Risk Consulting

RISK MANAGEMENT JOURNAL . 1/2012

9 elements of successful safety management

Are food companies' risks under control?




Contents

Functional food —
liability as usual 13

Returning to the roots of
loss prevention 24

SCA — specialized loss prevention ......... 4

Business benefit is the keyword

ZAO If — Nordic insurance service
in St. Petersburg 28

Returning to the roots of loss prevention. . 24

If and Liberty Mutual: 20 years of

for EON'sERMwork.................... 6 cooperation in customers’ best interests .. 26
Are food companies’ risks under control?.. 10 ZAO If — Nordic insurance service

in St. Petersburg ........ .. .. .ol 28
Functional food — liability as usual ... .... 13

Economic outlook emphasises risk
9 elements of successful safety management'skeyrole................. 30
management. ..., 16

Appointments.......... ... L 31
Preventing property damage in
mechanical workshops.................. 20
An international approach to risk
management in Uruguay. ............... 23
Publisher Editor-in-chief Production Disclaimer
If Juha Ettala Markkinointiviestinta Dialogi Oy This publication is and is intended to
Niittyportti 4, Espoo Editorial board Printing be a presentation of the subject matter
FI-00025 IF, Finland Olav Breen Forssa Print addressed. Although the authors have

+358 10 19 15 15
www.if-insurance.com

Ken Henningson

Jukka Honka

Carita Hamaldinen

Lars von Hertzen

Harry Nordgqvist

Anna Maria Vdhédkuopus

2 IF'S RISK MANAGEMENT JOURNAL 1/2012

Changes of address
industrial.client-service@if.fi

ISSN 1459-3920
Frontpage 123 rf

undertaken all measures to ensure the
correctness of the material, If P&C
Insurance does not give any guarantee
thereof. It shall not be applied to any
specific circumstance, nor is it intended
to be relied on as providing professional
advice to any specific issue or situation.

Editorial

CHALLENGES IN THE
AFTERMATH OF 2011

II of us working with insurance-

and risk management related mat-

ters have recognised that 2011
ended up as a year with record-high loss-
es originating from natural disasters.Even
though 2011 clearly was an exception-
al year in this respect, the underlying trend
is all too clear; the insurance industry will
see an increased level of natural-catastrophe
losses in the years to come.

But should this really come as a sur-
prise? And should insurers and reinsur-
ers not already be well prepared to deal
with these risks? The answers to these
questions are both ‘yes’ and ‘no’. All in-
surers and reinsurers must have seen the
trend of increased losses to natural ca-
tastrophe. However, the actual mag-
nitude of the accumulated losses aris-
ing from one event seem to have been
underestimated, and also the inher-
ent complexity in the insurance struc-
tures imposed by, for instance, contin-
gent business interruption cover seems
to have been underestimated.

This has led to much ongoing discus-
sion in the international insurance socie-
ty about how to deal with consequences
of extreme events.

We have already seen some changes.
Reinsurance prices for natural-catastro-
phe cover are clearly on the rise — partic-

ularly for insurers with significant risks
in highly exposed areas of natural catas-
trophe. But also in the Nordic region
we see increased price levels for natu-
ral-catastrophe reinsurance programmes,
wherein reinsurance brokers report price
increases of between 5% and 15%.
Further consequences are being dis-

cussed. For instance, some reinsurers
signal that they will have a much more
restrictive approach to direct insurers’
contingent business interruption expo-
sures, with some of them, such as Mu-
nich Re, even stating that direct insurers
will get ‘18 months from 1 Jan. 2012 to
deliver far greater transparency related
to supply-chain exposures’*.

The future is, as always, uncertain,
and we will have to wait and see how
the market in general is reacting to these
challenges. However, one thing that re-
mains rather certain is that the industry
will need to focus even more on provid-
ing good and relevant facts in order to
ensure proper insurance cover. This is
something for which all of us — insurers,
clients, and brokers — need to prepare.
In the future, getting insurance for de-
pendencies related to unspecified loca-
tions or unnamed suppliers will be chal-
lenging or even impossible. But with a
good fact-based description of a compa-
ny’s risks, exposures, and locations, rele-
vant cover will be available at a fair price
in the insurance market.

MORTEN THORSRUD
Head of Business Area Industrial

* Business Day, 21st December 2011
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loss prevention

SCA is a global giant with 45,000 employees. The activities span a broad

range, from paper and pulp mills to the manufacture of hygiene products.

Tena, Tork, Libero and Libresse are well-known brands but SCA is also big in

areas such as paper and packaging.

CA is present in over one hundred

countries, but the emphasis is in

Europe, which accounts for about
75 percent of sales. The size of the com-
pany's facilities varies, from relative-
ly small production units for corrugated
board, as an example, to vast complexes
for hygiene products such as diapers and
sanitary napkins.

The group risk management work at
SCA is run by a five-person team in Stock-
holm. The four business areas have their
own RM organizations. The structures
vary for the individual countries and facili-
ties depending on what is appropriate and
practical. The larger units have employees
who work full time with risk management,
in other cases one person is responsible for
the RM over a wider geographical area or
has RM as an extra task in addition to his
regular work at a specific facility.

SCA has its own captive, and coop-
erates with a couple of insurance com-
panies where If has been the dominant
partner in Europe for many years.

“Loss prevention work is key for SCA”,
says Ola Nilsson, Group Risk Manag-
er of SCA since early 2011. As a part of
that work, Sofia Hidén was hired ecarlier
in the year as the company’s Loss Preven-
tion Risk Manager, with responsibility for
loss prevention issues at a central level.

“We work hard to steer the organiza-
tion towards such thinking, for example,
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by allocating the insurance costs internal-
ly so that we favour those who invest in
loss prevention activities. High deducti-
bles locally also provide an incentive for
loss prevention work in the facilities.”

ONE OF If’s assignments is to assist SCA
in the process of evaluating the risk level
of about 120 facilities in Europe. These
are visited at different intervals in ac-
cordance with a specific schedule.

If and SCA use specially developed
models to evaluate the risk level at a fa-
cility and ultimately an action list is pro-
duced for the relevant unit showing how
to reduce the loss potential .

If has eight risk engineers who are
certified by SCA to work with it, which
means for instance that they have
knowledge of and are working in ac-
cordance with SCA standards, guidelines
and philosophy in the RM area.

“They also have a personality that fits
in with the SCA culture. The fact is that
they are perceived almost as colleagues
at many facilities, at the same time as
they can provide an external perspec-
tive”, says Ottmar Zeizinger, responsi-
ble Risk Engineer for SCA at If.

In the industry in which SCA is in-
volved, of course, it is not infrequent that
the risks analyzed are substantial ones.

Recovery boilers in pulp mills, for ex-
ample. Up to one hundred meters high

and sides of 20-30 meters wide. It has
happened that such recovery boilers
have exploded — though fortunately not
at SCA. So the risk assessment of the
boiler, and the comments on what needs
to be improved, are critically important.

TISSUE PAPER machines are another ex-

ample. These machines are known for
their high fire risk, which also affects
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downstream warchousing and produc-
tion facilities. During recent years, very
specialized detection and fire extinguish-
ing systems have been developed and im-
plemented, as also new crisis management
routines. Now the fire risk is under con-
trol in this vital part of the production.

If is also often involved when SCA
makes new investments. Ottmar Zeiz-
inger tells of a new construction planned

for Germany: "When we went through
the plans, we discovered that the inten-
tion was to build the new unit too close
to the main production plant. Should an
explosion occur, not only the new build-
ing would be destroyed, but SCA would
lose the main plant, too. And this is a fac-
tory that produces paper for many other
SCA facilities, so there would be a dom-
ino effect. We pointed out the problem

SCA MEDIABANK

"High deductibles locally also provide an incen-
tive for loss prevention work in the facilities",
says Ola Nilsson, Group Risk Manager of SCA.

and proposed a different solution which
SCA is now using. This didn’t cost them
anything, and it reduced the risk level sig-
nificantly. This is how a good partnership
should work."

If is the leading P&C insurance com-
pany for the forest industry in Sweden
and Finland. A number of business, a lot
of contacts out in the field and of course
a long list of claims to handle means If’s
expertise in this field is developing con-
tinuously.

“The forest industry is one of the
sectors where If has established an inter-
nal centre of excellence”, says Mats Ga-
din, Sales Manager at If.

“Here we gather some of our most
experienced specialists and the aim is to
ensure that we always have a high level
of skill in the current industry. We carry
out risk analyses of new machinery and
production systems, we track the major
claims trends and we develop new inno-
vative insurance schemes.”

“The benefit for the customers is that
they have an insurance partner that tru-
ly understands their business and has an
overview of the entire industry and thus is
particularly well placed to help to increase
the safety of the customer’s operations.”

ULF BACKMAN

Note:

Since the article was written, SCA has an-
nounced that it intends to sell the packaging
operations to the UK based packaging group
DS Smith. The acquisition has been approved
by DS Smith'’s shareholders, and the trans-
action is expected to be closed during the
second quarter of 2012, subject to the ac-
ceptance of the European Commission.
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BUSINESS
BENEFIT

is the keyword for
E.ON’s ERM work

After fifteen years in development, risk reporting has now been integrated into the internal
financial statements at E.ON Sverige. It offers an important control tool for the company

management. This working method may now be poised for introduction across E.ON.
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.ON is one of the world’s largest

privately-owned energy companies

with approximately 35 million cus-
tomers in over 30 countries and with al-
most 85,000 employees.

