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MR. LORNEM. COOPER:I havethe privilegeof introducinga blueribbonpanelof
distinguishedchiefexecutiveofficers(CEOs).Thesegentlemenhavedonewhatthe
restof usarejusttalkingaboutinthe managementsessions.They'regoingto talkto
you abouttheirhands-onexperiences.Thisis nota sessiononfractiles.Thisis a
realitysession.

We havelanRolland,chairmanof UncolnNationalCorporation(LNC),JohnTurner,
presidentof NorthwesternNational(NWNL),PeterWilde,presidentof Citicorp's
insuranceoperations,andBillGleed,presidentandCEOof CitadelAssurancein
Canada. Thefirstthreespeakersareactuaries.Billis not,so you'llget a nonactuarial
viewpointaswell.

MR. IAN M. ROLLAND:At LincolnNationalwe havea sayingthat changeis
mandatory,butprogressis optional.The issueis howto dealwithchangewhether
it's positiveornegative. It's clearthat changeis pervasive.It's affectingevery
businessinthecountrythesedaysandaroundthe world,andclearlythe insurance
industryis not immune. AnyCEOwhodoesn'tthinkchangeis away of lifethese
dayshasn'tbeenreadingthe papers. I wasparticularlyinterestedinthe headlinein
USA Todaythat said,"lneffectiveCEOswalkplank." Therehasbeena lot in the
papersrecentlyaboutGeneralMotors,IBManda listof majorcorporationsgoing
throughhugechanges.I thinkeverybusinesshasto havebuiltintoit an ongoing
processfor makingchangehappen. It'sveryimportantthat changebe simplya part
of a cultureof the organization,andI thinkit is clearthat a lot of thesecompanies
that areannouncingdramaticchange,hugelayoffs,andmajorreactionsto current
situations,probablyhaven'thadbuiltintotheirprocessesthesemechanismsfor
copingwith changeandacceptingchangeas a way of lifeintheirorganization.Allof
asuddenthey wakeupto the factthat theworldaroundthem haschanged,and
they haveto dosomethingdramatic.Toooftena lotof peoplegethurt inthe

* Mr. Gleed,not a memberof the Society,is PresidentandChiefExecutive
Officerof CitadelAssuranceinToronto,Ontario,Canada.

2063



RECORD, VOLUME 18

process. So, I think it is important to understand that we are living with change. We
will continue to live with change, and it has to be a continual part of the planning
processes and management processes that any organization puts in place.

We at Lincoln National have been going through a lot of change recently triggered by
some strategic decisionsthat we made about the directionof our business. We
decided in early 1990, and in spite of the fact that we had been a changingorganiza-
tion over a longperiodof years, that the world aroundus had changed enoughthat
we reallyneeded to take a hard look at everythingabout our corporation. We
decided to go back to the basics and figure out what kind of company we wanted to
be, what businesses we wanted to be in, and, in fact, examined the very basic
premises upon which we operate. For example, we looked at even something as
basic as whether we ought to be in the insurance industry at all, or whether we
ought to take our capital and invest it in something totally unrelated. We undertook
the process with outside assistance and with the involvement of our own people.
We looked at things like our own performance record to evaluate how well we had
done over the years. We looked at our skills as well as our weaknesses, the track
record of our competitors, the expectations of our customers, shareholdersand
employees, the attractiveness of the businesses we were in, and the efficiency of our
organization.

The first thing we decided was that lincoln National had produced respectable returns
over the years, and when we compared ourselves with some of our competitors,
we'd done pretty well. However, when we compared ourselves to particularly more
focused competitors in our business, we learned that they had done better than we
had. We discovered that we were well placed in a number of the businesses we
were in and had good market positions; but we also learned that in other businesses
we didn't have a leadership position, and we had nothing going for us that gave us a
particular competitive edge in the marketplace. We also discovered that our organiza-
tional structure, at least in some of our business units, contained barriers to our being
a truly market-oriented and customer-focused organization. We looked hard at our
staff operations, and we decided that the role of our staff people wasn't very clearly
defined, and there appeared to be, in some areas, excessive staff and probably
excessive expense at the corporate level.

We also found that we probably weren't effectively managing risks, at least in some
areas of our operation, and we found that we were in a number of very small
businesses that had limited potential to contribute significantly to the bottom line, but
had a lot of potential to create negative surprises for us. We also decided that we
were trying to do too much and had spread our resources too thin. Those were the
kind of basic conclusions we reached about our organization; it was a bag of pluses
and minuses, and I suspect ff you go through this process, you'll learn the same thing
about your own organizations. It was a useful exercise, and I think this kind of
introspection needs to be done periodically by any organization.

Out of this came a commitment to the insurance business and to remain a multi-line

insurerbut a far more focused multi-line insurerthan we had been in the past. We
adopted a visionto become a benchmarkcompany and we're trying to spread that
visionthrough our whole organization. What we want to be is a company against
which all others comparetheir results. We want to be the benchmark. We set
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aggressive financial goals for ourselves that we believed we had to adopt if we were
to be truly a benchmark organization: 15% return on shareholders' equity every year,
and a 9% per year growth in the book value of our stock.

We then adopted three strategic imperatives which really direct our decision making
with respect to every business unit in our corporation. The first is that we will be a
top-tier performer in every business we're in. If we cannot be a top-tier performer, for
whatever reason, we will exit that business. We've said that each of our business
units will create substantial value. That means they have to be large enough to
contribute significantly to Lincoln National Corporation's bottom line. We define that
to be 50¢ per share of LNC stock, which is about $20 million per year in earnings.
So, if a business doesn't have the potential to either be earning that much now or
have the potential to eem that much in a relatively short period of time, we believe
we just simply can't waste our resources on that kind of activity.

Finally, we said that we will control, monitor, and understand all of the key risks that
we take in our business. Those are the three strategic imperatives that we adopted
at Lincoln National. I suspect most of our employees understand our vision, our
financial objectives, and our strategic imperatives. We've passed out to every
employee a tetrahedron which has these written on it. That tetrahadron sits on every
employee's desk. We hope we have the commitment of the whole organization in
this process.

Let me just list some of the things that have resulted from this already. The changes
were really dramatic, and they were swift. First, we announced our intentions to sell
a major line of business, our managed health care group. We didn't believe we were
large enough to be one of the three, four or five top players in this arena, and we
weren't willing to risk the financial resources necessary to get there. While we were
proud of the progress we'd made in turning around our large group indemnity
business into a true managed care company, we weren't seeing the return on equity
we felt our shareholders deserved. So, we made the decision to sell and reinvest
those dollars elsewhere. This was consistent with imperative one, to be a top-tier
performer. We simply didn't believe we wanted to devote the resources to turn that
business into a top-tier performer in its marketplace.

We also studied several other smaller businesses and made the decision to exit the

market or merge them into larger related businesses. We decided we simply weren't
willing to spend top manegement's time on small business units that were only
capable of eeming a few million dollars a year. We set an annual eeminge target, as I
said before, for our business lines and determined we would be committed only to
those with the potential to reach those earnings targets within a few years.

As we decided to exit the large group health business and a few smaller businesses,
we faced the difficult task of dealing with the related job eliminations in as fair and
equitable a manner as possible. Here we did something that I think broke new
ground in this area. It is quite different from what they're talking about at General
Motors, which is wholesale layoffs with very little regard to the commitment of those
employees who have been at the company for many years. Guided by a task force
of employees from all different levels and all different parts of the organization, we set
about developing a process to redeploy top-tier employees who might otherwise be
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displaced by the sale of our managed health care group. With little more direction
from me than an admonition to make it as fair as possible, this group worked virtually
around the clock to come up with a process that allowed us to match job skills
corporate-wide. Eventually, it resulted in the successful redeployment of hundreds of
employees out of the managed health care group into other parts of the corporation.
So, when you walk around LNC, you'll find former managed health care employees
working in almost all other departments of the company. We succeeded in retaining
the best and brightest of our managed health care staff, and we did it with a minimal
disruption to our day-to-day operations. Those employees benefitted, and we believe
the company benefitted from an upgrading of our whole employee staff.

