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Managed?
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Cost of Risk is not a line item found on a company’s 
income statement, yet this can be one of the larg-
est and most volatile expenses that a company has. 
Depending on the industry, some businesses may 
pay 5% or more of their gross income for risk-related 
costs. In an industry with tight profit margins, effec-
tively managing risk can sometimes mean the differ-
ence between making a profit or not, and in some 
cases, the survival of the business.

What is Cost of Risk?
Cost of Risk typically includes:

•	 Time spent analyzing and managing risk - 
This includes the time invested to identify poten-
tial losses and their causes and to decide on a 
strategy to manage those losses. It also includes 
time spent managing your safety program, hu-
man resources and claims.

•	 Time spent dealing with losses - This could 
involve efforts to work with employees and desig-
nated clinics for a worker’s compensation claim, 
dealing with an insurance adjuster on a property 
claim, or participating in the defense of a lawsuit 
against your company.

•	 Cost of funding retained losses – Losses are 
either intentionally retained (deductibles, self-
insured retentions or self-insurance) or retained 
by accident. Firms with large retentions can 
incur significant retained losses. Effective risk 
management should help avoid retaining a loss 
accidentally.

•	 Productivity losses due to time lost by injured 
workers

•	 Cost of training new employees

• In cases of bad publicity, the cost to your brand 
or reputation

•	 Loss of market during the time your business is 
shut down

•	 Insurance premiums – These include, but are 
not limited to: general liability, auto, property, 
excess, worker’s compensation, professional 
liability, pollution liability, employment practices 
liability, inland marine, surety, and employee 
benefits.  The cost of insurance is often less than 
50% of the total cost of risk.  
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What is Risk Management?
Traditional risk management focuses on what is 
called Hazard Risk. Hazard Risk, as opposed to 
Business Risk, deals with accidental or fortuitous 
losses. These risks involve the potential for loss  
without any corresponding possibility of gain. Busi-
ness Risk, on the other hand, deals with the risk of 
conducting business. It includes the possibility of 
loss, no loss, or gain. Investment in a new piece of 
machinery or acquiring another entity are examples 
of Business Risk. 



Collectively, Hazard Risk and Business Risk make 
up what is known as Enterprise Risk Management.  
Enterprise Risk Management can encompass nearly 
every decision made by a business. This article will 
focus on Hazard Risk Management, and for the sake 
of simplicity, we will refer to it simply as ‘risk man-
agement’.

In its simplest form, risk management involves the 
identification, evaluation, and management of a com-
pany’s exposures to loss. A Loss Exposure is defined 
as any condition that could result in financial loss to 
an organization. In other words, risk management 
attempts to mitigate the occurrence of losses while 
initiating advance planning to assure that adequate 
funds will be available to cover any losses that do 
occur. The primary function of risk management is to 
protect the assets and financial viability of the com-
pany, and secondarily, to lower the total cost of risk.

Whether or not someone has the official title of Risk 
Manager in your company doesn’t matter; someone 
is managing your risk. Of course, if you don’t know 
who that person is, your risk may not be managed 
very well. The first step in an effective risk manage-
ment program is to designate an individual or those 
individuals who will be responsible for this function.

The Risk Management Process
To effectively manage risk, it helps to develop a 
systematic approach. There are a number of ways to 
do this, but an effective Risk Management Process 
should include the following steps:

I. Risk Analysis
II. Risk Control
III. Risk Finance
IV.	 Risk	Review	and	Refinement

These are the steps we follow when working with  
our clients to manage their risk. We’ve packaged this 
into a specific program we call the Cavignac Risk 
Management Process.
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I. Risk Analysis
Risk Analysis is the first and perhaps most important 
step in the Risk Management Process. The purpose 
is to identify loss exposures, or things that, if they go 
wrong, could cost the company money.  There are 
only four types of loss exposures:

• Property
• Loss of Income
• Personnel
• Third Party Liability

The correct way to identify and analyze exposures is 
to do so systematically using an exposure analysis 
program or checklist. In addition to the checklist, fi-
nancial statements, flow charts, contracts and mar-
keting materials may also be helpful. 

