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MR. JOHN B. YANKO: When I first saw this topic, my reaction was
that it would be about a United States (U.S.) life insurance company,
probably owned by a European insurance company, not necessarily a
life company and operating under the 334(b)(2) or 338 transaction with
the various tax implications. But the topic will cover both directions,
with U.S. or Canadian companies as either the owner or the owned.

There are various reasons for companies going into what I will refer to
as a foreign market or foreign operations. Diversification is an obvious
one and here they are trying to spread their risk or earnings. Growth
potential is another reason. Currently many foreign companies see the
U.S. as one of the largest growing markets for life insurance sales and
they would like to get in on it.

In some operations, companies are concerned about being nationalized
and are moving funds from their homeland into another country. Still,

the opportunity for profit, either directly or by way of currency fluc-
tuations, is a strong lure. Also, it is an adventure for many people,

providing the thrill of learning something new and different. It can
represent the mind set of "keeping up with the Joneses." If your

primary competitor has a foreign operation, especially a profitable one,
why shouldn't you do the same thing?

* Mr. Burrows, not a member of the Society, is a Fellow of the Insti-
tute of Actuaries, a member of the Conference of Actuaries in Public

Practice, and a member of the American Academy of Actuaries.

** Mr. McGahan, not a member of the Society, is a Partner in the U.S.
firm of Coopers and Lybrand.

1623



PANEL DISCUSSION

The basic reason I am moderating this session is that I work for a
company that is owned by a German company. It has 25 percent of the
direct market and about 35 percent of the total market including rein-
surance; the opportunities for diversifying are very important to it.
Products like variable life and universal life and practices like
asset-liability matching can be developed in one country and transferred
to another; modified where appropriate.

There was a panel discussion yesterday on the topic of management of
international operations. I am going to read from material covered
there. I think it is helpful. "Reasons for diversifying internationally:
alternative management structures; political risks; foreign currency
fluctuations; foreign taxes and tax credits; account options for consol-

idating foreign operations; and cultural considerations."

Again, when a company goes international, you can presume it has
adequate capital. Given that, one reason for going international is to
buy the management, treat it as an operation, leave it alone and just
reap the profits (if you want to call it that). Another reason is con-
solidation of operations or resources. Call it "economy of scale." It
may change and modify the operation as such. It can go into a foreign

country, obtain more than one operation and consolidate those. There
is also a spinoff opportunity in reinsurance operations and transactions.

Our first speaker today is Mr. Richard P. Burrows. Born and
educated in England, he started his actuarial career in 1972. He joined
the firm of Tillinghast Nelson & Warren in 1974, where he is currently a

Vice President and Principal responsible for the Life Division of the
London office. This September, however, he will be moving to New

York City to undertake responsibility for the firm's international life
insurance operations,

Our second panelist is Mr. William F. McGahan, a Partner in the U.S.
firm of Coopers and Lybrand. He is in charge of the firm's U.S.

Insurance Management Consulting Practice and is also Vice-Chalrman of
all U.S. insurance operations including audit, accounting, tax consulta-
tion, and life and property and casualty actuarial services. Mr.
McGahan's insurance experience spans 25 years. Prior to joining
Coopers and Lybrand, he was the chief operating officer of a U.S. life
insurance company. He is a member of the International Insurance
Seminars and regularly participates in their programs.

MR. RICHARD P. BURROWS: There are at least two ways of looking at
the subject of foreign ownership of insurance companies. The first is
from the perspective of a European or U.K company owning a North
American company, and that is the view I will be presenting. I believe
Mr. McGahan will look at it from the opposite angle, that of a North
American company owning an overseas organization. In particular, I
will divide my comments into three topics: the organization structure,
the accounting practices, and the communication channels that are
necessary, in foreign ownership situations.

The following items need to be considered when looking at how the U.S.
company should be established:
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1. Is it a branch of the overseas company?

2. Is it a joint venture?

3. Is it a subsidiary? If so, should there be an offshore or overseas
holding company? Without a holding company, what is the world-
wide structure of the group?

Many different structures are possible, for all of the companies that are
operating in North America. I would be interested in hearing, from
people who work for multinationals, about how particular operations are
structured. I think you will find those to be highly individual.