The subsidiary E.ON Sverige oper-
ates in the Nordic region and itself com-
prises some 20 companies operating in
most sectors from nuclear power and
district heating to energy trading.

The operations are risk intensive, to say

the least:

e E.ON owns large dam facilities for
the production of hydropower. What
happens if a dam bursts?

e Activities in the energy sector are
closely regulated. A public authority
decision can change the rules of play
overnight. Which is what happened
to E.ON in its principal market, Ger-
many, when, after the Fukushima ca-
tastrophe in Japan, the government
decided to decommission all nuclear
power plants by 2022.

e How do customers react when E.ON
finds itself in a brand crisis? When the
violent storm Gudrun disabled ma-
jor parts of the electricity supply in

8 IF'S RISK MANAGEMENT JOURNAL 1/2012

E.ON’s Swedish home territory in
January 2005, a large number of cus-
tomers left the company.

Business benefits

There are 17 people working at group
level in E.ON Sverige, to keep these
risks under control.

The operation comprises Risk Con-
trolling, Credit Risk Management, In-
surance, Crisis Management, Business
Continuity Management, Information
Security and Security and has been led
by Bengt Svensson since the middle of
the 1990s.

When Bengt Svensson describes the
operation, the recurring keyword he
chooses to use is business benefit.

Since the very beginning he and his
employees have worked extremely hard
to develop and refine a system of risk re-
porting that really benefits the manage-
ment. Now it is in place: the risk report
is regarded as a central component of
the budget follow-up and business plan-
ning at E.ON Sverige.

“The MD of a subsidiary once told me
that he practically only needed my report to
manage the company,” says Bengt Svensson.

“When a MD says that, we know we
have hit the mark. This means that our
work brings a real business benefit to
E.ON.

ERM and controlling — a love affair

A major reason for these successes is the
close cooperation with Controlling at
E.ON.

Today the risk report forms a part
of Controlling’s quarterly report to the
company management. ERM is at the
core of the standard business process.

This has not always been the case.

A pragmatic, keen and ambitious ef-
fort has been required to develop fu-
ture-oriented risk reporting with practi-
cal, everyday applications and which in-
teracts with Controlling’s material.

“There have been numerous adjust-
ments in order to find the right level of
detail, quality and teaching method in
order to create real benefit for the deci-
sion-makers throughout various depart-
ments at E.ON,” says Bengt Svensson.

“The first stage in our journey was to
raise the quality of the risk report so that
it remained operational and scientific in
all sections. We were challenged right

E.ON

down to a detailed level by our CFOs. It
was a beneficial but demanding exercise
that took a long time.

“The next stage involved integrating
reporting with Controlling’s material
and designing it to encapsulate the most
important aspects in a way that allowed
the group management to quickly access
the information and discuss what action
needed to be taken. The challenge was
to find a level of communication that
was sufficiently comprehensive without
being exhaustive.

“The risk report is now presented
alongside with the same type of charts
and graphs as the other parts of the con-
trolling material. It also uses the same
language and nomenclature. We call our

ERE)

section "Risk adjusted prognosis’.

Risk analysis in every part of the group

At E.ON risks are identified all the way
down to plant level. All risks that may
have an economic impact of a certain
level must be assessed and reported to
the central ERM department.

This is where all reports are accumu-
lated and analysed to find out how the
risks interact.

“It’s not enough to just enter num-
bers into an Excel document; a thorough
review is required in order to see how the
numbers collate,” says Bengt Svensson.

Sometimes the same conditions can
result in a loss for one department but a
profit for another.

Supposing E.ON’s trading depart-
ment sold futures on electricity expen-
sively. The market expects another harsh
winter and is prepared to pay substan-
tially for a delivery of a certain volume.

Trading has speculated that the
weather will be warmer and has only se-
cured the price for half the delivery.

They are correct. It does turn out to
be a mild winter. There is a lot more wa-
ter in the reservoir than normally. Trad-
ing can buy electricity on the spot mar-
ket for a paltry sum and earn a great
deal of money on the contract.

So far so good. But that’s just half
the story for E.ON.

Because the same weather scenario
backfires against Production as they will
be paid poorly for the electricity they
sell on the same spot market.

ERM’s task is to identify these sce-
narios and counterbalance them against
cach other in their report.

20,000 simulations

One of the top priorities for E.ON’s
risk work is the sensitivity analysis — how

high is the risk that something will go
wrong and what are the consequences?

Many years ago this evaluation was
made using rough estimations.

Now it’s done in a more systematic
and structured manner.

This is based on the original risk
analysis carried out in all E.ON Sverige’s
subsidiaries and plants. Each level lists
the risks that may lead to major budget-
ary deviations. Quite often there are 30-
40 scenarios from each unit.

The economic impact of each risk is
estimated and the outcome determined
on a scale from Worst case to Most like-
ly and finally to Best case, then the most
likely distribution is discussed and doc-
umented.

Then a so called “Monte Carlo sim-
ulation” is carried out with 20,000 sim-
ulations with the identified risks which
provide a statistically substantiated pic-
ture of the likely outcome. Then a sen-
sitivity analysis is performed on the out-
come in order to see which scenarios
have the most impact on the outcome
and which risks should be prioritised in
the preventative work.

“The outcome may indicate for ex-
ample that the level of risk is such that
the budget should be revised down
a number of percentage points,” says
Bengt Svensson.

“More often than not there are three
to four risks that cause the most issues
and these are clearly indicated in the
sensitivity analysis. This allows the man-
agement to decide on our course of ac-
tion. We might not do anything. We
might invest or take another course of
action in order to limit or, if possible,
totally eliminate the risk involved.”

ERM on export?

For many years the ERM material has
been a part of the controlling report at
E.ON Sverige.

The management of the Swedish com-
pany uses it routinely when drawing up
budgets at the head office in Diisseldorf.

“My managers say that they find it
less challenging to make forecasts than
their colleagues in other countries,” says
Bengt Svensson.

“The senior management can see that
we have really worked with these issues
and trusts our conclusions.

The method naturally also arous-
es curiosity. They are now consider-
ing whether our ERM model should be
rolled out Group-wide across E.ON.”

ULF BACKMAN

The first stage was to raise the
quality of the risk report so that
it remained operational and

scientific in all sections.

Bengt Svensson's top three tips

1. Make the risk report an integrated part of
the financial reporting and statements.

2.Work on a long-term basis and single-
mindedly to make sure your risk report
really does provide your management with
business benefits. Be keen, follow up, amend,
amend again and accept that it will take a
long time to achieve the objective.

3. Make sure you have the correct skills in
the ERM team. You must have a well-func-
tioning interface with Controlling, someone
who speaks their language and thinks like
they do.
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Are food companies’ risks

Food safety must be ensured throughout the food chain: from primary

production to the consumer’s dinner table, and even beyond.

ood companies have gone under,

when bacteria have spread via prod-

ucts, causing illness and even deaths.
There are also companies whose business
has been interrupted for months, or termi-
nated completely due to a disastrous fire.

Product recalls, food poisoning
caused by salmonella, serious occupa-
tional accidents and other exception-
al occurrences always result in financial
losses for the company concerned.

Centralisation of the food business,
larger unit sizes and increasing automa-
tion, together with legal requirements,
have resulted in a situation where it is
vital to avoid damage.

A salmonella crisis in early 2009 in
Finland is reported to have cost an ani-
mal feed company about two million eu-
ros. Salmonella spread via animal feed
from the factory in question to a num-
ber of henhouses and pig farms. Sanita-
tion of the farms and interrupted pro-
duction generated huge costs.

It goes without saying that preventing
problems in advance is better than having
to repair damage. In this article we pre-
sent examples of risks, which food indus-
try companies should take into account
when developing risk management, as
proven by insurance company experience.

From fires to dependencies and epidemics

Property risks must be identified at the
planning stage of any food industry facil-
ity. For reasons of hygiene, sandwich and
similar panels commonly used in produc-
tion and storage facilities contain com-
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bustible insulation, such as polyurethane
or polystyrene. This type of insulation
forms a large, invisible fire load. It should
be borne in mind, for instance when pre-
paring to perform hot work. The best so-
lution is to use non-combustible insula-
tion materials whenever practicable.

Production and operations should be
secured adequately by installing extin-
guishing equipment, fire alarms and vari-
ous surveillance systems as necessary. The
supply of electricity, heat, steam, refrigera-
tion and other utilities should be secured
as far as possible, even during disruptions.

The following example from If’s risk
surveys shows that dependencies are
not always ecasy to identify. High quali-
ty packaging materials were needed on
top-speed packaging lines. When look-
ing closer at the packaging processes, it
was noted that the plant was depend-
ent on the production of a single pack-
aging material manufacturer, and further
the manufacturer in question on a single
materials supplier. After this the plant
sought immediately for alternative pack-
aging material suppliers.

A food industry company avoided re-
cently a sudden, and possibly prolonged,
interruption of production, because an
automatic fire alarm had been installed
at the waste water treatment facility serv-
ing the company in question — as recom-
mended by If’s risk engineer. Not long
after the installation the fire alarm went
oft, alarming the rescue services that
hurried to the scene in time to extin-
guish a fire that had already broken out.

Fire damage at a large, significant lo-
gistics centre would cause major disrup-
tion to everyone in the production chain.
The best way to prevent such damage is
to protect logistics centres with automatic
sprinkler systems. In any case, it is essen-
tial to prepare continuity plans and up-
date them at sufficiently regular intervals.

