Defficiency 1in the financial management many harm a prilliant
technical management 1f the CEC had concentrated in this and

forgotten the former this and the inverse situation being a
risk.



6.

9.1.8.

FUNCTION OF THE ETHICAL CONTROL

The ethical risks are more and more frequent at a company:
actions against the 1legal provisions (infringement of the
Law): fraud or apuse on clients; forbidden 1nvestments,
particularly in Life Insurance which administers other's
funds which pbelong to the policyholders or on which they have
special rights.

A special sensipility must exist towards this risk, intensi-
fied by recent scandals of financial manipulations that border
the c¢rime and that may occur in autcnomous areas of the com-
pany or in supsidiary companies.

Ethics at a Service Company is a part of its "operative quali-
ty" and if it does not exist or is insufficient, the company
suffers increasing financial losses.

The ethical risks affect to the growing responsipility of the
Board of Directors and constitutes an importante area of the
CEQO's responsapility, who has to take steps to avoid them.

The ethical risks due to actions which do not come to be cri-
minal are important and exceed what is now contemptuously
called "prudish morals". There is no stable institutional com-
pany (as Insurance companies must be due to 1ts own nature)
without a high ethical level which, though may harm results in
the short term, contribute to the image of reliability and ho-
nesty that an insurance company must have. The reputation and
prestige of a serious company may be lost because of anti-
ethical bahaviours.
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