It is important, though, to understand the structure. I think the
cleanest structure is to have a holding company based in the U.S.,
with the insurance and other companies in the group reporting to it.
The U.S. company would then report back to the overseas company.
However, there could be some compelling reasons why this may not be
the most efficient structure. Those reasons would have something to do
with financial taxations on considerations (that is, how a tax credit is

treated in the overseas territory), and/or with accounting consider-
ations, particularly ones involving the use of a specialty basis (that is,
a subsidiary reporting directly to another insurance company's subsid-
iary in the overseas territory without a holding company in-between).

What reporting considerations do we have? Generally speaking, in the
U.K. and in other overseas territories, there is no equivalent of U.S.
GAAP so reporting will probably be on some statutory basis. I will
cover this in more detail under the accounting practices topic. Addi-
tionally, would the company be reporting on an equity basis? What is
the dividend policy of the group? Other considerations will be of local
or foreign management and language problems. I will go into this more
later when I discuss communications.

What type of company is the U.S. company reporting to? Is it an
insurance company? Is it a mutual insurance company or a stock com-
pany? Does it have an upstream holding company? Is that some sort
of other company--financial services or industrial? These are very
important questions, as it is crucial to the group to know how and to
whom it is reporting. Other important aspects of reporting on a more
day-to-day basis, are time zone differences and speed of communi-
cations. If the U.S. company cannot make decisions without first
asking the parent, then there could be considerable problems. In
certain locations, for example Australia, there is a huge time differ-
ence. It is very difficult to reach people there when they are in their
offices and vice versa. A simple decision could take three or four days
to enact.

How should the parent company monitor results? One particular com-
pany had a report containing some very detailed financial statistics.
The object of the report seemed to be to fill in 2,000 holes with num-
bers. At one extreme, one company in the group had a very strange
accounting format. It was so strange that it got its own little box on
the report. This box then began to be used by the other companies,
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as a sort of slush fund. Anytime they could not get figures to bal-
ance, they would put a number in the little box which made all the

figures balance. So the whole exercise of detailed financial reporting
on a monthly basis can actually be self-defeating. It is time consum-
ing; it becomes a form-filling exercise that iust gets filed away without
any sort of analysis. I think it is important that the results are moni-
tored, but I think they should present key issues to the parent.

The second topic I will talk about is the accounting practices and
concerns. This could occupy a whole session, so I am going to limit
myself to selected major issues. An interesting paradox was first
expounded by Mr. James Anderson. Basically, he maintained that most
U.S. insurance companies would be insolvent on a U.K. statutory basis,
and vice versa. But then, most progressive insurance companies would
be insolvent on a U.K. statutory basis. This is important, but if you
think about it, it makes no sense at all. This paradox arose because
interest rates were extremely high in the U.S. Most U.S. government
bonds are held on an amortized book value basis, and the fact that the

market value may have been 30-40 percent below this was not reflected
in the statutory statements of the company. Thus it appeared that the
assets were greater than the liabilities. In the U.K., however, that
company would have been forced to value the assets at market value.
On the U.K.'s statutory basis, at certain points in time, liabilities
would have exceeded the market value of assets. Although assets are
valued on a market value basis, the U.K. had a much more lenient

statutory basis in that the true yield coming off the matching assets
could be used to value liabilities. When a U.K. company moves into the
U.S., valuing its liabilities on the U.S. statutory basis would have
given it increased liabilities. If the company was an active trader in
the bond market, the amortized value of the bonds would be very
similar to their market value. Hence, the U,K. company, on a U.S.
statutory basis, would have liabilities appearing to be greater than
assets. That was the essential paradox. There is a corollary to this
paradox. It appeared that, in Ireland, which has a combination of
U.S. and U.K. valuation bases, both the U.S. and U.K. companies
would have been solvent.

This example illustrates that, as a practical matter, major issues are
involved in reporting on the different statutory bases from one country
to the next. You really cannot take anything for granted. You have
to look at the statutory basis, and you have to be sure when you set
up an operation that your results are not just going to be transferred
over to the overseas territory and valued the same way on, say, a
German statutory basis, a French statutory basis that you know abso-
lutely nothing about. You could be thinking, from a U.S. perspective,
that your company is doing extremely well. You are making GAAP
profits; those are increasing, but your parent may be looking at you on

a Germany statutory basis, and it thinks you are doing very poorly.
So, it is very important to know these differences in accounting
practices.