Transport requires care

Food’s journey to the dinner table of
the consumers can begin with the raw
material being transported by sea from
the other side of the world. However,
the majority of transports move by road.
In most cases a fleet has been purpose-
built for animal or food transports. The
drivers are skilled professionals and the
transport equipment of high quality.

Of course, transport is not complete-
ly risk-free. Conditions are not always
ideal during shipment by sea and the
cargo can be completely spoiled. If the
batch in question is large and intended
to cover the needs of several months of
production, considerable damage can be
caused to a business. In a poorly cleaned
vehicle, raw material is at risk of being
contaminated. It is also absolutely vital
that the cold chain remains unbroken.
However, temperatures may rise too
high during transport, for instance due
to equipment failure.

Interim storage of products on the
way from the farm to the factory, and
from the factory to retailers, for instance
in frozen storage or at logistics centres,
increases the number of handling stag-

)
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Fire damage at a large, significant
logistics centre would cause major
disruption to everyone in the

production chain.

es and thus the possibilities of damage.
Careful monitoring of the transport
chain’s various stages is a key prerequi-
site for ensuring product safety.

Liability risks in the spotlight
Liability =~ insurance covers damage
caused by business activity up to the
agreed sum insured, but it is important
to note that there is no general maxi-
mum limit to liability for damages.
Product liability is based on strict li-
ability of companies for damage to con-
sumers. Liability is extensive: it is based
both on the product itself as well as its
packaging, instructions and marketing.
From time to time, foodstuffs with safe-
ty defects end up in retail stores. Food
companies must therefore have good and
functioning recall procedures in place.
Long subcontracting chains and net-
working increase the risk of liability in-
surance claims. The higher the num-
ber of parties involved in the production
chain, the higher the number of liability
relationships and agreements. Risk man-
agement is challenging but profitable.
Subcontractors must be selected with
care, and agreements must correspond
to the distribution of risks. The end
product manufacturer is liable to com-
pensate those suffering product liability

12 IF'S RISK MANAGEMENT JOURNAL 1/2012

damage, including on behalf of its sub-
contractors, and is left to clarify its own
rights with these parties.

It is important to manage liability risks
related to a plant’s operations. When out-
sourcing operations, one should bear in
mind that even occupational accidents
can turn into cases of liability damage if
the employee in question is employed by
another company. Industrial production
also involves the risk of environmental
damage and the related liabilities.

Corporate liability insurance only cov-
ers part of the damage caused, because it
is not possible to take out insurance on
damage to a corporate image. Any hesita-
tion, for instance in communicating about
environmental damage, can damage sales
and have a lasting impact on revenues.

Involve personnel in analysing
occupational safety risks

Naturally, the food industry makes the
most of automation, but a great deal
of manual work is still needed. The risk
of occupational accidents is evident, of
course, when handling knives and op-
erating ovens, conveyors and heavy ma-
chinery. Although skilled staff know what
they are doing, cuts, hand injuries, slips
and allergies are an everyday occurrence.
A factory cannot operate without people;
a company must take care of its staff.

If’s safety specialists find it very im-
portant that all staff understand the sig-
nificance of safety. It is essential that em-
ployees are involved in identifying risks
and become personally involved in safety
issues. Their own health and workplace
are at stake here.

Involving staff closely in risk analys-
ing efforts changes the scenario com-
pletely. Employees are motivated in a

different way when they can influence
things themselves. Promotion of occu-
pational safety becomes easier, and the
required corrective measures are casi-
er to accomplish. By participating in risk
analyses, employees learn to identify and
avoid risks in their work environment.

Why is risk management important?

Legislation and supervision by authori-
ties, alongside the company’s own high
quality operations, ensure the safety of
foodstuffs and that products meet the
expectations set for them.

In risk management processes, food in-
dustry companies identify the risk factors
threatening their business, eliminate any
risks that can be eliminated by technically
and financially reasonable means, and pre-
pare for risks that cannot be eliminated by
taking out insurance or in other ways. The
key is to reduce the probability of risks
and the consequences of possible damage.

If’s specialists are confident that ex-
pert risk management helps companies
to secure undisturbed, continuous busi-
ness operations in any circumstances as
far as possible, and that such work pro-
vides companies with considerable add-
ed value, even in securing the safety and
quality of foodstuffs. Ultimately, risk
management contributes to ensuring
that business goals are met.

ANNA MARIA
VAHAKUOPUS
annamaria.vahakuopus@if.fi
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— liability as usual

Recently evolving food trends have
concerned a healthy diet. This is a
broad area, ranging from general
food pyramids and other food-
based guidelines for well balanced
nutrition, to food products with
ingredients or components intended
to have specific physiological effects
on the user. The related liability

issues are equally broad-ranging.

123RF

unctional food is a combination of

a product and information on its

impacts. In the absence of a pre-
cise definition of functional foods, such
products are generally considered to be
foods intended for consumption as part
of one’s normal diet and that contain bi-
ologically active components which en-
hance health or reduce the risk of dis-
case. Products entering the market, such
as probiotic yoghurts, as well as foods
for special dietary uses, such as marga-
rines enriched with plant sterols, may
also therefore be intended for gener-
al consumption. This function can be
achieved through both totally natural
ingredients and other chemicals or com-
ponents.

Food, product liability and recall

Food products may be defective for rea-
sons such as design errors and quality
problems in manufacturing. New tech-
nologies, like gene manipulation in pri-
mary production or genetic engineer-
ing, introduce the possibility of addition-
al development risks. For instance, food
products are already available in Australia
and USA which contain nano-materials.
It is always possible that new prod-
ucts will prove harmful. If the products
are used internally and have a close con-
nection to the user’s health, as in the
case of pharmaceuticals or food, the risk
is even more obvious. In legal terms,
product liability in EU is based on strict
liability, which means that a harmful de-
fect in a product establishes liability for
injury or damage caused by the defect,
without other proof of the producer’s
negligence. Food products are therefore
highly vulnerable to product liability and
recall risks. But, for the same reason, the

regulatory framework and the producers’
own quality and control mechanisms are
synchronised with requirements associat-
ed with product risks.

If new “functional” food products
are made of already known substances,
they are under same safety requirements
as any other food products. They do not
necessarily pose any compliance or prod-
uct liability risks. However, if the food or
ingredient has so far not been used for
human consumption within the EU to a
significant degree, it may fall under the
approval procedure for novel food and
food ingredient according to Regulation
(EC) No 258,/97. This applies to for in-
stance products containing of or pro-
duced from genetically modified organ-
isms, new molecular structures or iso-
lated micro organisms and even to new
production processes, if these give rise
to significant changes in the composi-
tion or structure of the foods or the in-
gredients. The regulation sets the axio-
matic requirements that the foods and
food ingredients must not present a dan-
ger for the consumer, mislead the con-
sumer or differ in nutritionally disadvan-
tageous way from foods or food ingredi-
ents which they are intended to replace.
The one wishing to place the product on
the market must submit for a thorough
assessment procedure through the au-
thority in the member state of the orig-
inal placement, the Commission and all
other member states.

Marketing claims about a product’s
qualities and effects form part of the
product when assessing whether it is de-
fective according to member states’ na-
tional legislation, based on EU Prod-
uct Liability Directive (85/374/EEC).
A product is considered defective when

IF'S RISK MANAGEMENT JOURNAL 1/2012 13



14

In the case of high-tech food
products, many parties are
generally involved in the design

and production of components.
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it does not provide the safety a person
is entitled to expect, taking account of
the product’s presentation, expected use
and the time when it was put into circu-
lation. Presentation includes packaging,
marketing material and instructions. In
almost all member states, the producer’s
liability is excluded in the case of dam-
age caused by a defect that could not
have been foreseen given the technical
and scientific knowledge available when
the product was developed. Only Fin-
land and Luxemburg did not avail them-
selves of this option, thus making pro-
ducers strictly liable for even unknown
defects. Spain did the same with regard
to food in particular. In addition, the
marketer of a product may ultimately
be liable if the producer is unknown or
a market’s brand product is in question.
Liability may occur due to the market-
er’s strong role in creating the image of
a functional food product and fulfilling
the needs of niche consumer groups.

Evidence-based claims only

In 2006, the EU adopted a Regulation on
the use of nutritional and health claims in
relation to foods (1924,/2006). This reg-
ulation provides clear rules on health and
nutrition claims used in commercial com-
munications and harmonises the field in
the EU. The aim is to protect consumers
from misleading claims and provide infor-
mation necessary to helping them to make
choices. It also helps manufacturers to en-
sure that they are making acceptable, legal-
ly compliant claims.

The regulation makes a distinc-
tion between nutritional claims such as
“low fat” or “source of calcium” and
health claims such as “calcium reduc-
es the risk of osteoporosis”. A nutrition-
al claim states that a food has beneficial
nutritional properties. Health claims are
statements on labels, advertising or oth-
er marketing products, informing the
consumer that health benefits can result
from consuming a given food. Claims
related to reductions in the risk of dis-
case, as well as to children’s develop-
ment and health, fall under stricter re-
quirements.