While we were divesting the managed health care group and a lot of other small
businesses, it became clear to us that we needed to downsize our corporate opera-
tions significantly. Our corporate staff operations were supported about one-third by
revenues from the divested businesses, and so we had the job of downsizing
corporate by a third or more. We used an AVA process to streamline corporate
operations. Instead of just focusing on increasing efficiencies, that is, doing things
right, we wanted to look at the effectiveness of our activities - that is, were we
doing the right things? This AVA process, which we call the corporate operations
restructuring effort (CORE), will result in savings over and above what we needed to
achieve -- $60 million for LNC over a three-year period. It'll add about 50¢ a year to
the earnings-per-share of Lincoln National Corporation.

Just as important, it helped us put a value on each of our activities, and we eli-
minated redundancies, it's amazing how many things you do that you don't really
need to do if you examine them. It also created a baseline for future planning and
budget activities. We're holding that process up as a model for the rest of the
organization and asking our business unIts to go through the same process.

What else resulted from this comprehensive analysis of our operations which we
began in early 1990? Well, just last month, we announced the restructuring of all of
our life and annuity operations to bring them all under the same roof, both organiza-
tionally and physically. Until this year we had used a strategic business unIt (SBU)
structure under which we had fragmented life operations, fragmented annuity
operations, all working on their own and, in a lot of cases, competing with each
other. We've now brought all of our individual life and annuity operations into one
organizational unit which we believe will be considerably more customer focused and
market focused than the individual business units have been in the past. In addition
to being more customer focused, we think the organization will be far more efficient.

These are briefly some of the things we have been through at Lincoln National
Corporation. I think some lessons that we've learned as we've gone through the
process might be instructive. First, a change process has to be very carefully
planned. You have to know in advance what you expect to achieve, what processes
will be in effecting change, and be very clear about that up front. In my view, the
change process is most effective if it can be done with the broad involvement of the
employee base. If it can be perceived as something other than a top-down mandate
on the organization and as something a broad cross-section of employees have
participated in, it will be far better accepted in the organization.
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Second, the process has to be very carefully executed, based on good planning, with
people who are leading the effort and understanding clearly how they fit in. I believe
the change process also has to be perceived as being fair by the organization.
People's lives will be affected by it. You can't avoid that. There will be job elimina-
tions, job changes, and so forth. I think it's important that you make sure your
organization believes that people are being treated fairly. We've tried to do that in our
process.

And then I think it is very important that communication be extensive. We've learned
that no amount of communication with your employee base is enough. No matter
how much you communicate, they want more. The change process also has to be
accompanied by visible, dramatic actions that convince the organization you're really
serious about the effort. In our case the dramatic action was the decision to sell a
major business unit.

Finally, it has to be led from the top. If the CEO and the top management of the
company aren't committed to this, it won't be done because change is difficult and
resisted in many quarters. The organization has to understand that the top of the
company wants it to happen. So, top management has to be very visible in its
leadership.

Managing change is a process that requires a lot of attention, but at least I can tell
you in our case we believe the results are well worth the effort.

MR. JOHN G. TURNER: I had my eye on some of the same USA Today material
that lan did, but I focused on another aspect of it. I guess I might take issue with lan
about his comment that progress is optional because, given the elements that are
influencing corporate governance these days and specifically how boards view their
responsibilities, I submit that progress is not optional, and what we see happening at
companies like GM really speaks to that issue.

The difficulty of developing a position on each of the issues that are outlined in the
program and a number of others related to change obviously is compounded by their
extreme diversity and the urgency with which they demand a decision. Our gut
reaction may be to line them up in a queue and start swinging away as if, for
instance, we're in spring training, but with this approach our goal is just to render a
decision, really any decision, v_.rrthouta sat of guiding principles based on the goals of
an organization, how can we make a good, carefully considered decision on any of
the issues? I think the answer is that we really can't.

As a result of times of dramatic change such as these, I really believe that the most
important ingredient for managing change successfully is a set of values or beliefs
across the organization that fundamentally does not change. I think that you heard
basically the same message from lan. These values can take on the form of a
company vision or mission statement or they can be expressed as the principles that
guide an organization's actions. It really doesn't matter what label you put on it.
What matters is that the set of values or beliefs has been defined and that it's clear

to everyone in the organization what they are and how they should be applied in the
decision-making process. We've done this at NWNL through the development of a
vision statement that first includes a couple of basic strategies. First, that we're
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focused on a few, specific segments of the market, end, second, that each of our
businesses must have the potential to be a leader in its targeted segment.

Our vision also includesfour basic values that support the strategies. First, is
providing quality products and superior customer service. Second, is achieving
operating efficiencies driven by our clear business focus, and that's essentially superior
execution. Third, is recognizing the importance of strong relationships with our
distribution channels. Finally, we are continually developing and challenging
empowered employees. We identifiad these four values through our top-down and
bottom-up, very participative process that involved very significant portions of our
organization. We believed input at every level was critical to making sure that the
values were the correct ones for our organization and instilled a sense of ownership
among all of our employees right from the beginning.

Of the four values I listed, one is really the premier guiding value for everything that
we do. Of course, I'm talking about the quality and superior customer service
element of our value system. Despite fairly great diversity in our business units,
we've really been able to rally around the shared value of superior customer service
and continuous improvement in our work processes. Why? The shared value of
superior customer service provides a context for addressing the kinds of organizational
change that we've been talking about. As we confront change and our challenges
with difficult decisions, a question that we need to ask ourselves continually, is what
will provide the greatest value for the customer now and in the future? Two obvious
examples from the program are outsourcing and joint ventures. As organizations
become more focused and look more critically at the value-added elements of each of
their activities, outsourcing and joint venture opportunities will inevitably become
widely adopted strategies for meeting customer needs. At NWNL we've just begun
to scratch the surface in finding ways to use outsourcing and joint ventures to our
advantage.

One example of outsourcing we've implemented is in a new business unit where we
wanted to provide 401(k) plans to small employers. The market research we did prior
to going forward with the new venture told us that the main reason that employers
switch plan providers was poor service. The challenge, then, was to provide a
consistently high level of service while maintaining competitive pricing. Eventually, we
decided the best way for us to achieve our customer service goals and our profit-
ability goals was to use a third-party administrator to handle all the plan administra-
tion. It really didn't make sense for us to try to build an internal capability when an
external one already existed, and since plan administration is all our vendor does, we
know that it achieves economies of scale that we never could in a small, internal
operation. It also provides us with the opportunity to offer service guarantees, thus
ensuring the satisfaction of our customers or refunding a portion of the service fees.

Besides exemplifying the use of outsourcing, this new business also offered an
opportunity for joint venturing. The same market research indicated that 401 (k)
customers wanted a product name they knew and could trust, particularly in light of
the negative publicity that has surrounded our industry. To meet that demand, we
formed a venture with Fidelity Investments which gave us an opportunity to put
together a variable annuityproduct that meets our customers' requirements. That's
one example of outsourcingand joint venturing. Other examplescan be found in the
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marketing agreements that we have with other companies for the distribution of
products that we don't or can't manufacture effectively. For us, outsourcing and joint
ventures really dovetail with our strategy of product and market focus.

The customer-oriented organization must ask itself if its customers are best served by
its own product portfolio or if customers could benefit more from a hybrid product
made possible by pairing up with another provider. I think looking at issues from the
perspective of your customer ensures or supports foolproof decision making. Put the
customer's interests first, and the payoffs can really be remarkable. Leaving them out
of the process means you're making decisions in a vacuum with little rationale to
support the decision. Customer-focused organizations can more easily make the
tough decisions about the businesses they want to be in. As a result, I think it's
easier to make tough decisions about downsizing and staffing levels because we
know decisions are based on what will result in the best product and best level of
service for the customer.

Like most other insurers, NWNL went through a significant expense reduction effort
earlier this year. However, unlike some companies, we didn't mandate ecross-the-
boardstaff or budget cuts. Our process is really driven by businessstrategies, and
through 1991 we exited a numberof businessesand narrowed our focus. As a
result,we were in a positionto determine the organizationalstructure that best
supporteda more-focusedcompany and the needsof our targeted customers. To do
this, we involved employeesat every level acrossthe companyto review work
processesand determine where we could become more effective. These efforts
enabledus to identify and implement large expensesavingsrepresentingabout 12%
of our total enterpriseexpenses without jeopardizingthe service that we offer
customers.

