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1 wlsh to present rn a synoptrc way an outlook on the rrsks of 
the top management (the Chref Executrve Offrcer) who, under 
whatever denomrnat~on, has to adopt the frnal dec~srons of a 
company or of an autonomous group of companres, or at least of 
some autoonomous unrts wrthrn a group. 

Such outlook should be the basis for a ShOrt written opinion of 
the partrclpants in the Seminar on: 

* The description made. 1s it excessive or poor? Are the de- 
tected risks over or below the realrty? 

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

* Any other remark. 

For the sake of effrcacy answers should Dy wrrtten rn the 
enclosed form and delrvered at the Semrnar's Secretarrat Defore 
Wednesday evenrng, rn order to start the meetrnq wrth a summary 
of the partlcrpants vrews and thus estaalrsh a SUltaDle workrnq 
method. 

1. TOP MANAGEMENT AND POWER 

The CEO is the person with the hiqhest responsioility of a 
Dusrness unit and he "administers" the power Dy maklnq deci- 
sions so that the Company qrows (the Company which does not 
asprre to grow stops Deing an active unit and Decomes a 
company in liquidation or transformation). 

Thls power may De unllmrted when the sole oajectrve 1s the 
"Dalanced growth to grve an effrclent servrce": or lrmrted 
when the company, aue to the crrcunstances of rts creatron or 
of Lts shareholders wrll, has a restrrcted arm: to operate rn 
only one freld or one qeoqraphrcal area, or other specrfrc 
sltuatron. 

Apparently, the Board of Drrectors lrmrts the CEO'S power, but 
not rn fact. Actually, the Board chooses hlm and entrusts hrm 
O£ the management. In most cases the CEO makes the decrsrons 
and SUDmltS them to the Board's approval, whrch usually, rs 
not very deeply studred. Thrs sltuatron rn slrghtly drfferent 
at the German system of "Supervrsron Board". 



The actual desirable control of the CEO, in order to eliminate 
the very serious risk of "authoritarism" is the exrstence of a 
"Management Team", Executive Commlttee or Board of Management 
which makes it necessary to make as a imdy and to discuss the 
decrsions wrth professional persons who feel involved in the 
success of the operation, though their usual work is focused 
on only some of its aspects. 

The rrsk also exrsts of the CEO'S lack of power when the Board 
asumes operative funtions and rnterferes in the decisions, 
this orrginating the lack of a "genuine top responsible autho- 
rity". 

Last but not least, the rrsk of the CEO'S weakness of charac- 
ter also exrsts. Thrs rrsk 1s taken by the Board, who 1s - 
usually responsrDle of the apporntment: the rrsk of rncompe- 
tence 1s less probaole. 

As a whole, the risks of the CEO and, to a certain extent, of 
the Board of Directors, are the "risks of berng and exlstrng" 
that no Seminar can remedies Out helps to detect. 

2. THE CEO'S FUNCTIONS 

To this Seminar's effects, though difficult to define very 
precisely, tne most rmportant functrons can be described as 
follows to this Seminar's effects: 

Strategy.- A Company needs an objectlve, limited or unlrmi- 
ted, as above stated: and a strategy, that is to say, a choice 
of means and instruments in order to reach its objectlve of 
Dalanced growth. 

The choice among different possiDilities always rmplres - rxsks, 
small or large, according to its nature and also to the expe- 
rrence of the person wno proposes and administers them. 

Thrs functron, where the maxlmum operatlve responsrbrlrty 
lres, coresponds baslcaly to the CEO. 

Creation, reform and adaptation of the human team.- A Compa- 
ny is its men and mainly those who accept partral responsibi- 
lities, necessary and important. 

The team is the oasic instrument of a CEO and a mrstake rn 
their selection is a high risk for the Company and the hrghest 
for the CEO hlmself. 



The m o s t  rmpor tan t  s u c c e s s  of a CEO -and t h e  r ea son  why he 1s 
apporn ted-  i s  t o  c r e a t e  and head a  management team, who, on 
t h e l r  t u r n ,  c r e a t e  an  Impor t an t e  human team a t  a l 1  l e v e l s  of 
t h e  Company. 