Member states were required to in-
form the Commission about all nutri-
tional and health claims being used, and
to provide references to the related sci-
entific justification. A total of 44,000
claims were made — naturally, many
of these were of a similar nature. They
were assessed by the NDA panel (Die-
tetic Products, Nutrition and Allergies)
of the European Food Safety Authori-

ty EFSA. Between 2008 and 2011, the
panel published the final evaluations of a
total of 2,758 general functional claims.
These evaluations were encapsulated in
341 opinions. The panel also adopted
27 opinions on “new function” claims,
based on newly developed scientific evi-
dence or protected data and 75 opinions
on claims relating to disease risk reduc-
tion and child development and health.

Most of these claims were not accept-
ed, due to lack of evidence about the re-
lated health effects — while the claimed
health effect may occur, there is insuffi-
cient evidence of a causal link. This does
not mean that the products are defec-
tive or might cause injuries or illnesses
for which the producers would be liable.
NDA’s work is based on scientific crite-
ria and users of the products studied can
now trust in the claims that the panel
did accept. Unaccepted claims may not
be used in conjunction with products —
eventual new claims must go through
the acceptance procedure.

Liability for lack of genuine effects?

As part of consumer protection, prod-
uct liability legislation places liability,
for the risk of injury, illness and damage
caused to private persons and their prop-
erty, with the producer of a product. The
same applies to producers of defective
components if the component caused the
damage. But what if the promised effect
is lacking? This does not typically lead to
injuries or damage. But it is possible that
even such a lack might form a basis for li-
ability if an alternative choice would have
provided better results. A missing health
effect is normally not insurable through
product liability insurance.

Insure — but first of all,
comply with regulations!

Liability of a producer of functional
food, for damage or injury caused by a
defect, is covered by Product Liability
Insurance. This insurance covers liability
according to the applicable legislation,
as well as the investigation costs and
cost of preventing an imminent threat.
However, such coverage does not in-
clude costs of further actions, such as
the return, repair or exchange of prod-
ucts or the product itself.

Recalls of food products are fairly fre-
quent. A companion to Product Liabil-
ity Insurance is Recall Insurance, which
covers the costs of a recall in the case
of a safety defect in the insured’s prod-
uct which involves a risk of bodily inju-
ry or property damage. Risk Consulting

1/2011 included an article on recall in-
surance.

In food production, the most potent
risk management method is compliance
with regulation. However, network-
based production, with long global sup-
ply chains, presents new threats in the
form of quality problems, falsified prod-
ucts or misleading information on the
product’s origin. Producers must there-
fore remain ahead through strong com-
mitment to quality and careful selection
and control of suppliers.

In the case of high-tech food prod-
ucts, many parties are generally involved
in the design and production of com-
ponents. The industry’s dynamics may
combine giant food and beverage and
ingredient producers with smaller niche
players within biotech and medical re-
search. Product development costs are
significant. A new invention may find
its way into numerous local products, as
in the case of sweeteners and cholester-
ol reducing products. Contracts are the
most important RM method with re-
spect to liabilities between companies.
Legislation is usually flexible, giving
the parties freedom to agree their own
terms. Purchasing contracts must in-
clude reasonable liability rules that pro-
tect, for example, a buyer of foodstuffs
intended for further processing. When
selling to other companies for final pro-
duction, it is important to understand
the liability clauses and terms of appli-
cation of sales of goods acts. In compli-
cated partnerships and joint ventures, a
deep understanding is required of the
positions of the parties and contract law
in the international context. In the pro-
duction of functional foods, licensing
agreements for specific functional com-
ponents may also play an extremely im-
portant role in the division of respon-
sibilities and earnings. The company’s
contract management must be coher-
ent and well documented. In the end,
the best long term results are achieved
through fair, balanced contracts.

MATTI SIOGREN
matti.sjogren@if.fi
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Constant and active dialogue
between employees and
management is a precondition
for continuous improvement in

health and safety.

1 Goals and targets

“What gets measured, gets man-
aged”. This well-known statement of
management guru Peter Drucker is
highly relevant in the case of health
and safety. Unlike other major issues in
company performance, such as produc-
tion volumes and profit, health and safe-
ty is an intangible issue for many people.
Tangible and concrete goals are there-
fore of the utmost important.

An essential management task lies in
defining clear goals and targets, from
which performance indicators applicable
to follow-up are then derived. Without
goals and targets, well-intentioned state-
ments written in safety policies are just
dead letters.

Numbers of injuries and accident fre-
quency rates are often the first measures
of interest to those who wish to know
something about the safety level of a
business and the company concerned.
The most advanced companies have
safety metrics with many indicators, in-
cluding leading indicators such as con-
ducted safety talks and audits, training,
and near-accident reporting activities.
They also integrate health and safety
goals into their business goals and strat-
egies, while including their safety targets
in their key performance indicators. To
give an indication of the financial values
of safety improvements, it is also advis-
able to formulate targets which can be
measured in monetary terms.

2 Good leadership

Expectations set on competence
are usually managed by the human re-
source function and written into work
descriptions. If health and safety duties
are not included in competence specifi-
cations, they may fall outside the focus
arcas of work on the mindset of manag-
ers. If this is the case, combined with a
lack of fixed goals and targets it will nat-
urally lead to a situation in which man-
agers pay only marginal attention, if any,
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to safety issues. Relying on legal pres-
sures from health and safety legislation
is insufficient in confirming manage-
ment’s commitment. In addition, health
and safety issues should be essential ele-
ments in performance appraisals. In gen-
eral, safety excellence seems to be relat-
ed to good overall leadership, thus giv-
ing an additional measure of success in
management. Many companies include
health and safety results in salary bonus
payments at management level.

3 Management commitment

People are usually very astute in
discerning management’s real commit-
ments. They soon take note of wheth-
er or not management is genuinely in-
terested in the health and safety of em-
ployees. When top management partic-
ipates in company safety meetings and
discusses safety goals in connection with
production targets, employees receive
a clear signal that safety is an impor-
tant and valued issue for management.
“Safety first” is not just a slogan, its ac-
tual meaning is checked in all decisions,
meetings and encounters with manage-
ment. In very good companies, CEOs
increasingly participate in safety walks
and talks, or conduct such actions inde-
pendently.

Rewarding

“What gets measured and reward-
ed gets done” — this is the way in which
renowned safety guru Dan Petersen has
modified the Drucker statement. He
thereby implies that rewarding is an im-
portant element in effective goal-setting.
Safety is largely a matter of intangibles,
where issues are traditionally noted on-
ly in retrospect. It is therefore important
to render safety tangible and create incen-
tives for proactive, forward-looking meas-
ures. Rewarding achievements such as an
injury-free year, the most active team in
near-accident reporting and the best in-
novation solutions to improve safety, can
generate a great deal of positive energy
and actions in organisations, thereby fur-
ther reducing accidental losses.

Immediate action

When an employee is violating
safety rules or working without the re-
quired personal protection, foremen and
co-workers alike should act immediately
to correct such poor practices. In com-
panies with a good safety culture, ac-

tions against violations, whether intend-
ed or unintended, are regarded as a pos-
itive challenge to learn and improve.
But bringing the culture up to this lev-
el is not easy. Foremen and management
need coaching. They should have the
ability to communicate with and moti-
vate employees individually, while un-
derstanding the interlocutor’s point of
view. It is often necessary to overcome
one’s own complacency first. Finally, it
remains the duty of management to take
disciplinary action to correct a situation,
if necessary. On the spur of the mo-
ment, it may feel easier to turn a blind
eye. In a strong safety culture, leaders
are encouraged and trained to act im-
mediately. Inaction is more dangerous
in the long run, since it reinforces a risk-
taking culture, making future improve-
ments more difficult.

6 Active communication

Constant and active dialogue be-
tween employees and management is a
precondition for continuous improve-
ment in health and safety. When the
minimum legal requirements are com-
plied with, issues are less and less often
resolved through absolute yes-or-no an-
swers. There will be opinions for and
against. Sometimes improvements here
will cause more difficulties there. In
good companies we find ongoing con-
versation in the search for better solu-
tions, in order to improve safety and
well-being at work. Good leaders are al-
so good at listening and communicat-
ing. In the best companies, the accident
outcome is close to zero injuries, while
thousands of safety talks and conversa-
tions are conducted by management.

It is a well-known fact in many Nor-
dic enterprises that there are fewer acci-
dents in Swedish plants than in Finnish
plants engaged in very similar produc-
tion activities. There may be several un-
derlying reasons for this, but the Swed-
ish culture and tradition of thorough
discussion may be a factor.

7 Safety checks and audits

Internal safety inspections and risk
assessments are important features in
good safety practice. In daily produc-
tion tasks, it is not always possible to
detect all safety deficiencies; it is also
well known that experienced employees
can be too familiar with their work to
note imminent dangers. Regular walk-
through surveys are therefore required.

Safety checks may be conducted week-
ly, monthly or with some other level of
frequency, depending on local risk con-
ditions. It is usually advisable to use a
checklist form appropriate to the plant,
in order to conduct a systematic consid-
eration of all of the relevant hazards. In
the case of advanced safety inspection
routines documented and issued using
company systems, there is also a com-
munication tool and checkout for the
implementation of corrective measures
by management.

