Excerpts from white papers on managing concentrated risks – 

By Rich Woldt

Risk Management research conducted on concentration risks used South Korea’s financial cooperative movement to include credit unions and Korean Credit Cooperatives. Hurricane risk concentration in the US gulf, earthquake risk concentration in California, and wild fire concentration in the Northwest US were used as study groups. 

Business Concentration Risks TC "Business Concentration Risks" \f C \l "2"  
On the surface it might be difficult to appreciate the negative impact risk concentration might have on fidelity bond risks, but consider for a moment the relationship between economic health and bond losses. Every time there is a downturn in the economy or increased economic stress in a community crime goes up. There is an article today in the Wall Street Journal about the increased sale of locking gas caps caused by the increase in fuel prices. The point I’m making is, South Korea in the past 60 years has gone through a war and a number of serious economic depressions leaving its citizens keenly aware that North Korea could wipe them out in a heartbeat. Seoul is about 120 miles from North Korea. Studies indicate the KPA (Korean Peoples’ Army) could destroy or at least disable Seoul in a matter of hours. And that’s by war or as some called the last war in the beginning; a police action. On the other hand, we need to also consider what might happen in the event of instant political peace. For example, when the wall came down between East and West Germany, the economy of East Germany collapsed with the wall resulting in increased vandalism, burglaries, robberies, frauds, identity thefts, plastic card crimes, etc. The International Crisis Group (ICG) {www.crisisgroup.org} is an academic research organization that studies the impact of sudden peace on an economy, a society, and country. They consider the impact of a sudden peace due to the uncontrolled influx of refugees would be as economically catastrophic as a hostile attack. They point out that the economic disparages between East and West Germany was a factor of five meaning the West Germans had five times the living standard enjoyed in East Germany. The economic disparages between North and South Korea is a factor of thirteen. Needless to say, a sudden peace between North and South Korea could have as negative an impact on CUNA Mutual claims as war. 

Risk Management Recommendations TC "Risk Management Recommendations" \f C \l "3" :

· CUNA Mutual can best manage these risks by writing appropriate war exclusions and pre planning an emergency withdrawal strategy from this market in the event of instant peace and a subsequent economic collapse. The Risk Management Contingency Planning and Incident Command training I’ve recommended will help safeguard CUNA Mutual’ interests in South Korea during the most vulnerable 72 hours after sudden war or peace. The Department of Homeland security is promoting a national standard in the US that requires companies to have contingency plans that allow them to stand alone (provide their own security and support for their employee groups) for at least 72 hours. This will allow national and municipal resources to be deployed to protect our national infra-structure. I recommend a similar standard be set for community credit cooperatives in Korea.

· Immediate action taken during and after a major incident such as a natural disaster or terrorist attack will limit damages and reduce total losses. For example, more vital records are lost due to mold than fire and more lives are lost due to failure to provide appropriate first aide. An inappropriate response to a terrorist attack can neutralize responding assets. For example, 30% of all responding police, fire, EMT, and hospital assets were taken out of service 20 minutes after a bogus anthrax scare in St Louis because agencies failed to properly mange the incident resulting in a fear all first responding asset were contaminated. My recommended training of community first responders through the credit cooperative movement will both reduce claims and bring added CUNA Mutual value to this marketplace.  

Concentration Risks – There is a concentration of covered exposures!       

Korea is a beautiful country with mountains everywhere. In fact mountains cover 75% of the land mass which means everyone in Korea lives on 25% for the land mass and I was told that Seoul is the home of roughly 25% of the people in Korea. My point is if the population is concentrated in a small area than so too will be our risk exposures. CUNA Mutual need only consider their concentrated P&C losses in gulf coast states caused by the latest hurricanes to appreciate the need to manage risk created by market concentration. I asked, but have not yet received a list of cooperatives by asset size and KFCC region so we might analyze where geographically are exposure concentration is and how that might relate to loss experience. Knowing this type demographic information helps us better manage whatever fidelity bond risks CUNA Mutual chooses to cover. For example, 

Risk Management Recommendations: 

· Most important recommendations deal with effective reinsurance programs where we have either concentrated exposures or are not able to control the scope of the incident causing losses. 

· Effective co-insurance and loss participation agreements should always be considered. 
· Much can be done to mitigate losses depending on the peril. Refer to our instructions to evacuees, first responders, fire fighters, etc.

· CUNA Mutual should adopt cash item storage guidelines appropriate to each market and place limits on coverage losses such as burglary and robbery, deductibles on forgery and fraud losses, and co-insurance on property contracts.
· In all markets, Risk Managers should consider all disaster recovery - contingency planning recommendations level one.  

