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Failure Management
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By: Maher Sinjar
S T——— e

) ) Surely, those statistics can be considered as early
Recently, few managers considers failure

) warning signs, which require the building of some
management as a process because it helps the

) ) ] ) ) financial reserves to meet those liabilities and
companies enhancing the investment in alternative

o ] o requires speed corrective actions from management
opportunities, which affect positively resources

) to meet new raised up needs. However, at same
management in the company.

time they require a manager with an outstanding

) personality that ensures a smooth take off.
Onlysuccessfulmanagershavethecapacitytoseethe

failure as an opportunity that must be exploited and

enhanced with the aim of saving limited resources.
Failuremanagementrequiretopmanagementbelieve,

) ) ] ) ) ) support and a team which take into consideration
Financial failure or managerial failure in most

his company size, its market position, the available
departments of the company (from the front desks

) . ) ) bargaining power, the available flexibility, existing
to the top management) in addition to the failure in

o ) qualifications, accessible data, industry and sector
some specific line of business can be detected based

. . . i fluctuations, internal and external culture.
on specific statistics; for example: Some financial

ratios, change in sales volume, annual trend of
o ) ] ) Business continuity is the principal goal of any
administrative expenses, operational mistakes
) ) ) company, thus it would be better to train ourselves
committed by employees, system failures times,
) to manage failure than to correct it in order to avoid
frequency of system failure,.... Etc.

domino effect on the industry as a whole.
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Why do insurance policies have
deductibles?

Insurance policies have deductibles for behavioral
and financial reasons.

Moral Hazards

Deductibles mitigate the behavioral risk of moral
hazards. A moral hazard describes the risk that two
parties to an agreement or contract may not act in
good faith. Because insurance policies protect the
policyholder from loss, a moral hazard exists; the
insured party may engage in risky behavior due to the
protection provided by the insurance policy he holds.
Forexample,ifadriverholdsanautomobileinsurance
policy, he may have the incentive todrive in areckless
manner or leave his vehicle unattended in dangerous
areas because he is insured against damage or theft.
A deductible mitigates the risk that the insured party
may engage in reckless behavior. The insured party
is responsible for a substantial portion of the costs in
the event of catastrophic loss along with the insurer.

In effect, deductibles serve to align the interests of

INSURANCE

i

the insurer and the insured so that both parties seek

to mitigate the risk of catastrophic loss.

Financial Stability

Insurance policies also use deductibles to ensure
a measure of financial stability on the part of the
insurer. A properly structured insurance policy
should protect against catastrophicloss. Adeductible
provides a cushion between any given minimal loss
and atrue catastrophiclossthat allowstheinsurance
company to administer its policies.

For example, suppose an insurance policy did not
have a deductible in place. The cost of every minor
claim, regardless of the severity of loss, would be
the responsibility of the insurer. Any small dent in
an automobile or minor property damage on a home
would create a claim the insurer must address. This
scenario would create an overwhelming number of
claims and increase the financial costs of the policy,
damagingthe abilityoftheinsurertorespondproperly

to actual catastrophic losses from policyholders.
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What is reinsurance?

| X

Reinsurance occurs when multiple insurance
companies share risk by purchasing insurance
policies from other insurers to limit the total
loss the original insurer would experience in
case of disaster. By spreading risk, an individual
insurance company can take on clients whose
coverage would be too great of a burden for the
singleinsurance companyto handle alone. When
reinsurance occurs, the premium paid by the
insured is typically shared by all of the insurance
companies involved.

Reinsurance can help a company by providing:
1. Risk Transfer - Companies can share or

transfer of specific risks with other companies

2. Arbitrage - Additional profits can be garnered
by purchasing insurance elsewhere for less
than the premium the company collects from
policyholders.

3. Capital Management - Companies can avoid
having to absorb large losses by passing risk;
this frees up additional capital.

4. Solvency Margins - The purchase of surplus
relief insurance allows companies to accept
new clients and avoid the need to raise additional
capital.

5. Expertise - The expertise of another insurer
can help a company obtain a proper rating and

premium.
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Takaful
Insurance

-

What is Takaful

Takaful is a type of Islamic insurance, where
members contribute money into a pool system
in order to guarantee each other against loss or
damage. Takaful-branded insurance is based on
sharia, Islamic religious law, and explains how it is
the responsibility of individuals to cooperate and
protect each other.