Investigation and reporting

An accident at work is always an
opportunity for learning, for manage-
ment as well as employees. A good acci-
dent investigation routine records what
happened, why, and lessons on how to
prevent the accident’s recurrence. For
an employer, accident investigation is
also a legal duty, as well as being nec-
essary in order to begin an insurance
claims process. It is usually not enough
to check immediate causes such as care-
lessness or poor houseckeeping. Under-
standing the root causes of an accident
often reveals new paths for prevention,
¢.g. in production process improvement,
management actions and cultural devel-
opments. In addition, a range of formal
tools are available for root cause inves-
tigations, ranging from simple question-
naires such as “5 x Why,” to sophisticat-
ed software packages. In well-run com-
panies, information on accidents is dis-
tributed throughout the organisation
and is made visible, in order to remind
employees of risks and precautionary
measures in the workplace.

Activity levels in near accident re-
porting and accident outcomes seem
interconnected. We have found that,
in many companies that have seen ma-
jor increases in their reported near ac-
cidents and hazard observations, a clear
decline in workplace injuries has result-
ed. Knowledge and experience are dra-
matically bolstered by advances in the
reporting of minor incidents. Active re-
porting of near-accidents is also an in-
dicator of a good safety culture, where
people dare to talk and report their own
failures without fear, and a hazard-alert
note is seen as a positive reminder for
safeguarding colleagues at sites.

9 Balanced and holistic approach

Good overall management, in-
cluding good communication both

Checklist of elements of successful safety management

® Have the company’s safety goals and objectives been clearly set

and communicated to all employees?

® Are the goals and objectives followed up by management at all

levels?

® |s management participation in safety matters visible to employees?

® Are health and safety duties included in managers’ work descriptions

and competence evaluation?

® Are employees rewarded for injury-free work and improvements

in safety performance?

® Do managers react immediately when they observe risk taking and

unsafe working habits?

® Do managers conduct regular safety talks with their employees?
® Are safety checks and audits conducted regularly at all plants?

® Are all occupational accidents investigated properly and lessons

learnt in order to improve preventive measures?

® Are near-accidents also reported actively and corrective measures

taken to prevent their recurrence?

top-down and down-top, seems to be
a precondition for success in safety and
health. It also corresponds to the man-
agement approach required for good
business results. Enterprises that re-
spond positively based on all of the
above mentioned criteria are highly like-
ly to be among the best health and safe-
ty performers in their industry.

Health and safety management sys-
tems such as OHSAS 18001 have im-
proved the overall understanding and
implementation of good management
practices. However, it becomes clear-
er all the time that a functioning man-
agement system is not enough. Acci-
dents continue to occur at work. There
is a need for a more personal approach
to health and safety. Each and every in-
dividual must look in the mirror and
ponder their own attitude to safety.
More thoughtful and lively dialogues are
needed on how to improve our mind-
sets and safety practices, in order to get
all employees, teams and managers en-
gaged in coordinating actions to move
the safety culture towards the achieve-
ment of an injury-free workplace.
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In many Nordic enterprises
there are fewer accidents in
Swedish plants than in Finnish
plants engaged in very similar

production activities.

KARI HAKKINEN
kari.hakkinen@if.fi
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PREVENTING
PROPERTY
DAMAGE

in mechanical

workshops

Property damage poses a considerable threat to the competitiveness

and success of the mechanical engineering industry. A fire, machinery

breakdown or computer equipment failure can play a critical role in

determining the continuity of mechanical workshop operations. However,

most property damage can be avoided through efficient risk management.

n many ways, a mechanical workshop

is an exceptional risk object: the prod-

ucts manufactured are often large and
heavy and are therefore not easily ig-
nitable or stolen. However, mechanical
workshop risks are far different from the
way they are commonly imagined.

The mechanical engineering industry
involves as many production-related and
economic risks as other industries.

“Loss prevention is in the common
interests of the mechanical workshop
and the insurance company, because it
helps to secure undisturbed, continuous
business operations”, states If’s Risk En-
gineer Ari Ahonen.

He has analysed property damage cas-
es in the mechanical engineering indus-
try, for which If paid compensation in
2006-2011. Such loss cases are compel-
ling the industry to focus on enhancing

20 IF'S RISK MANAGEMENT JOURNAL 1/2012

fire safety, strict machinery maintenance
and general tidiness and good order.

Attitude crucial to fire safety

Have we really done everything we can?
“The statistics we have compiled in-
dicate that, in 2006-2011, fires repre-
sented almost 60 per cent of claims ex-
penditure in mechanical engineering in-
dustry companies”, Ahonen explains.
No single reason can be pinpointed for
this. Perhaps intensifying production and
cutting expenses have led to compromis-
ing on safety; outsourcing may result in
less familiarity with production plants or
lower motivation on safety issues. “The
risks are well-known and people are aware
of them, but they may be regarded as mi-
nor and insignificant as long as the wheels
keep rolling and products are completed.
In most cases, attitudes play a key role.”

“Globalisation and networking also
increase mechanical workshops’ vulnera-
bility. Although risks are usually distrib-
uted due to delivery chains, they can al-
so be accumulated. A loss in one link of
the chain may halt the operations of the
other members of the network.”

Even if a company’s property and
casualty insurance cover is in order,
some expenses always remain with the
company. Major losses always involve
losses and expenses that are not covered
and for which the mechanical workshop
is itself liable, for example deductibles,
long-term loss of market share, and any
damage to corporate image or reputa-
tion. The expenses incurred by both loss
and liabilities to a third party can be ex-
tremely high in situations of major loss.

According to loss statistics, flammable
liquids used at various stages of produc-

tion are the major risk factor in property
damage at mechanical workshops. Met-
als are often cleaned with flammable sol-
vents, then coated and painted. “Water-
based paints are widely used, but solvent-
based paints are still necessary for a num-
ber of purposes, which makes the paint-
ing process quite risk-prone. Paint shop
damage rates are high”, says Ari Ahonen.

The basics of fire prevention — re-
moving any excess fire load and control
of ignition sources such as static elec-
tricity, hot work, hot surfaces and smok-
ing — should be self-evident. Risk can al-
so be reduced by replacing flammable
solvents with non-flammable ones or
by placing containers in a separate, pro-
tected warehouse, or the flammable lig-
uid in supply tanks from which it can be
pumped in a controlled manner through
pipes to the place of use. The staff must

be familiar with fire risks and know how
to act correctly if a fire occurs.

If paint is pumped through pipe sys-
tems and there are leaks, these are prone
to cause fires. At premises subject to a
fire hazard, electrical appliances must be
Ex protected according to the explosive
atmosphere zone in question. Earthing
must be in order because static electric-
ity creates sparks that may ignite a fire.

An automatic sprinkler system is the
best method for controlling a fire that
has already started. Applications con-
taining large amounts of oil, such as hy-
draulics equipment, must be equipped
with a system that is efficient enough.

Loose couplings in electrical appli-
ances are among the most common
causes of fire. Potential ignition sources
can be identified through regular checks
of switchgear and heavy electrical equip-

Roof panels have
collapsed in a fire
of a paint shop.
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ment with a thermographic camera.

Machinery and equipment must have
an appropriate maintenance scheme

The number of thefts is surprising-
ly high in loss statistics. Pieces of cop-
per cable and other valuable metals
may be found in the back yards of me-
chanical workshops. For instance, the
foundry industry uses zinc as an alloy-
ing element, and mechanical workshops
use chromium for coating processes.
Thieves are interested in valuable met-
als of this type, which are relatively easy
to trade. Although the number of such
thefts is relatively high, the issue is fairly
insignificant in financial terms.

“Valuable metals may sometimes be
stored with scraps and on loading bays,
but crime prevention is becoming an is-
sue. Such valuable metals are therefore
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Ari Ahonen recom-
mends automatic
sprinklers to
control a fire.

more often stored in properly fenced in,
locked facilities equipped with alarm de-
vices”, says Ari Ahonen.

A broad spectrum of machinery
breakdown risks is associated with the
mechanical engineering industry, from
normal hydraulic presses to the sensitive
control systems of laser cutters. Valuable
machines and equipment require contin-
uous maintenance.

Machinery and equipment are still
among the most significant types of
property subject to damage in mechan-
ical workshops. According to statistics
for 2006-2011, machinery breakdown
was one of the most common damage
types in terms of claims paid. Means and
methods required for avoiding losses
and for lowering risk levels can be deter-
mined from analysing the loss statistics
or sources based on experience.

The larger the products manufac-
tured, the heavier and more valuable the
machinery and equipment used. Their
repair periods and spare part delivery
times can be very long.

“It goes without saying that the larg-
er the machine, the fewer spare parts are
available for it straight from the shelf.
Of course, an appropriate preventive
maintenance scheme for machines is the
baseline for everything.”

Special machinery is usually main-
tained periodically by equipment man-
ufacturers or authorised service compa-
nies. “Few mechanical workshop com-
panies run a maintenance department
able to service all machines”.

As examples, Ahonen mentions mod-
ern laser cutters able to cut metal into
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any form, large machining centres and
large hydraulic presses.

Increasingly often, laser cutters are
the most important machines at me-
chanical workshops. Their fine-tuned
control electronics become obsolete in
time and it may become more difficult
to find spare parts. “Regular modernisa-
tion of the control unit is something on
which there should be no compromise.”

In a fire, electronic equipment is ex-
tremely sensitive to smoke damage.
Even if the fire damage itself is not that
great, the smoke it generates may cause
problems. When the fire is extinguished,
moisture and chemical compounds such
as hydrochloric acid are created and be-
gin to corrode control electronics quick-
ly. In such a case, beginning consequen-
tial loss limitation as rapidly as possible
is a key issue.