The same concept of customer-focuseddecisionmakingis appliedin considering
internationalexpansion. In one of our businesssegments, customers told us that they
expected us to have a foreign presenceif we reallywere serious about pursuingthe
particularstrategy involved. We listened, acted, and the results have been very
favorable. We opened an internationaloperation in Copenhagenalmost a year ago,
and it met its 1992 salesgoalsby the end of the first quarter of 1992. Furthermore,
on the international issue, I think most companiesare findingthemselvesobliged, in
responseto concernsabout product and servicevalue, to developcapabilitiesin
internationalasset management.

I think you can get the gist of what I'm saying. I don't think it's necessarilyhelpfulto
providemore examples. What I have tried to do is explainon a case-by-casebasis
the results that we've seen with a customer-focused decision-making process. In
addition to the individual successes, I think we've realized a benefit that's much more
far-reaching. By looking at issues through the eyes of our customers, we've made far
more progress than we anticipated in our ability to view problems and issues the
same way, in the same context, and across our enterprise. As a result, a common
language and a common system of thinking has developed as we consider our major
priority which is meeting customer expectations; at the same time, we've made
considerable progress in serving both internal and external customers.
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I think really placing value on internal customer se_ice has been extremely important
in getting our peopleto buy into what we're all about. This can be attributed to
everyone having a clear understandingof who their customers are and what customer
expectations are. I alsothink it's due to peopleknowing how they fit into the
customer servicechain, being aware that even though their immediate customer is
internal, they stillhave a significantimpact on the level of servicethat's ultimately
provided to the end customer.

Throughout this learningprocessour people have observed the importanceof the
other three basic values that I mentionedearlier. By applyingthe concept of continu-
ous improvementto criticalbusinessprocesses,our people realizethat superior
execution reallydefinesour abilityto effectively serve customers. Our people also see
cleady that to a very largedegree good relationshipswith distribution systemsdepend
directly on superior service, and this service reallysupportsthe strength of the
distribution systems in ourvarious businesses.

Finally,with our investment in trainingand development, and particularlyinvestingin
quality training, along with broad-basedemployee participationin the problemresolu-
tion process that we've developed, we provideemployeeswith the tools to support
the value of empowerment. In no way do I want to imply that we're at the end of
the journey. We recognizevery well that this is only the beginning. As we apply this
same thought process to customer service requirementsacross our enterprise,we
recognizethat there are really great opportunitiesremaining for continuous
improvement.

In closing,I merely repeat that there's nothingeasy about managing change,espe-
cially when changehas a tendency to compound itseff. Beforewe give into the
temptation to make hasty decisions,we must remember that the most important
ingredient for managingchange is a set of valuesor beliefsthat does not change and
that people throughout the organizationcan relate to, interpretand use to form the
context in which to make sound decisions. Open, honest and frequent communica-
tion helps a whole lot, too.

MR. PETER R. WILDE: My remarksare framed by three different work experiences:
almost 30 years with the Connecticut General,culminating in what was then the
precedent-se_ing mergerof equals- an interestingphrase, no doubt - with INA,
which created what some people have referred to as that new pastacompany
CIGNA. Those 30 yearswere followed by three-and-a-halfyears at the Equitable
during its rise into diversificationof distributionand rapid consolidationsthereafter
when we found we didn't have the capital to do it after all, and finallyfour years at
Citibank. Peoplehave a hard time trying to define what my job is becauseno
company in the United States is allowed to be called CitibankLife. So, once in a
while they'll try to string those two words together. That's against the law. The
closest we could come would be Citicorp Life because it would be improperto let a
bank and a life insurancecompany get that close, in terminologyat least.

During those years I participated in both the rapiddiversificationand subsequent
consolidationin our industry, and I was struck listeningto the two speakersbefore
me who have spent most of their careers in one company. I've had the fun of
watching some of this from a couple of differentperspectives. So, perhapsmy
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comments will be from a different angle. Some of you have probablygone through
the same experience of thinkingthat diversificationwas the perfect solutionfor a
while and then found out that consolidationwas the preferredtack. Often, I think it
was driven by the need for more capital,although we occasionallycouch it as a
back-to-basicsstrategy.

I was at the Connecticut Generalwhen it was makinga rather symbolicchange - the
decisionto work with RossPerot at EDS and let them manage our data processing
system. At the time we had a Smithsonian of data processingcapabilitiesin the
basement of the Connecticut General,most of it batch processing,and it was
terrifyingto think of bdngingin an IBM on-linesystem to handle the indMdual
business. So, we decided to have Perot run the business for three yearswhich he
did quite skillfully. Subsequently,we brought it back into the Connecticut General in
the Allied Van Unes. We hooked it up on a Saturday, and it worked rather well.

I point this out to you only because the challengeof first explainingto my peers and
seniormanagers that we were going to do this was a rather dauntingtask because a
company of that sizewas not permitted to think about taking its data processing
businessoutside. But it did work well, and I cite it because it gave us tremendous
experience in negotiatingevery single element of how we were going to deal with an
organizationthat is very precise. If you didn't have it in the contract, you were going
to get charged extra to have it. I think that made us tougher and more thoughtful
managers. We set servicestandardsbecause we had to and, of course, the system
had to respondpromptlyso that the employeeswould be, in a sense, indifferentto
whether that big, black box was in Camp Hillor down in the basement. It's interest-
ingthat we're still strugglingin some companiestrying to figure out whether that's
the proper read to go. I think it's a very apt concept for some of our products, if not
whole linesof business. The ideaof usinga firm of that type deservesmore consid-
erationthan some companieshave given it.

The secondthing we did was to finallydecide that the term insurancebusinesswas
totally unprofitable, and rather than having allof the agent advisory committee
meetingstalking about the term rates, we just decided we would become a national
generalagent (GA) and sourcefive companies' term products as we had previously
done for the highly substandardbusiness. That worked quite smoothly. Then we
could get back to talking about those productsin the advisory committee meetings
that made some money for us. I think with the benefrt of hindsight,we probably
shouldhave done that five years earlierand stopped foolingaroundwith reentry term
and some of those other noxiousthingsthat were causingallof us a great deal of
difficulty you will recallif you were involvedin the pricingbusinessat the time.

There were a lot of issuesto deal with when we did both of those things, including
what do we do with our employees? Happily, it was done at a somewhat more lush
time in the industry, and it was somewhat easierto redeploytalent in the organization
than I expect it is now, including perhapseven helping people get jobs with competi-
tors, but I won't repeat the comments made by both lan and Johnon that task. The
communicationissue is immense, and you can never overcommunicatewhat you're
trying to do; it does help if you're in a company where there is some tradition for
people moving between businesses,rotation programsor whatever. It's not as
threatening to the organizationto think about deploying peoplefrom the managed
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health care business into the individual disability income business or the single-
premium annuity business or whatever else is hot at the time.

I think one of the issues that hasn't been touched on yet is how the field force is
affected when you do some of these things. I think despite all of the noise and furor
from sales organizations about wanting to do their own thing, by and large they like
the idea that the company will provide some guidance and "Good Housekeeping Seal
of Approval" on the kinds of products you're sourcing from outside. I believe that
worked fairly successfully with us and eliminated some of this penchant for sales
guys to go off and try to do it on their own because it takes an enormous amount of
energy on their part. I don't believe they do it terribly well, and they get kind of
mixed up in the process and distracted from doing what they should be doing.

Another challenge during these years, of course, was the desire to expand distribution
channels, and for a long time I think we in the insurance business were loathe to
diversify our distribution because we thought the agents would be unhappy with us.
Well, the reality was they were long gone from the bam in terms of their desire to
diversify, and I think it took the manufacturers a very long time to wake up to the
reality that what's fair for one is fair for the other. When I subsequently got to the
bank it was sort of fun to be on the other side of the table talking about this issue as
a recipient of a product from outside carriers as opposed to trying to find new
channels when I was in manufacturing.