How Takaful Works

All parties (policyholders) in a takaful arrangement
agreetoguaranteeeachotherand make contributions
to a mutual fund, or pool, instead of paying premiums.
The pool of collected contributions creates the takaful
fund.The amount of contribution that each participant
makes is based on the type of coverage they require
and their personal circumstances. As in conventional
insurance, a takaful contract specifies the nature of
the risk and time period of coverage.

The takaful fund is managed and administered on
behalf of the participants by a takaful operator, who
charges an agreed-upon fee to cover costs. Much
like a conventional insurance company, costs include
sales and marketing, underwriting, and claims
management.

Any claims made by participants are paid out of the
takaful fund and any remaining surpluses, after
making provisions for the likely cost of future claims
and other reserves, belong to the participants in the
fund, not the takaful operator. Those funds may be

distributed to the participants in the form of cash
dividends or distributions or via a reduction in future
contributions.

Takaful Operating Principles

An Islamic insurance company operating a takaful
fund must operate under the following principles:

- It must operate according to Islamic co-operative
principles.

- A reinsurance commission may be paid out
to, or received from, only Islamic insurance and
reinsurance companies.

-Theinsurance company must maintaintwo separate
funds: a participants/policyholders’ fund and a
shareholders’ fund.
Differences Between Takaful and Conventional
Insurance

Most Islamicjurists have concluded that conventional
insurance is unacceptable in Islam because it does
not conform with sharia for the following reasons:

- Conventional insurance includes an element of al-
gharar (uncertainty)

- Conventionalinsuranceis based onthe conceptand
practice of charging interest. Islamic insurance, on
the other hand, is based on tabarru, where a portion
of the contributions made by participantsistreated as
a donation. For this reason, policyholders in takaful
are usually referred to as participants.

- Conventional insurance is considered a form of

gambling.
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assesses income, liabilities (debt), savings, credit
history, credit score and more, depending on in-
dividual financial circumstances. Mortgage under-
writing typically has a “turn time” of a week or less.
Refinancing often takes longer because buyers,
who face deadlines, get preferential treatment. Al-
though loan applications can be approved, denied
or suspended, most are “approved with condi-
tions” meaning the underwriter wants clarification
or additional documentation.

Insurance Underwriting

With insurance underwriting, the focus is on the
potential policyholder — the person seeking health
or life insurance. In the past, medical underwriting
for health insurance was used to determine how
much to charge an applicant based on health and
whether to even offer coverage at all, often based
on the applicant’s pre-existing conditions. Begin-
ning in 2014, under the Affordable Care Act, insur-
ers were no longer allowed to deny coverage or

place limitations based on pre-existing conditions.

Lie, ofe-insurance underwriting seeks to assess
the risk of insuring a potential policyholder based
on age, health, lifestylccupation, family medical
history, hobbies and other factors as determined
by the underwriter. Unlike health insurance, life-in-
surance underwriting is not restricted regarding

pre-existing conditions or any other health factors.

Life-insurance underwriting can result in approval
along with a whole range of coverage amounts,
prices, exclusions and conditions or outright rejec-
tion.

Securities Underwriting

Securities underwriting, which seeks to assess
risk and the appropriate price of a particular se-
curity — most often as it relates to an initial public
offering (IPO) — is performed on behalf of a poten-
tial investor, often an investment bank. Based on
the results of the underwriting process, an invest-
ment bank would buy (underwrite) securities is-
sued by the company attempting the IPO and then
sell those securities in the market. Underwriting
ensures the IPO company it will raise the amount
of capital needed and provides the underwriters a
premium or profit for the service they provide. In-
vestors benefit from the vetting process underwrit-
ing provides and the ability it gives them to make

an informed investing decision.

Underwriting in the financial market can involve
individual stocks, as well as debt securities includ-
ing government, corporate or municipal bonds.
Underwriters or their employers purchase these
securities to resell them for a profit either to inves-
tors or dealers (who sell them to other buyers).
When more than one underwriter or group of un-
derwriters is involved, this is known as an under-

writer syndicate.
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3 Types of Underwriting

As noted above, the main types of underwriting
are for loans, insurance and securities.

Loan Underwriting

All loans undergo some form of underwriting. In
many cases, underwriting is automated and in-
volves appraising credit history, financial records
and the value of any collateral offered along with

other factors that depend on the size and purpose

of the loan. Depending on the process and wheth-
er a human underwriter is involved, the process
can be almost instant or take a few hours or even

days or weeks.

Mortgage underwriting is the most common type
of loan underwriting that involves a human under-
writer, and it's the type of loan underwriting most

people face during their lifetime. The underwriter
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