Promotion o f  t h e  o p e r a t i v e  ac t i on . -  The CEO must promote t n e  
Company's a c t i o n  th rough  t h e  Management t e a m .  H e  must be t h e  
e n g l n e  t h a t  p u l l s  and pushes  t h e  company's a c t i o n  w ~ u i  h r s  
con t i nuous  p r e s s u r e  and w i t h  h i S  permanent and f u l l  knowledge 
o f  t h e  company's s i t u a t i o n ,  d e t e c t l n g  and c o r r e c t r n g  t h e  
s m a l l  d e v r a t i o n s  which might  end i n  f u t u r e  s e r i o u s  proDlems. 
I t  is  a  t a s k  f u l l  o f  prudence and t e n a c i t y  whlch mainly re- 
q u i r e s  t h e  q u a l i t y  " c o o r d i n a t o r "  o f  men and a c t i o n s "  t h a t  a  
CEO must have. 

Company's superv i s ion . -  T h i s  f u n c t i o n  i s  d i f f e r e n t  t o  t h e  
p r e v i o u s  ( d i r e c t  p e r s o n a l  a c t i o n ,  e n l i v e n i n g  t h e  Company). The 
s u p e r v r s i o n  comprises  t h e  t e c h n i c a l  and manager ia l  a c t r o n s  
neces sa ry  t o  p i l o t  a  company and t h e  i m m e d i a t e  d e t e c t i o n  of 
p r e s e n t  o r  f u t u r e ,  e x p l i c i t  or  i m p l i c i t ,  d e v r a t i o n s .  

Such s u p e r v i s i o n  h a s  d i f f e r e n t  e x p r e s s i o n s  o u t  it makes up a 
u n i t ,  even When t h e  main s e c t o r s  are d e c e n t r a l i z e d .  

I t  must look a f t e r  t h e  e l r m r n a t r o n  of t h e  p a s t  r l s k s ,  conceal -  
ment f o r  l gno rance ,  neg l l gence  o r  f r a u d ;  and t h e  f u t u r e  r l s k s ,  
a c t r o n s  whrch may cause  proolems and t h a t  "can on ly  be co- 
r r e c t e d  by a v o ~ d r n g  them". That  1s why t h e  p r e v e n t l o n  o r  r n l -  
t l a l  c o r r e c t r o n  1s t h e  on ly  way t o  reduce problems. 

E t h r c a l  r e spons1b r l l t y . -  a t  t h e  Company's behavrour  wr th  t h e  
ODservance of t h e  l e g a l  p r o v l s r o n s  and wrth  e t h l c a l  a c t r o n s ,  
more and more lmpor t an t  r n  f r n a n c r a l  companles and l a r g e  
c o r p o r a t r o n s .  

3.  FUNCTION OF CREATION AND PURSUIT OF THE STRATEGY 

What i s  s t r a t e g y ?  Tne s e l e c t i o n  of o p t i o n s  f o r  t h e  optimum 
f u t u r e  e v o l u t r o n  of the  Company. These a r e  some examples of  
p o s s i o l e  c h O i C e S  a t  a n  i n s u r a n c e  company: 

* CENTRALIZATION v e r s u s  DECENTRALIZATION. 

* CORPORATIONS' INSURANCE v e r s u s  INDIVIDUAL AND FAMILIAR 
INSURANCE. 



* 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 chorces can De good dependrng on the case, Dut 
they al1 offer a rlsk. That 1s why the followrng oaslc recom- 
rnendatrons are convenrent . 

* TO cover the retreat: 

- If there is a mistake 

- If tne market or the socrety's clrcumstances chanqe. 

* To avoid radical strategies. 

* To prepare an effective plan of pursuit, as rnrnediately as 
possinle, to facilrtate tactrcal rectrfications and chanqes 
in the strateqy. 



4. FUNCTION OF CREATION AND ANIMATION 

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

- Choosing ¡t. 
- Motivating it. - Correcting ¡t. 

But a subsequent and permanent action is also convenient: 

- Pushing ¡t. 
- Supervising it. 

That 1s why the CEO even if he is "olympic" must be dynamic. 
The rnain rrsks of such an action may De: - 

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

- The delay in the correction of the selection mistakes. 

- The lack of delegation. 

- The irresponsible delegation. 

- The isolation. 

- The excessive interferinq. 

5. FUNCTION OF SUPERVISION 

~What does it comprise? 

OPERATIVE SURVEILLANCE 

CONTROL ON ADMINISTRATIVE SYSTEMS 

CONTROL ON THE TECANICAt SITUATION 

CONTROL ON MANAGEMENT COSTS 

FINANCIAL CONTROL 



OPERATIVE SURVEILLANCE 

- P r e c i s e  knowledge of t h e  e v o l u t i o n  of t h e  ope ra t ions .  
V i s i t s  and c o n t a c t s  a r e  extremely important .  S t r r c t  s t a t r s -  
t i c s  d i s t o r t  r e a l i t y  very o f t e n .  