While I was at the Equitable a rather interesting question came up about single-
premium annuities. Some of you may remember in those days that the securities
firms had gotten into deep trouble by offering products manufactured by piano firms
and a few other firms like that, and in a flight to quality they decided to run for the
high ground and find companies that had a somewhat better reputation. One in
particular pied with me to buy Charter, and I told them that not only would I not buy
it, but it would cost quite a lot to take it. The upshot of all that was a discussion to
create a joint venture with Merrill Lynch to offer products through a company called
Tandem Financial.

One of the products was a single-premium deferred annuity which had surrender
charges like a CD, unlike the typical industry product at that time, and is now very
popular. There are about 1,000 parents for that design, I understand, including Sun
Life of America, but I do think we did it fairly early at the Equitable. It worked out
quite smoothly. One of the benefits of that concept, which was almost the reverse
of outsourcing, was that we basically entered into arms-length arrangements with this
new, legal entity to provide many of the products and the services that were already
at the Equitable. The investment management function, the running of the data
center, and the customer service work were really duplications. It just had a different
nameplate.

It was a rather interesting experience to try to find out what the proper charges
should be to do business with this rather scary competitor. Merrill had about 10,000
representatives at the time and Equitable claimed they had about 10,000. So, that
was a fairly awesome combination of producers. One story that you might find
interesting was that we heard a lot of noise about duplication in the customer base,
that Merrill would steal the Equitable customers and wouldn't that be terrible? After
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hearing that so often, I finally said to the agency vice president I would happily pay
him the agency department override on every documented sale that he could show
was lost by an Equitable agent to a Merrill representative as long as he didn't bother
me with the first two or three. Well, I was there three-and-a-half years. I've left. I
still don't have any letter in the mail asking me for that check which I think is an
interesting example. There wasn't as much overlap as we thought, even among
20,000 salespeople.

I'd like to pause for a minute on this particular issue. As a mutual company, there
was a lot of chatter about whether or not it was appropriate for us to engage in this
business, and some of you may find it familiar to hear the agents talk about using
their capital to invest in a new venture. I would suspect that, given the opportunity
to do it a second time, management at the Equitable will be a little clearer and more
forceful on the fact that the capital belongs to the policyholders or the shareholders,
but it surely doesn't belong to the agents. As you get into these kinds of unusual
discussions, it's worthwhile remembering that the high ground is important to take
early on with the field organization lest you get into a defensive posture as to what is
fair and what is not fair.

Let me discuss my move to Citibank. I was sitting here thinking of the remarks of
the earlier speakers. I suppose this was an example of personal change in my life. I
went with a bank that at the time owned seven life insurance companies, six of them
overseas, and the six overseas were allowed to do most things that normal grown-up
boys are allowed to do in that market, subject only to something called Regulation K
in the Federal Reserve Board regulations. It says, subject to certain conditions, you
have to tell the Federal Reserve if you're going to get too sassy and put in too much
capital.

I was brought in basically to create change, if you will, in the banking industry and
perhaps a tad in the insurance business at the same time. As you may know, banks
in this count_ have been allowed to get rather heavily into the distribution business
through state legislation and regulation where it applies. They came perilously close
to being allowed to have full underwriting powers until legislation in the fall of 1991
said that on and after this date, no bank, either national or state, shall engage in the
underwriting of insurance business unless on or before this date you were doing it. It
happens that one of our banks was doing that and is qualified based on the interpre-
tation issued very recently by the Federal Deposit Insurance Corporation (FDIC) to do
business as a life underwriter in 30 or so states. It will be interesting to see whether
this particular event does cause some changes in the life insurance business in this
country.

That was an interesting experience because there was no precedent for going forward
on that, and I would cite it only as an example of what it meant in running a busi-
ness. We had basically three ways of doing an insurance business at Citibank prior to
that date, and we were largely acting in a facilitating mode with our customer base.
We have some 20 million credIt cards, and we offer those people the opportunity to
get insurance on occasion. Some of you probably have one of our cards; more
people seem to have them than any other credIt cards. You can buy a wallet one
month and a pen the next month, and every once in a while we give you the
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opportunity of buying term insurance, accident insurance or a hospital indemnity
policy (HIP).

Up until now, we've had to offer insurance on other companies' paper. So we have
had the opportunity to work with perhaps some of you in this room where you have
been the underwriter, and we have been the provider of that coverage. We couldn't
be the agent, of course. That wasn't permitted. So, we collected appropriate fees
for servicing the business offered to our customer base. Now with the passage of
the Delaware legislation we will be able to underwrite the business. So, once again
we will be confronted with should we manufacture or go back into the marketplace
and find manufacturers? It is an interesting challenge because, of course, the banking
business, unlike our business, is less prone to think that the agent is the customer
and more inclined to think that the ultimate consumer is the customer. So our service
standards are geared toward the ultimate consumer, and are a little different. As lan
said, it's interesting to look at the different way they view and measure whether or
not the business is viable or not because they use banking measures for determining
if it's a good business, and they are prone to measure earnings on a customer basis.

My last comment is that I think it's key as we go forward to recognize, as both John
and lan have said, the need for outsourcing and being clearer on what we do well
and what we are not doing particularly well. What may have been viable and
appropriate even a year or two back may no longer be that way, or vice versa. One
of the options of offering outside company products to your organization is you get a
first-hand view of the level of volumes that you're going to do, and if there's a
sufficient volume and sufficient diversity, then you can decide to manufacture that
product yourself. The other item I would comment on in closing is that the banks,
unlike our industry, have found rather interesting ways to securitize assets and
package them and resell them in the marketplace. It's an interesting concept in this
day of scarce capital to figure out whether or not there are viable ways for us to think
about doing the same kinds of things in the life insurance business. Another element
to be dealt with is the shortage of adequate capital to grow at the pace we would
like to grow.

MR. WILLIAM H. GLEED: To allow a marketing person into a closed-door meeting of
the Society of Actuaries is, indeed, a rare occurrence.

When Lome asked me to address the subject of organizationalchange into the 21st
Century, I thought long and hard and began to think back over my 37 years in the
insuranceindustry. I thought of going back for a moment in the 37 years rather than
going forward into the upcomingcentury. Now, I'm aware this may sounda little
strange. However, I firmly believethat we need to know where we have bean, to
see where we've been, and to closelyexamine where we are, before we can ever
begin to plan and look forward to where we're going.

The industry looked rather different when I was starting out as an agent. I was one
of those people who knocked on doorsto try and earn a living,but no one at that
time, when I started out inthis industry and when I was going face-to-facewith
people,ever questioned the stabilityor financialstrength of the insuranceindustry
back then. You see, we were an industry that had the publicconfidenceand had the
utmost trust of the public becausewe soldpeace of mind to thousandsof Americans
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and Canadians. You know as agents back in those days, we made at least 100
sales a year. How did we go from such a position of strength, stability, and security
to this present state of what must be considered turmoil? Lately it has become all
too common to read about increasing insolvencies, substantially reduced earnings, and
yes, eroding surpluses. Talk of amalgamation and companies for sale never seems to
end. As a backdrop to all of these issues, we had escalating interest rates and
compounding escalation in real estate that went beyond our wildest dreams.

Several insurance companies began to branch out, to move beyond the business of
selling insurance. Just recently in one company's corporate structure that I examined
very closely, I found no less than 48 companies under the banner of the life insurance
company, companies involved in all kinds of businesses, including leasing, funds
management, marketing management, real estate, property management, holding
companies, and so on. Well, what an exciting and stimulating roller coaster ride
we've been on. Market share at all costs. Then there is the exciting and stimulating
1980s. Variable life. Universal life. Annuities with compound interest rates of
12.5-14%. Heaped commissions of 65-85% first year and bonuses up to 300% for
agents to place business, all on the strength of one month's premium. All of this
evolved from basic whole-life, limited-life, limited-pay life, endowment, and some form
of term insurance. Yes, from a marketing side, all this evolved from those types of
product bases, with commissions and bonuses paid on an as-earned basis.

Well, it's now October 1992, and where do we find ourselves? To begin with, the
real estate market has virtually collapsed. Leasing companies have in many cases
withdrawn. Surpluses have eroded and are in several instances in a precarious
position. Jobs have been lost. I'd like to be a little more specific at this point and
comment on how all these changes have affected the thinking at my own company,
the Citadel Assurance. When I assumed responsibility of the Citadel in 1984,
although we were not involved in leasing or other related activities, we did have an
excess amount of real estate.