Operating pressures in industrial hy-
draulic systems are high and the amounts
of oil involved may be fairly large. Large,
more-than-400-litre systems are associat-
ed with a risk of major fires. A hose leak
can easily cause an oil mist. It is practi-
cally impossible to extinguish such a fire,
without closing off the oil leak.

At a mechanical workshop, the de-
cision was taken to raise the pressure in
the hydraulic system and to replace the
pump with a new, more powerful one.
However, the introduction of a strong-
er pressure hose was neglected. When
the pump started up, the hose loos-
ened from its connection and hydraulic
oil was discharged at high pressure. The
oil hit a live power cable and caught fire.
The blaze caused major property dam-

age and a considerable part of produc-
tion was interrupted for weeks.

“It is vital that hydraulic hoses and
pipes are kept in good condition. For
instance, the systems of large hydrau-
lic presses may contain tons of hydraulic
oil. The same applies to centralised hy-
draulic units, in which the amounts of
oil may be very high.”

Business interruption should be given
thorough consideration

In the mechanical engineering industry,
property damage and the resulting inter-
ruption damage are of a similar magni-
tude. Business interruption (BI) insur-
ance provides coverage for the company’s
sales margin for an agreed period. Even if
raw materials need not be purchased and
energy expenses are not incurred during
the interruption, fixed costs such as wag-
es, rents and financing costs must still be
taken care of. Interruption insurance cov-
ers these costs.

“When considering coverage of BI in-
surance, you should take the company’s
risk profile and production structure into
consideration and contemplate the period
for which you need insurance. Key issues
to consider include the time it will take
to return to the market and how fast you
can attain a market share equalling the for-
mer one. A pre-existing continuity plan can
help accelerate a return to business as usu-
al”, comments Ari Ahonen.

Mutual interdependencies due to glo-
balisation are becoming increasingly impor-
tant. In the mechanical engineering indus-
try, too, it is important that components are
not sourced from a single supplier. With the
quality standards set on some products, such
as certain types of special steel, being rather
high, the suppliers of such raw materials are
not necessarily high in number. “You should
analyse the supply chain carefully”.

Defective management of business in-
terruption risks can become evident, at
the latest when a company does not re-
ceive the parts it requires due to a ma-
jor loss in a subcontractor’s production
facility. Losses due to interruption may
amount to a million euros per week. Sys-
tematic identification of dependency risks,
preparing for such risks and the imple-
mentation of continuity plans are becom-
ing increasingly important.

Housckeeping reduces risks and im-
proves work performance. Risk Engineer
Ari Ahonen emphasises the importance
of housekeeping and best practices in the
mechanical engineering industry.

HARRY NORDQVIST

RICHARD RADEVSKY

An international approach
to risk management in

Major construction projects have numerous hazard risks, which require

comprehensive expertise in risk management. A theme event arranged by

If and Projektiyhdistys ry — The Project Management Association Finland

(PMAF) focussed on South America and presented a review of the risk

management approach utilised in a large pulp mill project.

innish risk management expertise is
currently being utilised in Uruguay,
a country located to the south of
Brazil. Stora Enso in a joint venture with
the Chilean company Arauco, are con-
structing a pulp mill in Uruguay. A mul-
ti-national project of this scale demands

effective co-ordinated risk management
by the owners, project managers, suppli-
ers and insurance providers.

If P&C Insurance Company and the
Project Risk Management Team SIG-4 (a
part of Projektiyhdistys ry — PMAF) or-
ganised a project risk management theme

afternoon, in March 2012. More than 50
project management professionals gath-
ered at If’s Espoo office to hear and learn
more about the latest developments in
risk management.

In his address, Sami Silvennoinen,
Stora Enso’s Regional Risk Manager em-
phasised the key role that comprehensive
risk management has in large projects.
In large-scale international projects, risk
management is like an ever-changing jig-
saw puzzle that requires diverse skills and
the ability to adapt to new situations.

“Step-by-step risk assessment, the
identification and registration of latent
problems, and preparedness for risks, de-
mand alertness throughout both the en-
tire project organization as well as among
the co-operating partners. Finding agree-
ment on the methods of risk identifica-
tion, and a clear allocation of responsibili-
ties during the initial phase of the project,
form the basis for risk managementl”,
said Sami Silvennoinen.

If is participating, together with the
other parties to the project, in an exten-
sive hazard risk assessment. This assess-
ment involves a detailed examination of
the project’s implementation, familiariza-
tion with the risks involved and the meth-
ods of operating in a possible loss scenar-
io. In addition to the project phase risks,
the experts are also analysing the risks
posed by a mill in full operation and the
methods available to manage them.

If’s international project risk experts
and partners from several countries are
involved in the pulp mill project.

“If provides a more comprehensive ar-
ray of international risk management ser-
vices to Nordic companies. Our clients
can utilize the services of almost 50 risk
experts around the world”, explains Juk-
ka Forssén, Head of Risk Management
Services at If, Finland.

The project risk management event
conveyed an encouraging message: al-
though many things can go wrong in a
project, systematic risk management helps
to keep the challenges under control.

“Most losses or damage can be avoid-
ed. However, this requires good risk
management. Our role in projects is to
work as our clients’ partners, sharing with
them our strong risk management exper-
tise”, emphasised Mr Forssén.

Other speakers at the event included
Pekka Miettinen, Head of Property Un-
derwriting at If, Finland, Matti Sjégren,
Nordic Liability Risk Management Spe-
cialist, at If, Finland and Leena Pekkinen
one of Andritz’s area managers in the
Uruguay project.

MARI HATINEN
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Returning to the

roots of

In the field of transport risks, experience has shown that nearly 85%

of incidents involving loss could have been prevented in some way.

or example, well-chosen, high-
quality product packaging, means
of transport, and transport routes
yield results by reducing transport-re-
lated risks. The evolution of quality sys-
tems and transport solutions has clearly
reduced cases of loss or damage. On the
other hand, intensifying competition is in-
creasing demand for undisturbed deliver-
ies. The quality level required of transpor-
tation reflects time and economic cycles.
Nevertheless, there is always pressure to
keep cases of loss or damage under con-
trol, and doing so is a continuous process.
The logistics sector operates un-
der constant financial pressure, creating
challenges in terms of loss prevention.
Goods delivery constitutes an extra cost
passed onto the buyer in one way or an-
other. This is most noticeable to a con-
sumer when ordering goods from a web
shop: a seemingly inexpensive purchase
may become expensive after the addition
of transport costs. In the end, buying the
product through this channel may no
longer seem so reasonable. Furthermore,
from the end customer viewpoint, issues
relating to transport quality are often ig-
nored, because they are more interest-
ed in obtaining the product as cheaply as
possible. In the transport of large materi-
al flows, however, the case is much more
complicated and special attention must be
paid to transport quality and prompt de-
livery. Furthermore, buyers must often
perform more extensive evaluation of de-
livery reliability, and consider the possible
consequences of delivery interruptions.

TRANSPORT RISKS accumulate in connec-
tion with the storage involved. From the
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viewpoint of insurance companies, to-
gether with related risk management and
loss prevention, in-transit storage forms
a key object for monitoring. During our
on-site surveys, we have discovered that
the structural quality of warechouses has
improved. Transport companies have in-
vested in new warehouses or transferred
their storage operations to better facil-
ities. On the other hand, development
within the transport sector has been slug-
gish with respect to storage risk manage-
ment and, in particular, the number of
structural fire prevention installations and
devices per warehouse.

INSPECTIONS CARRIED out in various

parts of the world of warehouses used

by a certain industrial sector, have re-
vealed the following:

e Over 30% of the warehouses did not
have an automatic fire alarm system.

e Nearly 30% of the warehouses did
not have a smoke and heat control
system (which is often installed in
connection with a fire alarm system).

e Only 20% of the warchouses were
equipped with an automatic fire ex-
tinguishing system, which is the most
effective way of preventing large fires.

e In slightly under 50% of the warchous-
es, work machines were equipped with
an automatic fire extinguishing system.

Another alarming finding was that, in

many of the warehouses inspected, very

little attention was paid to the funda-
mentals of fire prevention. During our

warehouse risk surveys, we stress the im-

portance of early fire detection. If ap-

propriate fire-fighting equipment is im-

mediately available, the chances of ex-

tinguishing a fire in its early stages are
good. A warechouse fire can spread very
rapidly. For example, in 2009, an electri-
cal device caused a paper warechouse fire
that escalated into an uncontrolled blaze
in less than four minutes.

In over half of the warchouses we
inspected, we recorded deficiencies in
the numbers or location of fire-fight-
ing equipment. In very many cases, the
equipment was difficult to find, part of
it being stowed behind stored goods. It
should be borne in mind that, because
people respond to visual cues during an
emergency, critical fire-fighting equip-
ment should always be kept in a prom-
inent place.

In warehouses, the most important
causes of fire include forklift trucks, ma-
chinery, and electrical equipment. With-
out exception, all machinery should be

equipped with automatic fire-fighting
systems. This is a minor investment com-
pared to the total price of a single ma-
chine. Furthermore, fault-free condi-
tion and operation of electrical equip-
ment should be self-evident. A typical ex-
ample of increased fire risk regularly dis-
covered during our on-site inspections
is due to broken or malfunctioning flu-
orescent lamps. If the electric power fed
to the lamp cannot discharge in the form
of light, it will do so in the form of heat.
In the paper warchouse fire mentioned
above, an overheated part of a lamp ig-
nited the ceiling, enabling the fire to
spread throughout the warehouse. For
this reason, fluorescent lamps should al-
ways be equipped with safety starters.