Earlier, we touched on ownership structure, and I would like to come
back to that. If you are buying an insurance company, is it a stock
company or is it a mutual? With a stock company, it is possible to have
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an upstream holding company. With a mutual, obviously it is not.
Therefore the mutual company will have to consolidate your actual

returns, unless you have a holding company in-between. But then if
that holding company in-between is in the U.S., would overseas legis-
lation require some sort of see-through basis? That is, the ability to
look straight through to the holding company and allow the holding of
the assets and liabilities on the overseas basis. With other financial

services companies, banks, building societies or mutual funds for
example, there may be legislation prohibiting ownership of an insurance
company. Again, it is important to know whether putting a holding
company in place eliminates that problem, whether the group should
restructure itself to get over these problems. It could be a major issue

for the U.S. company because for the group to restructure, it could
take many man hours of work. It could cost a fortune in professional
fees. The companies may just think that it is not worth it. But they
have to understand that to be successful, eventually they may have to
change that attitude. The structure and the way it is accounted for
are extremely important issues and should be examined in quite a bit of
detail.

One interesting issue is what I call "added value accounting." There
are no generally accepted accounting principles (GAAP) for this in the
U.S. In other territories, however, many companies have developed a
technique which attempts to give management a clearer financial picture
of the insurance company that is possible using only the specialty
evaluation basis. They use a technique I call "added value" accounting
whereby, on a regular basis, maybe once a year, an appraisal of that
company is performed. It is carried out by comparing the product
lines' stream of future earnings to the statutory valuation basis, dis-
counted at a reasonable rate of interest. Generally speaking, only the
in-force business is looked at. Usually, no accounting is taken for the
value of good will. It is a particularly useful number for management
to focus their attention on, if the only other thing they have is a
number from a statutory valuation basis. This is particularly true
when companies are new and expanding, which is often the case with
North American companies acquired, or about to be acquired, by over-
seas companies. They are quite interested in growth.

This appraisal value accounting technique is even more powerful if you
link it to a stock option scheme for the senior management. In that
way, you have a common interest between the shareholders and the
management. The managers are very aware that if they do badly, the
values of their stock options are likewise reduced. However, if the
values of the options increase, the shareholders have a much more
relaxed attitude about day-to-day monitoring of the company's money.
It is a technique that I am seeing used more and more in the U.K. I
think a lot of U.K. companies would like to use it with their overseas
insurance companies.

Certain territories have quite rigid and stringent statutory valuation
bases, and so additionally have a problem that the defined valuation
basis does not truly reflect the earnings progression or potential for
the company. Often, when the rules are very rigid and inflexible, it is
difficult to market certain types of plans, certain types of products, in
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those territories. One finds that trying to squeeze the product into
the overseas territories reporting system is just impossible. If it is not
impossible, it costs you a lot more money in setting up statutory
reserves than you otherwise hoped for.

Some tax considerations are particularly crucial on the accounting side.
In the U.K. taxes are computed on what is known as an "I - E" (inter-
est less expenses) basis, and this can lead to all sorts of different
bases from territory to territory. Still other territories have profit
taxes. In certain countries, there are major tax planning oppor-
tunities. One concern went through all sorts of contortions to save tax
on an insurance company. (It was a general insurance company.)
Basically, there was no need to do that because the group as a whole
was in a tax loss situation. Upon consolidation, the tax payable on the
insurance company would have been more than offset by tax losses in
the rest of the group. A lot of time and money was spent on profes-
sional fees to get through a major tax planning exercise, in my opinion,
for very little result.

Understanding the foreign tax credits is important, and I am sure the
new U.S. tax law will bring up a number of important issues about
those. For instance, what double tax agreements are in force? I know
the U.S. has double tax agreements with both the U.K. and France,
and it is rumored that there might be one with the Netherlands some-
time in the future. If that double tax agreement does not apply, then
tax planning has to be thought through, in much more detail, territory
by territory.