In 1984-85, we began and completed our disposal of this excess real estate.
Subsequently, we stayed out of the real estate environment, and, as a result, we do
not need to rely on surplus contributions to match assets against liabilities. However,
we were in a unique position. Our company was involved in over 20 lines of
business, from conventional property and casualty to life insurance, including annu-
ities, group pensions and group insurance, to special risks, association group business,
commercial property and casualty, and we had a book of assumed reinsurance.
Clearly, we needed to determine a very definitive strategic plan. We did this by first
asking ourselves three fundamental questions. Who are we? Where do we really
want to go? And then how do we plan to make sure we get there? When discuss-
ing who we are, we quickly came to the realization that we were trying to serve too
many masters. The demands for increased technology made from all these lines, the
contributions to growth that were required, increasing salaries,the cost of doing
business in so many different areas, all were a heavy drain on our resources both
monetarily and personally. Where did we want to go? We wanted to get back to a
position of strength. We wanted a future that included growth with profitability.

Let me now explain how we're going about getting there. We recognize that to do
an effective job we have to reduce the number of our lines of business. By the

2075



RECORD, VOLUME 18

beginning of 1991 we had to make a key business decision, and for someone who
spent all his life in the life insurance side, this was the toughest decision I've ever had
to make in my career. That decision was whether or not to remain in the life
insurance business. Given the volatile marketplace, could we support the complete
thrust of our general and nonlife business in a very difficult marketplace and at the
same time do justice to our life insurance operation? In the competitive environment,
the spreads in annuity business are hardly sufficient to produce an adequate return on
investments, guarantee the policyholder returns that are competitive, and at the same
time pay the agents' commissions and overrides.

As I said, in spite of the fact that I entered this business on the marketing side, for
quite some time I felt that we crossed the line in this industry of good judgment and
proper balance, and we've allowed our industry to become marketing-driven beyond
reasonable terms. In light of the practices and the economic environment of the past
several years I have become a strong advocate of some form of levelized commission.
In these days of cost crunching and cost containment, we've long since passed the
reasonable assumption of bonuses for new business and renewals.

By striving to be competitive, I firmly believe that we've gone too far. What began in
the early 1980s as the phrase "in the best interest of the policyholder," I believe has
in far too many instances evoived into "what is in the best interest of the agent."
We've all seen the practice in which business moves from one company to another
every couple of years. It's a practice in which millions of dollars have been spent. If
the truth were admitted, millions of dollars have been lost.

While all this was not a major factor in our decision to withdraw from the life
insurance business in April 1992, it did, indeed, play a contributing role. Our decision
really had a great deal to do with the fact that there are too many players chasing too
few opportunities in the life market. We realized in Canada in 1991 that for the first
time since World War II the number of new life insurance sales dropped and the
actual volume of new business dropped. These were definite, indisputable, and
inescapable signs pointing to maturity within the marketplace. This, combined with
the inherent increasing cost of technology and the heavy competitive cost of acquisi-
tion led to our withdrawal from the life insurance business. I've witnessed and
examined statements, as you have, too, of company after company beginning the
year with x number of policies, strong objectives in terms of new business and
acquisition, and millions of dollars paid for the same, only to find at the end of the
year a smaller number of policies than those on the books at the beginning of the
year.

Now, I should mention we paid attention to our actuaries. That may come as a
shock. I'm sure it does. But we did pay attention. You see, when I questioned our
actuarial staff about the amortization of acquisition expenses, I was informed that
7-10 years is the norm. Well, then I asked a very silly question. I asked about the
average shelf life of a policy within the industry today. I believe the assumption they
gave me at the time was 3 1/2-4 years. Well, if this is the case, and we're amortiz-
ing acquisition costs over 7-10 years, and with the thin spreads that were available in
the marketplace, how can we expect to eam any money to build solid surplus
accounts and financial stability if we continue on this road? In April 1992, we made
the ultimate decision to withdraw from any new business in the life and health sector.
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We eliminated 262 personnel across the country. We aligned ourselves (and some
may question the judgment in this) in the property/casualty and special-risk product
field. It's because we had the largest market share in Canada in special risks. We
were good at what we were doing, and we decided we could be even better.
Second, our three sister companies in the U.S. are all property/casualty companies,
and we were the only life entity in North America. Hence, It was very sound
business practice for us to align ourselves in the same strategic fashion.

While we were doing this we changed our organizational strategy. We strongly
believed that the best way to serve our agents and brokers was through decentraliz-
ing our operations. In doing so we took our underwriting claims and administrative
services closer to our clients. We also responded to what we believed is a regional
country. Since the breakup of the Soviet Union, Canada has the largest land mass of
any country in the world. When you're dealing with the kind of regional disparities
from one coast to the other, regionalization becomes a very commonplace and,
indeed, a very forward-thinking way to align yourselves. Our four regional offices in
Calgary, Toronto, Montreal and St. John, New Brunswick, now provide service
directly to the brokers and agents in their area. There's no longer a need to go
through a central office. This has led to a more efficient and effective relationship
between our brokers and our staff. Our agents and brokers now have the people
they need where they need them and when they need them. As I said, given
Canada's distinct regional differences, it's imperative to provide products and services
that fIt a pa_cular region. There are, indeed, variations. And the staff working in our
regional office are the best judges of what people in their region want. They have
direct access to our agents and brokers and, through them, to our policyholders.

As a result of decentralization, we're now in e far better position to tailor our products
and services to meet the demands of our clients in ell areas of the country. We've
also removed the barrier that exists between marketing and administration within our
company. These areas now work together, along with claims and underwriting,
under a banner of field operations, and, again, this enables us to provide in the most
efficient manner complete and well-coordinated services to our clients. I have a belief
that decentralization is e wave of the future. It enables you to form a closer tie with
your customer, to get a better understanding of what they want, to provide them
with that much more. It has, indeed, allowed our organization to meet the diverse
and varying needs of all Canadians.

I've mentioned that some of the organizational changes our company has mapped out
for the 1990s and for the upcoming 21st Century, but I would like to stress that
careful planning is essential to all corporations associated within our industry. We
must take time to figure out where we're going and to plan our route accordingly.
Perhaps I could illustrate that point by an example of a couple who were on a car trip.
They were enjoying the scenery while they were heading for their vacation destina-
tion. After traveling several miles, the wife consulted a map, and she informed her
husband that they were lost. "What's the difference?" said the husband, "We're
making time." Well, you know I'm afraid sometimes that too many leaders in our
industry have taken a similar approach to planning. They seem less concerned with
where they're headed than they should be. We've seen dozens of companies grow,
and grow rapidly, only to later discover that their growth was not accompanied by
prot"_ability.
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Before we plan effectively for our future, we must be able to answer the three,
fundamental, basic questions. Who are we? Where do we want to go? And how
do we plan to get there? Well, I believe we know who we are. We're the people
best equippedto manage the life insurancebusinesseffectively. We're the purveyors
of products designedto removethe threat of bankruptcyand sufferingand to provide
security and peace of mind. We know only too well that life insurancecontinuesto
be sold, not bought, and it's soldto cover specificneeds by a capableand well-
trained agent.

We must concentrate on answeringthe question: where are we going,both as an
industry and as individualcompanies? Are we genuinelysurrenderingthis industry
that we've worked so hardto develop to the banks? Are we saying the banks will
do a betterjob than we could? Well, I hopenot. I hope we remain a strong, secure
industry that regainspublic trust and, indeed, public confidence.

Finally,how are we going to get there? How arewe going to reach a comfortable
level of security? I believe that underneath everything,this is our most crucial
question and one on which we all need to spend time and effort answering. I'm not
yet 100% convinced that we've resolvedthis very important issue. Most important,
inthat vein, how are we going to deliver these productsat an acceptablecost to the
consumer? Perhaps,likethe driverI spoke of earlier,we should consultour maps and
plan our routes carefullybeforewe take off at great speed into the future.

MR. DAVE E. NEVE: When you mentioned you downsizedyour corporateoperations
what did that includespecifically?