BATTERY-OPERATED SMALL machines con-
stitute an increasing risk in warehouses.

These should be primarily placed in sepa-
rate fire compartments or at least in plac-
es at sufficient safety distances from com-
bustible material or stored goods. Under-
standing the importance of safety distanc-
es, both in the temporary parking of work
machines and the permanent placement
of battery chargers, is an essential compo-
nent in fundamental fire prevention.
Expensive fire alarm and extinguish-
ing systems are not intended to allow us
to forget the imperative, daily routines
of loss prevention. On the contrary, the
contribution of human beings continues
to be of paramount importance. When
reviewing the recommendations given
in connection with our on-site surveys,
along with our customers, we have often
found that the proposed corrective meas-
ures do not, in themselves, cause major
extra costs. In many cases, a change in

procedures is in question, or doing things
in a way that eliminates imminent risks.

IN RISK management, it is wise eve-
ry now and then to return to the roots
of loss prevention by considering is-
sues that are essential in order to achieve
loss prevention goals. We cannot rid the
world of risks, but by eliminating, for
example, clandestine smoking in ware-
houses, we will be one step closer to
safety and a better risk status.

ILKKA KALPIO
ilkka.kalpio@if.fi
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If and Liberty Mutual:

20 YEARS OF
COOPERATION

in customers’ best interests

“Long-term successful cooperation
with Liberty Mutual provides a
sound basis for jointly safeguarding
the success of our customers in
North America”, comments Thomas
Clarstedt, Head of International

Operations at Industrial.
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¢ have many multination-

al clients with operations in

North America, represent-
ing several lines of business.

This year is an important milestone
in the history of If and the US-based
Liberty Mutual Insurance’s coopera-
tion. The cooperation between the two
companies, or rather their predeces-
sors, began 20 years ago, before devel-
oping into its present form. Liberty Mu-
tual has helped If to insure and secure
the operations of large Nordic compa-
nies in a market with unique legislation
and many special features unusual to the
Nordic countries.

Liberty Mutual is one of the world's
largest insurance operators

Liberty Mutual, who celebrates its 100th
anniversary this year, is one of the largest
insurance carriers in the North American
markets, as well as having significant op-
erations internationally. It has chosen If
as its partner in the Nordic countries. In
2011, Liberty Mutual Group’s net sales
totalled USD 34.7 billion.

Why has Liberty Mutual retained its
position as one of the key players in If’s
international service network?

“There are many reasons for the suc-
cessful cooperation between If and Lib-
erty Mutual. International cooperations
are based on commercial needs but per-
haps more importantly personal rela-
tions and willingness to help each oth-
er — this is an inherent characteristic of
both companies and their predeces-
sors. Liberty Mutual has a team dedi-
cated to If. We know the team well and
team members visit the Nordic coun-
tries on a regular basis”, explains Thom-
as Clarstedt.

“In addition, Trond Landsvik, Chief
Underwriting Officer at LM Global,
originally comes from Norway. He has
extensive international networks and
long-term experience including Nor-
dic insurance operations. Before joining
Liberty Mutual, he worked for If’s pre-
decessor.”

Broad and diverse cooperation

Rauna Irjala, Legal Counsel, Liability
Claims, has handled a number of highly
challenging and complex cases in coop-
eration with Liberty and If lawyers.

“Through its own claims organisa-
tion, Liberty processes liability claims
occurring in the United States and Can-
ada. However, all large reservations and
claims settlement decisions are approved
by If first. This means that If is genuine-
ly and actively involved in the daily pro-
cessing of US and Canadian claims”,
comments Rauna Irjala.

From the customer’s viewpoint, it is
reassuring to know that any losses suf-
fered in the US will be processed based
on solid local knowledge, through a lo-
cal network. However, If always main-
tains its Nordic viewpoint and holds the
reins, particularly in large and challeng-
ing loss cases. Information travels with
speed and, if necessary, If also has ac-
cess to Liberty’s loss data via electronic
channels.

Cooperation has expanded from pro-
ducing insurance policies and processing
claims to interaction on the contents of
insurance coverage and on pricing and
customer service in risk management.

“If has also sent employees to attend
Liberty Mutual Global’s training pro-
grammes, to learn more about the in-
tricacies of the United States markets.

The key reason for the long-term
partnership is a like-minded

business outlook.

Over the years, this has led to even clos-
er cooperation on a broader basis”.

Taking out insurance coverage in the
United States can almost be compared
to conducting business with 50 differ-
ent countries, because legislation dif-
fers from state to state. Compliance with
the legislation in force requires extensive
knowledge of the market.

Cooperation extends to prevention

of liability damage

For instance, liability risks are considered
highly challenging in the United States.
Claims are often extremely high and le-
gal processes lengthy and expensive.

Due to the unique history of Ameri-
can society, legislators and courts of law
have taken indemnification liability legis-
lation to extremes unheard of elsewhere.
For instance, in cases of personal inju-
ry, liability can easily be based on legal
grounds that do not require intent and
that may result in surprisingly high com-
pensation.

Medical and legal expenses can be
huge and, at times, it is difficult to pre-
dict the end result. Statistics show that
in the last 50 years, the costs of claims
paid have increased faster than US gross
national product.

“Liability loss prevention is the new-
est sector in our cooperation with Liber-
ty Mutual”, says Matti Sjogren, Nordic
Liability Risk Specialist.

Liberty Mutual’s loss prevention ser-
vices can be targeted at various liability
risks, such as general liability or product
liability. An analysis by Liberty Mutu-
al’s experts provides more detailed infor-
mation on the company’s risks, and cus-
tomers are provided with concrete rec-
ommendations for reducing risks.

Risks are assessed by place of busi-
ness — the subject could, for instance,
be a production unit. Product liabili-
ty risks, due to product safety deficien-
cies, can be realised anywhere, whenever
products are used. In any case, the focus
is on personal injury, since this easily re-
sults in lengthy, expensive and uncertain
legal proceedings.

Liberty Mutual is unique, because
the company has a special team dedicat-
ed solely to If.

“Over the years, this team has pro-
vided insurance coverage for hundreds
of our casualty insurance customers, vis-
ited their countless places of business,
and strengthened customer relation-
ships”, explains Marie Rutgersson, In-
ternational Development Manager.

Both If and Liberty Mutual aim
at the same goal

The key reason for the long-term part-
nership is a like-minded business out-

look. Both parties strive to find new, in-
teresting ways of achieving common
goals.

Liberty Mutual publishes material in
support of risk analysis and reduction.
Customers can use this material to assist
in independent risk assessments and pre-
paring loss prevention plans.

This service model helps If keep it-
self and international customers on a par
with the exacting requirements of mod-
ern risk management, even in the Unit-
ed States and Canada.

Long-term close cooperation be-
tween If and Liberty Mutual provides
customers with top-class insurance and
claims services. “Customers can sleep
casy, knowing that local requirements
are being complied with. This ena-
bles them to enhance their loss preven-
tion measures, minimize risks, and cut
costs”, says Thomas Clarstedt.

HARRY NORDQVIST
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ZAQO If — Nordic insurance service in

Of all the Western-owned insurance
companies in Russia If P&C
Insurance Company'’s operations
are best suited to assisting Nordic
companies. ZAO If Insurance
Company is the only insurance
operation owned by a Nordic
company, focused on serving Nordic
clients with Nordic expertise and

high quality service.

f’s staff’s expertise, knowledge and

service-mindedness compares favora-

bly to the competition in Russia. The
complex needs and requirements of large
Nordic companies operating in Russia
are not a matter for ordinary or domes-
tically focused insurers. These challeng-
es demand the attention of seasoned vet-
erans, who have worked for If 5 to 14
years at the management level, and who
have an average of 13 years of experience
in the Russian insurance industry.

ZAO If’s CEO, Andrei Bogdanov is
a 14 year loyal employee for If’s (and
Sampo P&C’s operations before it be-
came a foundation partner in the crea-
tion of If in 1999) Nordic clients as an
experienced property underwriter and
manager. Our underwriting team is core
to our offering of professional insurance
solutions in Russia. They are pertinent
to the design and implementation of ap-
propriate insurance coverage, purposely
fit for Nordic clients, whether it be prop-
erty, casualty, cargo, voluntary personal
lines or motor.

ZAO If’s Security & Operational
risk management provides expert-level
consulting internally on complex cases,
particularly with regard to claims man-
agement, but also in situations of busi-
ness interruption. Given the complexi-
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From the left; Anatoly Rudnitsky, Denis Kuznesov, Oksana Zaitseva, Andrei Bogdanov, Olga
Martyuk, Valerian Sand, Anna Andreeva and Maxim Zaitsev.

ty of the nature of relationships between
companies and the Russian authorities,
insight on the “true and real” motiva-
tion behind certain circumstances has
helped ZAO If add substantial value to
our client offering.

Most of the sales professionals have
been with If since the conversion of
our representative office to a branch in
2006, and they came with significant in-
surance experience. The team is whol-
ly focused on assisting Finnish, Swedish,
Norwegian and Danish clients through
the complexities of their coverage needs
in Russia. They are well aware of what
insurance products and services Nor-
dic clients want, and how best to work
with the relevant teams in underwriting,
claims, risk management, etc. to ensure
appropriate and seamless coverage.