The size of the organization is also quite important in defining account-
ing procedures. The larger the organization, the more detailed the
financial statistics. This can pose serious problems for a small insur-
ance company in North America. It may have to file GAAP returns. It
may also be required to produce figures on the overseas territory

statutory basis, plus all the other forms that a large organization
maintains on a routine basis. I think North American companies need to
communicate to their overseas parents just how much additional work
they have to do in their normal day-to-day filings in the U.S. Ob-
viously, the bigger the organization, the more at stake. The larger
the organization, probably the less rigid it is, the less inflexible it is,
the more it will insist that good financial data be communicated back
and the less leeway it will give to making the benefits on the product
side, for fear of some major disaster happening.

The last topic I will discuss is communications. Even with all of today's
high technologies--computer systems, word processing systems, satel-
lites--there is still a need for human communications. Here, language
is very important. Even in English speaking countries, the vernaculars
are so vastly different that confusion often abounds. Obviously, if a
foreign language is involved, then there are even more problems. In
foreign operations, it is important to have nationals in fairly senior
management positions, if not in all of the senior management positions,

who have a firm knowledge of the language and who are natives of that
particular territory.
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On the financial side, the overseas company would like to have consis-
tent worldwide reporting, but obviously that is very difficult. Some of
the accounting results that the overseas parent wants communicated to
it bear no relation to the operating territory because the system was
developed for an Australian or South American subsidiary. But it is
important to communicate back to the parent about particular problems,
and not necessarily for there to be a worldwide reporting system.

How is the insurance company treated by the overseas parent? Has it
communicated how it would like to see the insurance company operate?
Is it treated as an investment? Is it treated as an experiment of some
sort? (I think it is unlikely that one would wish to experiment in the
U.S., with all the regulations in force. It is probably also very ex-
pensive to experiment in the U.S.) Is it treated as a great oppor-
tunity? Depending on which one of these is the parent's view, it will
have vastly different aspirations. It is important that the parent
communicates to the North American company what those aspirations
are, what is expected from the company. Does it expect dividends?
Does it expect GAAP earnings? Does it expect not to put up any more
capital? That is very important.

One other important area in communications is the transfer of concepts
from one territory to the next. The products are not transferable, but
the concepts are. I think that U.S. companies that are owned by
companies in Europe or other overseas countries have opportunities to
deliver a wide range of products, and with their own very diverse
distribution systems, to contribute to how the group operates on a
worldwide basis. This is possible by communicating to the parent just
how good these ideas are. It is of no use to talk in esoteric terms

about universal life or variable life. One must sit down and explain the
concept, how it works and how it might fit in with a particular mode of
operations.

In conclusion, I have discussed the fact that there are a great many
differences between overseas insurance markets and the North American

insurance market with respect to local cultures, customs, regulations

and financial reporting systems. This can lead to companies organizing
themselves to have completely different operating structures. Company
attitudes, dividend payments, accounting and reporting systems, prod-
uct designs, distribution systems and so forth, will depend on the
whole host of considerations. Some companies will have thought about
all of these issues, and their structures will reflect that. But the

structures of other companies may just be accidental. It is likel:/ in
these situations they will not be operating to full efficiency.

Finally, I think that good communications between the parent and the
overseas subsidiary are vital, if the group is to succeed. Knowledge of
the overseas environment and the ability to communicate conditions in
the local environment to the parent are extremely important.

MR. WILLIAM F. MCGAHAN: I would like to discuss a few observations

made from a North American perspective. I will address my comments
to our overseas friends who have come into the U.S. and taken over
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companies. Perhaps I will point out some things you may already be
aware of, but they are significant.

The first thing that struck me about doing business with people from
Europe is theT_ haven't the slightest idea how big this country is.
They have a vision of the U.S. which is roughly comparable to that
famous New Yorker magazine cover depicting the U.S. as New York
City, the Hudson River and then San Francisco with terra incognito in
the middle. Some overseas companies locate their U.S. offices by
taking a map, pointing to somewhere in the middle and saying: "This
should be good because we can get everywhere quickly." So they wind
up with offices in St. Louis and Kansas City, which are not bad places,
but have no relationship to the market they may be after.

A more specific example is provided by a large European insurer who
decided to get into the U.S. marketplace. It wanted to locate in New
York City because it was very important to the parent company execu-
tives to have access to opera and other amenities that were in New
York City. However, the president of the U.S. company did not want
to live in New York City_ He said he would rather live on the West
Coast, so they located the company on the _/est Coast because, after
all, it really was not that far away, and they could get there very

quickly. Unfortunately, it was a property and casualty insurer, not
involved in the California workers compensation marketplace, and it has
been suffering ever since because of a decision that was based on a
whim.