MR. ROLLAND: These were all the operationswe would call corporatestaff opera-
tions. Keep in mind we are a multi-lineholdingcompany, so, this really related
primarilyto the groupsof people that were working at the holdingcompany level. It
includedhuman resourcesand corporate communications. It also includeddata
processingbecause they were a corporatswide resource, it includedeven the execu-
tive areas at the corporate level. Nobody was excluded. Auditing and financialwere
involved in it - anything at the corporate levelthat was supported by a flow of
revenuesfrom the linesof business. In ourcorporation,we support our staff services
at least in part through flows of revenueseither on a servicecharge basisor a direct
charge for the servicesrendered. So, if they were being supported by those revenue
flows, they were includedin this. As I said, about 40% of the corporatestaff
operationswere supported by revenue flows from our managed-cara group,and so
we had to get 40% in orderto be even with the board. We got that 40% and even
more, and I'd just emphasizein a very healthy way becauseit was a process that
was developed from the groundup where the employeeswho were doing the work
were involved in the examinationof the work flows. Those ideas filtered up through
a rather wall-defined and managed process,with the ultimate decisionmakingabout
what was going to be eliminated at the top of the corporation.

MR. WILDE: Lome, there's a tendency in U.S. business,and certainly the life
business,these days to think that the functionssort of rise to the corporate level, and
they deliver more uniform services to the profit centers. If you're not careful, you find
all of a sudden under the guise of uniformity or consistency you get these very large
corporate staff areas. I'll pick on personnel because there's probably few of us
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represented in this room. If you're not careful, there's this huge overhang, lan, I'd be
interested whether you found some of that over the passage of time and whether
you have to really crack at it to fix it.

MR. ROLLAND: We had a benchmark for determining what ought to be kind of left
at the corporate areas, and that saying came to be known as "the bus to Alaska." It
meant you ought to be able to get all your corporate people on a bus and ship them
off to Alaska. Two things are involved in that. One is that there ought to be few
enough of them so you can get them on a bus; second, it doesn't really matter
where they come from. They ought to be able to function anywhere in Alaska as
well as anywhere else. Now, when I say "the bus to Alaska," that doesn't include,
say, data processing because, one of the things we also learned is that we had kind
of fuzzed-up the lines between what were truly corporate services and what really
belonged in the line operations. So part of the process also involved much more
carefullydefining what is corporateoverhead and what kindof functions ought to
exist at the holdingcompany level. We decidedthat those functionsought to be
reduced significantlyso they truly supported the efforts of the line operationsto be
top tier rather than getting in the way of the line operationsas they tried to do their
jobs.

MR. COOPER: I might point out that it looks likeeverybodyin the industryis
focusingon core businesses. I hope this doesn't mean it's an end to innovationin
our industry because if it does mean that, we're going to see our industry shrink.

MR. DONALD E. KELLER: I have two questionsfor any or allof the panelmembers.
They have to do with decisionmaking. All of you have had to make tough decisions,
and a lot of times you don't have all of the informationor details. You're not close
enoughto know enoughdetailto make the same kindof decisionthat somebody
closer to it might make. You have to rely on somebody else. I wonder if you could
tell us something about the processthat you would use to make sure that you're not
getting bad advice. The secondquestion is, have you ever made a bed decisionand
what would you do differentlyso that wouldn't happen again?

MR. TURNER: I'Ustep on a few people'stoes and answer the secondquestionfirst.
I can think of at least a couple of bad decisionsthat we've made, and, coincidentaUy,
they seemed to revolve aroundnot appropriatelyusingconsultantsor outsideadvice.
I think there's a moral there, and that is that in dealingwith issuessuch as the ones
that we're talking about, I think there's no substitutefor your own set of valuesand
beliefsand your own counsel. There's no outside sourcethat's goingto help the
situation. Relativeto the decision-makingprocess, I alludedbrieflyto the processthat
we went through that was very similarto what lan just described. I think there's a
pattern, which is that top management sets broad parameters,and detailsare decided
at lower levels and generallyon a very participativebasis. When we went through
the processof downsizingthe corporate areas, it's an easy exampleto use, we used
a relatively simple approach. We asked what needs to be done? What are the
capabilitiesleft after 10, 20, 30 and 40% reductionsincost? The people involved
were able to identify what the impact was and what the potential value-added of the
remaining organizationis at each of those levelsand came up with a recommenda-
tion. It was a comfortable process,as comfortableas it couldbe, for everybody.
That's one approach.
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MR. ROLLAND: I'll address the first part of your question about how you determine
whether you're getting good advice. I think a lot of that comes from the trust you
have in the person giving you advice. You would hope that in most cases you've
had enough of a relationship with that person to be able to judge his or her capabili-
ties. I think you try to surround yourself with people who you believe you can trust
and who will be really candid with you and even tell you things you don't want to
hear. I think one danger that top management always encounters is getting isolated
and having people who are reluctant to bring you messages or advice they think will
be unpleasant or you may not want to hear. You want to make sureyou surround
yourselfwith peopleyou can trust, peopleyou know who will be straight with you.
Then, you simplytry to assimilatetheir adviceand alsoget advice from enough
different sources.

In many cases you may not get allthe input you'd liketo have, you can't get 100%
of it usually, but you'll get far enoughdown the roadso that you can make an
informed judgment. You make your call, and you hopethat it's the right call. It's
clearly not always the right call. We're all human, and no matter how careful you try
to be, with hindsightyou make some bad decisions. The job youtry to do is
minimize those and hope your battingaverage is at least better than 50%. Your
good batting average should be on the big decisions. We've made some bad calls in
our businessat the Lincoln,ones that I'd like to have back, but I think that's part of
the game. What you have to do is not get hung-upon a bad decision,not try to
protect it forever, and when you decide it's a bad decision,move to do something
about it, and do it as quickly as possible.

MR. TURNER: I guess I can't add anything to what lan has already saidexcept to
say that so far none of us have had to walk the plank.

MR. WILDE: Didyou check the paper to see if you were listed? I think the answer
to the questionof processabout advice is to have a network of peopleyou feel
comfortable with when checking opinion,who sometimescome from other compa-
nies. This is one of the great industriesin that way. You can call friends in the
business. Some issues, of course,don't lendthemselvesto that. In terms of having
to do it over, I think for the most part I wish that I had done some things quicker. 4
think we dillydally in this businessgenerallytoo longand don't set out the trip wires
inthe beginningwhen makinga decision. If certainevents don't occur, we're going
to act on it. This enables you to set parametersat a dispassionatetime rather than
having to respondin the heat of the moment. I suspectif we did more of that, we'd
be better served.

MR. COOPER: A few yearsago Japanese-stylemanagement, which actually
originated inthe U.S. businessschools,was all the rage, but Japanesecompanies
aren't downsizing. They aren't retreatingto core businesses. They're still multi-
leveledand pyramided. I'm interestedto see how thesegentlemencompare the
changes in the U.S. insurancebusinessto the Japanese market.

MR. ROLLAND: Well, I might make a comment on that. We have a relationshipwith
DaichiMutual Life, which is the secondlargest insurancecompany in Japan and the
secondlargest inthe world. We've learned a littlebit about their operationsin the
process,and they are a first-classorganization,but I think you have to keep one thing
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in mind about the Japanese marketplace: it's a highly controlled marketplace. It is
not nearly as competitive as the market we deal with here in the United States.
There's much more government control. There's much more collaboration among the
companies. If we did the kinds of things they do in Japan here in the United States,
we'd all be in jail because of the collaboration they have in terms of setting prices and
products they offer and so forth. It is a very controlled market. Also, I think that
market is changing.

Daichi Mutual invested in Lincoln National to learn what it's like to deal in a very
competitive, very fragmented marketplace where everybody does their own thing, and
you compete aggressively. They've wanted to learn how we have done that because
they believe their markets are moving in the same direction that ours are today. I
think their view is that they may be 10 or 20 years behind the United States, but
they're moving down the same path. They're going to be competing just like we do
at some point in time. I suspect those pressures will cause them to have to deal with
the same Idnd of things we are today. In fact, you can already see some of the
turmoil in their financial markets that are causing them to start thinking about things
like matching of assets and liabilities. That has been a very foreign concept for
Japanese companies. They're going to come into this environment sooner or later.