- Regular and p r e c i s e  i n fo rma t ion .  (Formal) .  

Formal i n fo rma t lon  i s  t h e  f i r s t  management ins t rument  t o  de- 
tect  o p e r a t i v e  r i s k s .  It  i s  convenien t  t h a t  i n fo rma t ion  is: 

- Monthly and complete (wr th  p rov r s rons  and p e r r o d r f r c a -  
t r o n s )  . 

- Regarding t h e  g l o b a l  r e s u l t .  

- Obtained two weeks be fo re  t h e  end of t h e  pe r iod .  

- Complemented a s  f a r  a s  p o s s i b l e ,  and wrth  t h e  same f r e -  
quency, wrth  r ega rd  to: 

. Geographical  a r e a s .  . Technica l  a r e a s .  . Expenses a r e a s .  

An in fo rma t ion  p l a n  c r e a t e s  some r i s k s :  

- Excesive in format ion  t h a t  nobody unders tands  or uses .  

- I n s u f f i c e n t  computerised d a t a ,  n o t  capable  of oo t a in rng  t h e  
neces sa ry  or convenient  i n fo rma t ion  ( t o  o b t a i n  it i s  a  
Dasic t a r g e t  of a  CEO). 

- Exc lus ive ly  aimed towards t h e  " top"  (CEO and top  O f f r c e r s )  
and n o t  towards t h e  "aottom". (The more l e v e l s  t h e  o e t t e r ) .  
Moreover, it must be compared and t r a n s p a r e n t .  

CONTROL ON ADMINISTRATIVE SYSTEMS 

The fo l lowrng  p o r n t s  a r e  very lmpor tan t :  

- A ve ry  w e l l  s t r u c t u r e d  account ing .  

- The f u l l  i n t e g r a t i o n  of t h e  account ing  i n t o  t h e  q u a r t e r l y  
and even monthly Dudgets. 



- 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 be 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 evaluation of claims. 

- Causes of deviations. 

CONTROL OF MANAGEMENT COSTS 

Costs are not sufficiently looked after. Their devration is 
not valued if the global result 1s positive. The future com- 
petition of the markets will be based on the leve1 of costs. 
The CEO must master costs in order to succeed in the Company's 
survival. A basic risk of the CEO is not to foresee the pro- 
bable evolution of costs nor the repercussion on the technical 
balance. 

FINANCIAL CONTROL 

TO detect ~nmedrately: 

- Excess or lack of liqurdrty. 

- Sufficient investments for future engagements. 

- Quallty of the rnvestments. 

Defflcrency rn the frnancral management many harm a Drrlllant 
technrcal management rf the CEO had concentrated ln thls and 
forgotten the former thrs and the rnverse srtuatron berng a 
rrsk. - 



6. FUNCTION OF TüE ETHICAL CONTROL 

The ethlcal rlsks are more and more frequent at a company: 
actrons aqarnst the legal provlsrons (lnfrrnqement of the 
Law); fraud or aouse on clrents; forbrdden lnvestments, 
partlcularly rn Lrfe Insurance whrch admlnrsters other's 
funds whrch aelong to the polrcyholders or on whrch they have 
specral rrqhts. 

A specral sensibility must exist towards this - risk, intensi- 
fied Dy recent scandals of financial manipulations that Dorder 
the crime and that may occur ln autonomous areas of the com- 
pany or in subsidiary companies. 

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

The ethical risks affect to the growinq responsioilrty of the 
Board of Directors and constitutes an importante area of the 
CEO'S responsaoil~ty, 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 companles must be due to its own nature) 
without a hiqh ethlcal leve1 which, thouqh may harm results in 
the short term, Contribute to the imaqe of reliability and ho- 
nesty that an insurance company must have. The reputation and 
prestiqe of a serrous company may be lost because of antr- 
ethical bahaviours. 



Q U E S T I O I N A I R E  

REGARDING MR. HERNANDO DE LARRAMENDI'S PAPER 

"STRATEGY OF TOP MANAGEMENT, SUPERVISION AND CONTROL" 

1. Do you consider the description of risks complete? 

Do you think some other should be added? 

2. Please determine the theree concret rlsks on wh~ch discus- 
sion would be convenient whether due to its general inte- 
rest or to your speclfic Lnterest. 

3. Other remarks. 

Name 

Company 

Country 

PLEASE DELIVER THIS QUESTIONNAIRE AT THE SEMINAR'S SECRETARIAT 
BEFORE WEDNESDAY EVENING. 