This lack of geographic sense can be illustrated on a more individual
level. One executive, who was assigned from an overseas organization
to a U.S. company, looked out the window one Friday afternoon and

said to a coworker: "It is a lovely day." (They were in New York at
the time.) I'I think I would like to go to Chicago for the weekend.
What is the best way to drive there?" He did not understand that he
would be driving the entire weekend, just to get there and back.
Distance is important.

I finally came to understand why some Europeans do not get a good
idea of the size of the U.S. marketplace. It is a simple reason. We in
the U.S. grow up seeing maps of the world on which the U.S. is in the
middle, very large and very big. Recently, I picked up a U.K. map of
the world, and there was England in the middle with the U,S. way off
on the left-hand side, extremely shrunken in size. I would expect that
if you grew up in Germany, in Japan, that country would be in the
middle of a world map, and the people there would spend all of their
lives thinking the U.S. was split into two pieces, and very, very small
in size. There is a lot of difference between knowing something and
really understanding it.

But there are other things that Europeans do not understand about the

U.S. marketplace. There are very significant differences in buyer
behavior between the U.S. and Europe. I think it is difficult for

European managers, or managers from any other culture, to understand
that the U.S. buyers are very different from buyers in their own
countries. A lot of studies have been done on the U.S. market.
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These are called "psychographics." I am not going to go into them,
but if you are in the life insurance business, you know that currently
there is very little buyer loyalty in the U.S. There is still some, but
very little. If the price goes down by any significant amount, the
customer will move quickly to another carrier. Managers from other
countries are not used to this. They may get used to it in the future,
but, at the moment, they are used to very loyal customers who often
have a very strong personal identification with the organization. Those
managers also do not understand how buyers in the U.S. are ready to
sue at any moment, and what impact that has on losses.

Finally, I think competition is a major issue. Most companies coming
into the U.S. are large. They operate in a very small marketplace with
something like seven to twelve major competitors. They usually have a
good share of the market. Alliance, for example, had 25 percent of the
market in Germany, maybe 33 percent if you took reinsurance into
account. It is very difficult for executives there to understand that if
you come into the U.S. marketplace, you are dealing with 3,000 proper-
ty and casualty companies and almost 2,000 life insurance companies.
Typically, such concerns are coming into the U.S, by buying a com-
pany that is not a dominant force in the marketplace. Competition is
very, very difficult for them to understand. They come in with a lot
of perceptions that need to be overcome.

Generally, as far as organization is concerned, I find that most
non-U.S, companies that acquire a U.S subsidiary tend to leave the
managers alone until they get into trouble. Then the N quickly bring in
somebody from the parent company to take over the organization, or
maybe to fill several senior slots in the organization. Those people
come with all of these biases about the marketplace, about the competi-
tion, about the buyers. In the property and casualty field, we have
seen a lot of that occurring in the past several years. If you are
working in one of those organizations, I think you have to take great
care in explaining what is happening in the marketplace, and in ex-
plaining to your parent company who your customers are.

If you are in a U.S. company that has been bought by a European, or
other foreign, organization, you will find very quickly that several
things happen. Delegates from the parent company appear on the
premises. These delegates are people who are typically assigned to a
unit of the organization, underwriting, claims, investments or so forth.
But they really come here to train. It is important not to regard them
as spies, because they usually are not. They are here for a valid
reason. They typically do not communicate to top management of the

company. They deal with somebody who is their patron in that depart-
ment, and they are here for a specific mission. Thus it is important to
find out what that mission is, so you can put them in the right place
and you can show them the right things in the organization.

Another thing that will happen after you are acquired is that you will
be flooded with requests for information from everybody at the parent
company. Everybody wants to know what is going on. It sometimes
takes you weeks and weeks to fulfill a request for information. Then
after submitting it, you never hear from an N of them again. You do
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not know what they are doing; you have no idea why this is going on,
and it can take an enormous amount of time. I think it is very, very
important that you set up channels to screen information requests.
Then you do not get somebody at a lower level of the parent orga-
nization doing a study, having your people run around for four or five
weeks gathering information to support this study, which is really not
important to the top management of the parent company.