MR. WILDE: Lome, I had the fun of starting a company in Japan for the Equitable for
variable life insurance. That product was shown to an organization called the LIAJ,
which is a quasi self-regulatory body. It happens to be populated by almost all of the
participating companies in Japan who provided advice to the Ministry of Finance as to
whether or not this was a good product. You might imagine that when they went
home they thought about what they had reed in our filings, and, not surprisingly, by
the time we came to market with variable life in Japan, so did most of them.

So, I would simply echo what lan said, it is a tightly managed business. Some
people would even use a word that starts wIth "c" to suggest the nature of that kind
of an industry. The other point is I think the reality is that their whole approach to
taxation and savings lent itself to a product line that is not nearly as attractive in other
markets in the world, including here, and that's going to change also as their circum-
stances change. Some of you may know they had the largest postal savings bank in
the world. They are allowed to have one account per person. I think there are 120
million Japanese. There was something like 175 million accounts. A rather odd
occurrence.

MR. TURNER: I'd like to make one, brief comment on your point, Lome, that
focusing inhibits innovation. I really don't buy that proposition. If you look at the
summation of activities that go into providing the products and services that we offer
our customers, even in spIte of the fact that we might be focusing on narrower
market segments, there continues to be just unlimited opportunities for innovation in
terms of customer service. That's what we're finding in our organization. Since
we've been able to define customers, markets, and their expectations, we've had
more innovation in the last year than we had in the previous ten years. I really think
the point is, if you're focusing on the customer, you realize, and your organization
realizes, that there are unlimited opportunities to improve how you're delivering
products and services.
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MR. CARL B. WRIGHT: One of the things that none of you have talked about but is
going to be very important to all of us as we go forward in the industry in terms of
support of our organization, whatever business we're going to be in, is our systems.
I know I was up at Lincoln in 1989 visiting with your systems people, and you had
two, major initiatives going at the time. One was the CCA system and the other was
image processing. If I understand correctly, both those projects have been shut
down, and if that's the case, what went wrong?

MR. ROLLAND: Yes. You're correct, and you haven't even pointed out the biggest
mistake we made in the data processing area. That was what we call the system for
managed care (SMC), which was an enormous computer system meant to drive that
business. The commitment to that system was one of the reasons we decided to
exit managed-care business. The CCA system would have been used for our
individual life business. I'd say the major problem there turned out to be the vendor
and the support that the vendor provided for that system. We ended up out in front
in the development of that project, and we really didn't want to be out in front. I
think one of the things we've learned is that being out in front in the development of
computer systems is a very risky venture, it's a lot better, we think, to be a follower,
unless you really know what you're doing. We were also out in front in the develop-
ment of the SMC system, and that turned out to be a risky deal, too.

So, we've gotten a lot more careful about making decisionsabout these kinds of
computer systems. First of all, we try to break them down into modules so you're
not committing so much to a single effort. You get deliverables along the way that
you can measure. We've also put in place a much more systematic process for
developing any kind of computer system now. We put the Navigator System in place
which is a process for developing systems that requires a great deal of up-front work
on the part of the business people in defining their needs before you get into building
computer systems. We've made some mistakes, as I suspect others have, too. I
don't think we're alone, but we've learned from those mistakes. We also did shut

those systems down when we decided they weren't going to work so as to cut our
losses, and we've put a process in place that we think will prevent those kinds of
things from happening in the future.

MR. WILDE: lan, you may not remember that one of the other clients of CCA was
the Equitable. I remember very well the worry we had month-to-month about
whether they were going to be financially viable. I think one of the mischiefs in the
systems area for the industry has been we've gotten sacked with the idea of wanting
to have a customer account, but we've also gotten sacked with the idea we have to
keep track of all of an agent's business in one place so we can decide if he goes to
the President's Club meeting or not. I really believe we have to get away from that
nonsense because the reality is the number of cross-sells is not significant. We need
a front-end process there to draw, I think, from multiple systems to accomplish some
of those same activities. I think that was one of the huge problems with the CCA
system. We were trying to make it do everything but dance on the moon, and the
thing just never got launched, and part of the reason was those two points I made.
We are using image processing at Citibank in our service center in Nashville, Tennes-
see, to do product work for probably six or seven different carders where we provide
in effect the insurance services as if we were the carrier. It works quite well. It has
provided great efficiencies for us. The major challenge is the manufacturer has fallen
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on hard times and is in Chapter Xl. I'm not sure how it will come out of that, but it
provides good capability, at least for us, on basic products of the kind I described in
my remarks.

MR. COOPER: Any more questions?

MR. NEVE: I didn't hear any of you talk about the need to have a flatter organization.
I think many companies feel that the old pyramid concept of the CEO at the top has
too many layers of management. Have any of your companies done something to
reduce those layers? Are you planning on addressing this issue in the future?

MR. TURNER: I'll kick off. That's something we addressed three or four years ago in
developing an organization that is really customer-oriented, and we went through the
process and really eliminated two layers of management across the entire organiza-
tion. The objective was to create a significantly flatter structure and one that's better
able to deal with customers.

MR. GLEED: I can only say that it was a key component as we went through the
major downsizing. We took the management out to the various regions with a
substantially reduced management staff and cut corporate dramatically. Our corpo-
rate management has about two less layers than it had prior to our downsizing.

MR. JAMES A. BRIERLEY: John, I was very interested in your comments about
trying to preserve the corporate values or culture while you go through change. My
question is, did you ever find that there were changes you were trying to implement
that ran into that culture? Did you ever have to make the decision between your
existing culture and the new vision you had for your corporation, and how did you
resolve that? My second question is for lan Rolland. I was interested in your
comments that you have to have a dramatic event occur to get people to realize
you're serious about change in the corporation. What kind of dramatic events did you
implement short of firing senior executives who were playing musical chairs in the
executive level of the company?

MR. TURNER: Relative to consistency or actions consistent with our values, I'd have
to say that decisionmaking in all levels of the process was in a very real sense guided
by the values. I guessmy simple responsewould be that we didn't encounter any
situationswhere we got far enough alongthe track toward a major decisionwhere a
conflict developed. I thinkthat probablythe most frequent area of discussionthat
we've encountered and continueto encounter is how processchanges impact
customer service. That's reallyaddressedthrough a ten-step processwe have for
analyzingand implementingchanges in process. As you can imagine,there's
frequently some considerabledebate about how customers are best served. That's
where it manifests itseff, but that's on a very specific level. It's continuous,and
that's really whet the management change processis all about.

MR. ROLl_AND: I'd like to make a follow-up comment on what John just said
because I think his comments about values are really important. What we have tried
to do in our company is distinguishbetween valuesand culture. We think there's a
difference. It's particularlyimportant, we think, for a multi-linecompany like ours with
very different kindsof businessesand different affiliatesthat are geographically
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dispersed to have values that cut across every one of our business units in the
corporation. These are really fundamental things that we believe in, like we're going
to do business according to the law. Nobody has the right to disobey the law.
Things like that are just an unchangeable guide for all our actions.

We allow culture to be different. We think the culture in our property/casualty affiliate
can be different than the culture in our individual life operations, and that they should
be dictated by the business they're in and the nature of their organizations. We say
we can tolerate different cultures but not any deviations from the values that underlie
everything we do, and so we've tried to make that distinction. Hopefully, we have
those values in place, and they do drive the change process. They stand there as
immovable things as change goes along.

You asked me about the issue of dramatic event. In our case, some of the strategic
imperatives, the financial goals that we developed as part of this process, weren't all
that much different from some of the stuff we've been talking about in the past. We
had an objective to earn 15% return on equ_y for a long time, but we'd never done
it. We have said we wanted to be really good at the things we were in, but we'd
really never taken dramatic action to demonstrate to the organization that we were
serious about that. So, we got better defined, and felt we needed to do something
that said to the organization this is a new world, a new ball game, and we really are
serious this time.

The first thing we did was decide to sell our managed-care operations. Here was one
of our largest business units totally integrated into the whole organization. So, selling
it and getting out was an enormous task, it affected a lot of people, and that was a
decision that said to the organization we were really serious. We weren't going to
tolerate second-level performance from any business, no matter how big or important
it was to the organization.