If’s Claims team in Russia coordinates
claims handling services and partners
over 86 federal districts spanning 8 time
zones. Property, liability, cargo, motor
and personal lines claims are all handled
by If’s claims team. Where relevant, our
Nordic colleagues will also take part, par-
ticularly in large claims situations.

If strongly believes that risk manage-
ment surveys and assessments reduce
losses and loss events at our clients’ fa-
cilities. The risk management team in

St. Petersburg has insight into, and an
understanding of, industrial processes
relevant to our Nordic clients’ facilities.
Risk management for ZAO If has direct
access to some of the foremost experts
in modern fire prevention methodolo-
gies and the systems that support them,
throughout the If organization.

If’s staff in Russia understands the
difficulty of putting compliant solu-
tions in place from day one. The If
Group draws on the benefits it’s ‘A’ rat-
ing from Standard & Poors regarding fi-
nancial strength and claims paying abil-
ity to distinguish our operations from
others. The dedication of If to the Rus-
sian operations is also evident in compo-
sition of the board of directors for ZAO
If, which includes If’s head of business
arca Industrial, If’s chief legal officer,
CFO and deputy CEO, amongst others.

Contact your account executive for
additional information, or even ask to
meet our team on your next visit to St.
Petersburg.

REIJA LAATIKAINEN
reija.laatikainen@if.fi

ZAO If Insurance
(license N 4000 dt December 20, 2006)

88 Shareholder: 100% §F Holding Ltd.

) Headquarter: SaintPetersburg, Russia
Background: From 1995 as Representative
office of SAMPOY/If. Ffom 2007 as regular
insurance company
Staff number: 27

Functionality: UW, Sales, Claims handling,
Reinsurance, Risk Management
Clients segment: Corporate Nordic clients +
If Group Network clients
Lines of business: Property, Casualty, Cargo,
EB, Motor, Obligatory lines in co-operation
with partners

1 Scope of insurance: Russia wide (Property,
Casualty) Worldwide (Cargo, Personal
accident)
Company info: www.ifinsurance.ru
(English available)
Contact us: +7 (812) 313 5146
E-mail: info@ifrussia.ru
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emphasises risk management'’s key role

If Industrial’s annual main event, held at the Finlandia Hall in January, focused on outlining the way the world

will look after the major upheaval underway. In the current, fuzzy situation the only thing that seemed clear

was the possibility of major changes, with risk management playing an increasingly important role.

he stylishly hosted Industrial Risk

management day attracted some

250 experts in risk management
and insurance. This event has a long tra-
dition: the first similar customer event
was arranged as early as 1930.

Topical key themes of this year’s Risk
management day were the European
Union’s financial crisis and the outlook
for Finland’s economy, as well as natural
catastrophes and management of wellbe-
ing at work as part of the strategies of
large companies.

In her opening address, Tiina Autio-
Begley, Head of Sales and Client Ser-
vice, Industrial, Finland, emphasised the
event’s interactive nature as a discussion
venue.

She also highlighted If’s local and in-
ternational nature.

“The Nordic and Baltic countries and
Russia are our home ground, but we al-
so have branch offices in Europe, as well
as a broad cooperation network. We join
customers wherever they need our exper-
tise. The next If sign, set against a sym-
bol of the globe, will be seen in Shang-
hai. An If risk engineer will be based
there, assisting our clients in China.’

‘Although our network is as extensive
as those of key competitors, all decisions
on customers are taken here in the Nor-
dic countries,” explains Tiina Autio-Beg-
ley.

One of the main speakers was Sixten
Korkman, Managing Director of ET-
LA, the Economic Research Institute of
the Finnish Economy. In his opinion, a
breakdown in the EMU would be a fi-
nancial and political catastrophe.

‘Even if the recession has caused ma-
jor problems in cooperation, politi-
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Tomi Einonen engaging Anna-Kitty Ekstam and Mike Freeman in discussion about reinsurance and
large claims.

cal commitment to the project remains
strong and a total catastrophe can be
avoided.’

He also views large Finnish compa-
nies as expertly managed with solid bal-
ance sheets, even with a possible reces-
sion looming.

Sirpa Huuskonen, HR Director at
ISS Palvelut Oy, addressed working ca-
pacity management methods. These can
be divided into proactive and reactive
approaches. The aim is to support work-
ing capacity throughout people’s ca-
reers.

“The prerequisites of fruitful cooper-
ation include a shared intent and mutu-

ally agreed processes, so that everyone is
aware of his or her personal role and re-
sponsibilities’, states Ms Huuskonen.

Further requirements include regular
joint meetings, active cooperation with
pension and insurance companies and
occupational health care, alongside joint
training sessions.

Other speakers included Anna-Kit-
ty Ekstam, Head of Reinsurance; Mike
Freeman, International Claims Manag-
er, and Morten Thorsrud, Group Ex-
ecutive Vice President, Head of Indus-
trial Business Area — all from If, and
Professor Alf Rehn of Abo Akademi.

HARRY NORDQVIST

Appointments

Alez Teterukovsky Brita Palmu Claus Madsen
Reinsurance Manager, Head of Account
Sweden Commercial & Executive,
Industrial Property Denmark
Claims, Finland
Gerd Van Sirja Pajari Per Svensson
Wichelen Property UW, Account Executive,
International Risk Finland Denmark

Engineer, France

Tony Lundborg-Lindo Shelley Gao-Kyllénen

Assistant UW for

Regional Manager China/
Property, Sweden

Hong Kong, Finland

Local If Risk Management
services in China

The Nordic presence in China is continuously growing, and more than 1500 Hakan Edoff

Nordic companies are today operating there. Risk Engineer in

China

In line with If Industrial’s mission “Managing risks together” we are dedicated
to support and follow our clients internationally. Thus we strengthen our risk
management service capabilities by placing our experienced Risk Engineer
Hakan Edoff in Shanghai, where he will start on 1st of August.

The aim with If's local presence is to further improve our services in China,
and in particular to offer our clients support within the risk management
field with survey visits and hands-on loss prevention guidance.
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SWEDEN

If P&C Insurance

S-106 80 Stockholm
Visit: Barks vag 15

tel. +46 (0)771 43 00 00
fax. +46 (0)8 568 859 59
firstname.lastname @if.se

If P&C Insurance
Vikingsgatan 4

S-405 36 Gothenburg
tel. +46 (0)771 43 00 00
fax. +46 (0)31 34 564 10
firstname.lastname @if.se

If P&C Insurance

Vastra Varvsgatan 19
S-211 19 Malmé

tel. +46 (0)771 43 00 00
fax. +46 (0)40 14 80 20
firstname.lastname @if.se

If P&C Insurance

Box 190

S-851 03 Sundsvall
Visit: Universitetsallén 2
tel. +46 (0)771 43 00 00
fax. +46 (0)60 18 50 11
firstname.lastname @if.se

DENMARK

If P&C Insurance
Stamholmen 159
DK-2650 Hvidovre

tel. +45 36 87 42 80

fax. +45 36 87 48 65
firstname.lastname @if.dk

FINLAND

If P&C Insurance
Fl-ooo25 IF

Visit: Niittyportti 4
Espoo

tel. +358 10 19 15 15
fax. +358 10 514 4028
firstname.lastname @if.fi

NORWAY

If P&C Insurance

P.O. Box 240

N-1326 Lysaker

Visit: Lysaker Torg 35

tel. +47 98 00 24 00

fax. +47 67 84 02 60
firstname.lastname@if.no

If Safety Centre

Ringvoll

N-1827 Hobgl

tel. +47 69 92 06 00

fax. +47 69 92 06 01
sikkerhetssenteret@if.no

FRANCE AND LUXEMBOURG

If Assurances France

4, rue Cambon, 2e étage
F-75001 Paris

tel. +33 1 42 86 00 64
fax. +33 1 4286 09 76
firstname.lastname @if.se

GERMANY

If Schadenversicherung AG
Direktion fiir Deutschland
Siemensstrasse 9
D-63263 Neu-Isenburg
tel. +49 6102 710 70

fax. +49 6102 710 771
firstname.lastname @if.se

THE NETHERLANDS
AND BELGIUM

If P&C Insurance
Boompjes 413

NL-3011 XZ Rotterdam
tel. +31 10 201 00 50
fax. +31 10 413 77 99
firstname.lastname @if.se

GREAT BRITAIN

If P&C Insurance
Alpha House, 3rd Floor,
24a Lime Street
London EC3M 7HJ

tel. +44 20 7984 7600

fax. +44 20 7984 7629
firstname.lastname @if.se

Relax, we'll help you.

ESTONIA

If P&C Insurance AS
Pronksi 19

EE-10124 Tallinn

tel. +372 6 671 100

fax. +372 6 671 101
firstname.lastname @if.ee

LATVIA

I PRC Insuranece AS Latvijas filiale

Mikusalas 101

LV=1er4 Riga

el 4371 7094 777

fax. 4377 7 094 701
firstarme kstrame@ifv

LITHUANIA

If P&C Insurance AS filialas
Zalgirio 88

LT-09303 Vilnius

tel. +370 5 210 9800
fax. + 370 5 263 6056
firstname.lastname @if.It

RUSSIA
If Insurance

P.O.Box 16, FI-53501 Lappeenranta
Visit: Dobrolyubova pr., 16A, building 2,

197198 St. Petersburg
tel + 781231351 46

fax. + 7 812313 51 47
andrei.bogdanov@if.fi
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