Let me talk about the U.S. perspective on going into the international
markets. That is largely a property and casualty perspective, not a
life perspective. There are not many life insurance companies who have
gone into overseas marketplaces. I do not know what the reason is. It
may be related to the fact that in World War I a lot of big mutual
companies lost properties overseas. But whatever the reason, they
have not done it.

It is important to understand how they have gone into the overseas
marketplaces. Usually, the large property and casualty companies got
involved because they had to serve large multinational clients with
overseas locations. They needed to provide insurance on a worldwide
basis to corporations like Exxon, Firestone or Ford. Their typical first
arrangement was a service one: "Let's find out who is writing insur-
ance business in Indonesia, the local company. We wilI arrange some-
thing with it so that it will provide coverage." Very quickly, com-
panies got into other arrangements where they established a local
presence. Around the world, there are a number of different alterna-
tives for how they establish that presence. They become admitted in
countries where admission as an insurance company is required. In
some countries, they operate as non-admitted carriers; not recognized
by any of the licensing authorities. Here, they just write business,
either on a direct basis or as a reinsurer--they might write business
through a primary company and then assume it all into their own orga-
nizations. Some of them actually form subsidiaries or buy companies.
Some of them set up branches. So, the property and casualty company
structures around the world are very different. Some of those struc-
tures are dictated by local law. Some companies are lucky that they
got in early, before the countries realized that this was indeed a

money-making activity and decided to keep out anybody else. So you
find interesting patterns around the world where companies actually own
organizations, or are doing business through other carriers hecause
they did not get there early enough.

In that latter environment, they typically bring every transaction back
to the U.S. Huge volumes of information then flow back to the U.S.--
every premium, every loss, every claim settlement. That information is
fit into systems in the U.S. That is particularly true with a branch
operation, where the company writes through an agent in the foreign
country. Often, that volume of information gets so big it is difficult to
deal with, but the company is forced to because of an accounting
regulation that went into effect in the 1970s called FASB-8 (Federal
Accounting Standards Board - 8). This said you have to recognize
foreign currency exposure on a transaction-by-transaction basis. That
has changed somewhat in the last couple of years because of a couple of
things--inflation and because of foreign currency exposure. Foreign
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currency was not a problem until ten years ago, and then not a critical
one until four or five years ago when the U.S. dollar became extremely
strong against foreign currencies. Now it is a significant problem. In
1982, the U.S. accounting profession adopted FASB-52 which eliminated
FASB-8 and said that a number of alternatives are available to account

for foreign business. However, all of that business has to be
translated into U.S. dollars in one form or another.

Let me tell you a little bit more about FASB-52. Essentially it says:
"Let's look at what is really happening. Are you guys just doing a
couple of transactions in that country or are you there to stay? Where
is the money going? Are you leaving the money or are you bringing it
back?" If you are leaving the money there, paying the expenses there
and are there on a permanent basis, FASB-52 says, in effect: "I do
not care what your organizational structure is, whether you have a
branch, a subsidiary or an agency, you can treat that entity as a
reporting entity on a balance sheet and income basis and you can treat
that currency as what we call a functional currency for your
reportin g."

What impact does that have? It means that in translating the balance
sheet and income statement from that operation, you revalue it as an
asset and do not deal on a transaction-by-transaction basis. You are
essentially taking the impact of that into your surplus, and not through
your income statement. It is a very significant change. But there are
still income statement implications because in that local environment, you
may be doing business in several foreign currencies and you are going
to have to translate those into the functional currency you are dealing
with. But, you are not taking every transaction and measuring its
impact in terms of dollars. This has led to structural changes in some
of the companies. At my firm, we are now seeing much more emphasis
on decentralized management, much more emphasis on profit centers.