We also made management changes. I think that can be part of it. We did that and
pointed at a chief operating officer. We made changes in senior management that
we think demonstrated to the organization that we were even willing to take those
kinds of steps in order to upgrade the skills that we felt needed upgrading. We put in
place people and processes that were really going to get done what we said we
wanted to do.

MR. TURNER: If I can just really reinforce what lan said first on the issue of culture
versus values; for what it's worth, I feel exactly the same way. Values are some-
thing that have to be uniformly held, believed in, embraced across all the businesses,
across the enterprise, but I really believe that we have to recognize different cultures
and different businesses, and that's our approach. On the event question, we had
basically the same experience except it happened to be our decision to get out of the
property and casualty business. I think that step really demonstrated to our people
and all our stakeholders that we were really serious about this. While it hasn't been
the smoothest process or experience since then, that start really was a help in getting
the organization to buy into what we're doing.

MR. WILDE: I think one of the challenges for us is that we tend to wait until the
business is in a downgrade as opposed to selling it at the top. One of the challenges
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in evaluating the business, I believe, is to sell it at the top when you can get top value
if you are, indeed, trying to maximize your capital gain. I think a lot of companies
have waited too long. I believe in the managed-health business, present company
excluded, a lot of people waited too long, and then when they tried to get out, they
didn't get much for their business, as opposed to looking at it earlieron and saying
where is this going? I'm getting out now while it still is viable. I think that has been
a pattern you find in all the financial institutions. Sometimes getting out eadier would
be preferable.

MR. ROLLAND: Following up on that, I'd hate to be trying to sell a block of health
business today. How many of your companies want it? You have to just make
these decisionsat the right time in cycles.

MR. WALTER S. RUG[AND: Two observations. I think, as I move from company to
company, that it's critically important that a strategy be communicable, and I think
that was discussed, it has to be communicable by everyone involved. They have to
understand what's involved, and I was encouraged to hear you say that. With regard
to values and culture, I have found another observation that maybe looks at it a
different way. The companies that are successful are the companies that have the
decision makers who love the business. When the decision makers don't love the

business, things get in the way, and that may be another way of beginning to define
values and culture and tying it into success. One thing that I see, which I'd be
interested in your comments on, is as decision making gets delegated, there comes a
conflict, I think, between long-term and short-term views. I'd be interested to know
how you are managing that conflict.

MR. TURNER: It's a tough call a lot of times. I manage a stockholder-owned
company, and I know we have to report quarterly earnings. You get the analyst
estimates on the street, and if you don't meet their expectations this quarter, you
have a real problem. So, it's hard to get beyond the next quarter. It's real difficult.
They have estimates out now for the third and fourth quarter and for next year, and
so that is one of the problems that exists with U.S. business - this short-term focus
is created by the financial environment we're in. I think one of the jobs that a CEO
has is that you have to get through that. It is important, though, that you bring your
board of directors along with you because they have the power to do something
about it. So, I think you have to bring your board along, help them understand the
trade-offs between short-tarm and long-term decisions, but I think one of the things
they pay the CEO to do is try to get past the next quarter and think longer term
about the businessand take the risks that are associatedwith that. Sometimes, that
means making some tough decisionsthat may not be terribly popularin the short run
with the financialcommunity or some shareholders,but you make your call and hope
it works out in the longrun.

MR. GLEED: I can answer your question, I guess. As I study it, to know the
background is to know how some of the decisionswere made. There were some
tense moments with ourorganization. We have a Swiss parent, so we're not under
the pressureof this financial-results-by-quarter.The Europeanattitude is more long
term than the North American attitudewithout question. They can see or are
preparedto look long term. There was no pressure,I shouldemphasize,brought to
bear on us to make the decisionwe made. I think the decisionwas made simply
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looking long term, not short term. I suppose if we were really looking short term, we
really should have exited both sidesand decided to employ capital and do something
entirelydifferent. One would have to say the property/casualtybusinessshort term is
a very masochisticenvironment, the likesof which would be hard to find.

At any rate, we did make it on a long-termbasis and with no influence whatsoever
acrossthe ocean. When the decisionwas made, there was a profoundendorsement
becausethere is a generalconsensusin Europethat the marketplace for the life
insurancebusinesslies more on the PacificRim than it does in the North American

continentright now. Lookingat our situation, I think we looked at both the short
term and the long term, and we were not under pressurefrom outsideentitiesto do
anything other than what we did based upon ourown judgment. We charted our
own course. And we expect to get where we want to go.

MR. TURNER: I think the most difficult aspect of my job, since I've been in position
for roughlyone-and-a-halfyears, is the disciplineof dealingwith the long-term
perspectivesufficiently. It concernsme that from a personalstandpoint I'm not
comfortable with the degree of time I devote to longer-termissues. I don't have the
answer, but it's a largeproblem for me as far as the way I do my job. To kind of
back up what lan says, I have one observation-- I hope I don't get in trouble for
sayingthis. I think to a degreethe freedom that you have to deal with it long term
depends at least in part on how well you manage analysts'earnings expectationsin
the short term. I think that's a realitywe probablyall realizeand deal with.

MR. WILDE: Well, I thought your questionwas alsocoming up from the bottom --
dealingwith subordinateswho are too short term in their view. I think we've not
done a good job. I've certainlybeen frustrated in my career trying to get peopleto
reallyplan beyond the current calendaryear. We've tried in many places, in many
ways, to do at leasta 24-month plan or an evergreen,rolling,24-month plan. I don't
think it has, in this country, taken hold very well, but that is one way to help sub-
ordinates avoid this tendency to focus exclusively on what's going to happen in the
next 30 days. Some of it would be dealt with by compensation if we built our plans
a little bit more long range as well. At Citibenk, when we have major expenditures,
you have to write a proposal that describes what's going to happen in financial terms
over the next ten years to justify the capital investment. It is a royal pain to go
through, but the process forces people asking for money to be faidy rigorous in the
process. Even though they build it into the plan, when they want the money they
have to use a separate process to ask for the money, and it gets looked at by a fair
number of people. So, I think that's perhaps another way to deal with the kind of
question you posed.

MR. JOHN W. HADLEY: We've seen a lot of change in the average tenure of people
at companies over the years. Do you see it being critical to have a diversity of work
experiences, and do you see it critical to companies to foster that by moving people
around to different assignments?

MR. WILDE : Yes and no. I don't mean to be facetious. I think the reality in this era
is that lifetime employment at a singleemployer is not a reality. I have five children,
and we have had many discussionsabout that as they go into the labor force. I just
think that you cannot contemplate that becauseof the need to reexamine companies'

2086



MANAGING THE ORGANIZATIONAL CHANGES

objectives and things like that. In many instances businesses have been sold even
though they're very profitable. So, you cannot build your career on the premise that
if you do good work, you necessarily will stay in the same place. I do believe in
rotation. We saw that st the Connecticut General before the merger. It was a great
benefit. I think it developed good general managers at that time. There was a group
of people that were sort of singled-out that said they were going to really work hard.
We did that within the actuarial profession as well, because you never know when
you're going to have to redeploy. As lan said, if you take them out of managed
health, you'd like to be able to put them back into productive areas. If you had prior
experience in other areas, that's going to be helpful.

MR. GLEED: We strongly believed in this cross-fertilization, and I can tell you it
worked out very well. A lot of people have got a broader sense of the insurance
industry by basically not being forced but strongly encouraged to move across the
avenue. Today they feel they benefitted by doing this. I think it's a wonderful thing
to expand the knowledge.

MR. ROLLAND: Even though I've been with one company for 36 years, I think one
of the advantages I had along the way was to work in lots of different parts of
Uncoln National. I thought the actuarial background I got was enormously useful as a
base, it enabled me to move around, and I had the opportunity to do that. In the
process, you learn a lot about the business, and you pick up some lessons and
instincts about management which become more and more important as you move
along through the organization.

MR. TURNER: We have a tendency to focus more on staff, making sure that people
get both staff and line experience. We believe also that it's important to get experi-
ence in different parts of the business, from a succession standpoint and recognizing
the necessity to make sure that people are reedy to move into key management
positions. The developmental process that we have really focuses on making sure
that all our people who are potential candidates for management slots have substan-
tial staff and line experience.
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