Let's look back at management and business reporting in the foreign
entities. Again I think most companies start by looking at them as
U.S. operations. There are regulatory requirements in a lot of coun-
tries. Some do not have those, but many do require the filing of
financial statements with local regulatory authorities. The DLT in
England, I think, is perhaps the best known, but there are regulations
in France, Japan and many other countries. They are very complex.
They are not U.S. statutory. They are not U.S. GAAP. They are
usually something else. The books of the entity have to be set up to
comply with the local requirements, and those can be rather strenuous.
In Japan, for example, there is a manual on how to calculate incurred
but not reported (IBNR) losses for property and casualty companies.
My understanding is that most property and casualty companies in
Japan follow that manual, report the results to the local authorities,
and then do their own calculations of IBNR because the manual calcu-

lations have no bearing on reality. They are in the statutory require-

ment for filing. You have to understand that you are going to keep a
couple of sets of books when you are operating overseas.

Another thing you may have to understand is that when you get state-
ments from overseas, things may not be as they appear. Premium does
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not always mean premium the way you understand it. In some cases,
premium means collected premium. In some cases, it means written
premium, In other cases, it means earned premium. You have to
understand what is reported when somebody says: "My premium
was..." It is the same with losses, there are all kinds of variations

from country to country, and some within countries depending on the
local customs and standards. If you are doing business over there,
make sure whoever is reporting to you is using your definition, the one
you require.

Another thing that is becoming very important for a U.S. company
operating overseas is investments. If a company has significant over-
seas holdings, it could have a big problem balancing currency expo-
sures. That may not be obvious from the financial statement because
the subsidiary may have translated everything into the local currency
and reported that. But in fact, if it is a company operating in Italy,
it may he writing half of its business in Austria in shillings and that
may not be apparent in the financial statement. So there is an under-
lying currency exposure that you have to be aware of.

There are other hidden exposures in the currency/investment area.
For instance, a Greek contractor you insure may decide to put up a
building in Italy. A special policy must be issued for a large U.S.
corporation to cover anything that is not covered in its eighteen
subsidiaries in different countries. Premiums can be paid in U.S.
dollars, but the losses incurred in other currencies.

Last, there are the "traveling" risks, as I call them. A ship insured
in Greece winds up being repaired in Brazil. The losses and the repair
costs are very different from one place to another. Not all of these
risks can be identified in advance, but you should be aware of the fact
that they exist.

Another important issue is personnel. When non-U.S, companies come
into the U.S., they are shocked at how U.S. personnel think nothing
of quitting and going someplace else, particularly data processing
personnel. Loyalty is not to the company, but to occupation. Perhaps
that may even be true of the personnel professionals themselves. They
move around within their field and do not stay with one company.
Foreign companies find this very difficult to deal with.

Similar considerations apply when a U.S. company goes overseas. You
have to recognize that you cannot go in and fire somebody with the
expectation that he will easily find another position somewhere else.
You may find that when you fire him, half of the staff leaves with him
in outrage, and you may find that you now have a very serious problem
trying to hire anybody else into that organization. You will also find
that personnel policies with respect to vacation, leave time and so on
vary dramatically around the world. There are hidden costs in all of
these aspects. In West Germany, it is not atypical for people to have
six weeks holiday, and for them to be encouraged to take at least four
weeks of that holiday time in one solid block so that they get adequate

rest and recuperation to come back to the job feeling good. There is a
lot of cost in that. You will also find that employee benefit plans are
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structured very differently from one country to another. You have to
understand those differences.

I want to talk now about the movement of information and money. You

will find that certain countries do not frequently talk to each other, so
that telephone lines do not go the way you logically think they would.
Italian telephone lines, for some strange reason, all go through
Germany, but do not go into France. So information travels in circular
paths around the world. Likewise, money cannot be transferred direct-
ly between certain countries. So, there are very elaborate means of
moving money around the world. For example, from Brazil to Peru to
someplace else and then finally into the U.S. Reinsurance plays a

significant role in the movement of that money. As you begin to oper-
ate in an international environment, and try to set up systems in it,
you may find that, in some countries, you cannot use certain kinds of
equipment. There are some countries in the world where it is impossi-
ble to buy an IBM computer. IBM does not do business in certain
countries, largely because they insist that majority ownership be held
by a resident with only a minority interest held by the company. So
you are going to find places where there are no IBM computers, and
you are never going to get them. There are lots of interesting pat-
terns around the world that you must be very, very sensitive to.

Last, I want to talk about local cultural and market issues. I will tell

you a story that Mr. Victor Kiam told the other day. He is the guy
who bought the electric razor company. He decided to market his

product in Japan and set up a mechanism to get clearance from the
government. It said he could market all of the electric razors he
wanted to. So he went over there and the first thing he realized was

that there is no retail space in Japan. Typically, when he went into a
retailor to sell him something, he had no place to put inventory.
Whatever inventory he had was on the shelves. Mr. Kiam then had to
set up a new distribution system. Instead of delivering the razors once
a month, he had to deliver them two or three times a week because the

retailor had no place to put them. The distribution system was one
where a truck came around every two or three days, filled the empty
space on the shelf and left. It was a very expensive proposition, but
that was the only way he could do business.

Something you have to realize is that you do not contact people the way
you do in the U.S. Mr. Kiam told another story about visiting a
distributor in order to get a feel for the market. He introduced himself
and spent hours with the distributor. The distributor asked him how
long he had been in Japan, talked to him about his family, talked to
him about local customs, the weather and then left. Mr. Kiam asked
his Japanese contact about what happens next. The contact said:
"Well, you go back to your hotel room and if he liked you, he will give
you a call." He waited there for several days and did not receive a
telephone call. So, he felt that there had to be a better way to do
this, and the Japanese contact said: "Have you talked to his banker?"
He said: "No, I haven't." The Japanese friend said: "Go talk to his
banker. I will introduce you to him." He talked to the banker. The
banker introduced him to the president of the company. The president
then made the call down the chain of command to this retailer, and
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Mr. Kiam went back in to talk to the retailer as if he had never met

him before. The retailer asked him what his name was, when he came
to Japan, how long he had been there, because he wanted to save face.

He did not want to let the president know that he had turned him down
on an earlier occasion.

Their culture and the way they do business is very different. If you
are going to do business overseas_ you have to learn how other people
do business in order to sell your product in their marketplace.

MR. DAVID J. CONGRAM: I am vice president--Life Division, Aetna
Canada. Mr. Burrows, you mentioned the term '_appraisal value." I
wonder if you could give us a little bit more of an explanation of what
you mean by that.

MR. BURROWS: Essentially, it is similar to the appraisal-value calcu-
lations that are carried out in North America for the valuation for

purchase of a life insurance company. The wan that it is done in the
U.K. is to divide the value up into three components: the net worth,
the value of the in-force block of business, and the value of the plan

(or the value of any expected future new business.) What the com-
panies look at, on a consistent basis, year by year, for example is how
the value of the in-force block of business is moving. If it has in-
creased in value by $10 million since the last time the valuation was

made, then you will think the management performed pretty well. If it
has gone down by $10 million, then you will think management did

pretty badly. Essentially, it gives an indication of the progress of a
company which does its accounting on a statutory basis, Remember,
there are very few adjustments to accounts on a statutory basis in most
territories apart from the U.S. It gives you an indication of the prog-
ress which you would not normally get out of statutory accounts. Do
you want further explanation?

MR. CONGRAM: On what basis is that, gross premiums? Can you
relate that to what we look at when we talk about return on equity
(ROE)? Is it similar to that? I am just trying to get a good measure.

MR. BURROWS: You could not relate it to ROE as such. But, the
methodology would be to project all future earnings of the company by
looking at cash flows on an after-tax basis, allowing for the way the

statutory reserve basis moves. So you do look at all future cash flows
and discount those at a required rate of interest.

MR. CONGRAM: So it really is a sales basis.

MR. BURROWS: Yes, a sales basis without the element of goodwill.

MR. YANKO: Are there any more questions?

MR. M. SCOTT MACAULAY: I'm an actuarial assistant at the Citadel.

I was wondering, with regard to reporting, how you handle things like
Near-end requirements where the data you need to complete is in a
reverse order to the way you would normally need to do it. With
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deadlines like January or February, what is the best way to handle
that?

MR. MCGAHAN: There is usually a lag in reporting when you are
dealing with an overseas entity. You very often will be reporting three
or four months after the fact, so you may have a quarter lag or you

may have a two-month lag or the books on the overseas company may
close before your's close. Typically, U.S. companies do not ask the
overseas entities to go through all the conversions to GAAP, because
they just do not have properly trained personnel in all of those lo-

cations. They ask for information, usually a balance sheet, an income
statement and then supporting statements which provide enough infor-
mation to the head office to make the adjustments when the report
comes in.
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