Once exposures have been identified, they need to 
be analyzed. Some exposures are minimal and can 
be retained; others lend themselves to being con-
trolled, and still others will need to be transferred, 
avoided, or financed. The key is to be proactive in 
this process. It is better to understand your risks and 
make conscious decisions about how to handle them 
than to find out at the time of a loss that you are un-
covered and unprepared.
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II. Risk Control
Risk Control involves any strategies or techniques 
that you can implement to lower the frequency or 
severity of a loss exposure. Risk Control strategies 
can be divided into safety, claims management and 
human resources.

Safety - A safe workplace is important for every com-
pany, but for some, it is critical.  For a construction 
business or manufacturing firm, a poor safety record 
can escalate risk management costs significantly.  Put 
bluntly, unsafe companies in these industries won’t 
survive long. A poor safety record and loss history can 
drive a company’s insurance costs so high that they 
simply can’t compete. Like a lot of things, most safety 
issues are fundamental and straightforward.

• Is your Injury and Illness Prevention Program 
(IIPP) valid and compliant with the California Code 
of Regulations?

• Are your supervisors familiar with your safety pro-
gram and are they able to teach and monitor that 
program?

• Does management make safety a priority?

You and your safety officer should do a self-analysis 
of your company’s safety culture and determine 
where you need to improve. Work with your broker 
and insurance company to develop a Schedule of 
Risk Control Services which will help you accomplish 
your objectives. 

Claim Management - Claim management is equally 
as important. Even the best run firms will have ac-
cidents. How you manage an accident can have a 
material effect on the ultimate cost.

• Have you appointed a Risk Manager or Claim 
Supervisor in your company who is responsible 
for coordinating all claims and accidents?

• Have the appropriate individuals in your company 
been educated in Post-Accident Response Training?

• Have you designated a Medical Provider Network 
for worker’s compensation claims?

• Have you developed an Early Return-to-Work 
Program?

• Have you established a relationship with your 
broker’s claim manager as well as your insurance 
company’s claims adjusters?

The importance of both pre-claim and post-claim 
training cannot be over emphasized.

Human Resources - Human Resources (HR) is a 
major area of concern for all of our clients. If you have 
even one employee, you can have HR issues. The 
challenge of making certain your HR practices com-
ply with the myriad of laws and regulations imposed 
by the numerous organizations that deal with these 
issues is mind-numbingly difficult (we’ve developed a 
specific program to deal with compliance).  

• Do you have a full-time HR staffer or have you ap-
pointed someone in your company to handle this 
function?

• Has your employee handbook been reviewed for 
compliance?

• Have your supervisors been through Sexual 
Harassment Prevention Training (AB 1825)? This 
training is required for all employers with 50 or 
more employees.
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• Are you confident that your hiring, firing, and 
discipline policies and procedures are legal and 
effective?

Once again, the key is to identify where you need to 
get better and then develop a Schedule of Services 
to accomplish your objectives. There are numerous 
tools available to help a company improve its HR 
practices (HR That Works, a web-based resource, 
is one of the best). The key is identifying where you 
need to improve.

Risk Finance
Once you have identified and analyzed your risk 
and developed Risk Control techniques to lower the 
frequency and severity of your loss exposures, it is 
time to consider Risk Finance. How will you pay for 
the risk you elect to transfer to others (Risk Transfer) 
or those risks you elect to retain?  Risk can be trans-
ferred in two ways:

Contractual Risk Transfer (CRT) involves transfer-
ring risk to another party via contract. Some indus-
tries use CRT more than others, but most if not every 
contract that any business enters into will involve risk 
transfer.  Whether it is an indemnity agreement, an 
additional insured requirement, or a waiver, risk is  
being transferred. 

There are several keys to managing CRT. When 
transferring risk contractually, it is important to make 
certain that the party you are transferring the risk to is 
financially capable of assuming the risk; otherwise, it 
will come back to you. It is also important to have an 
insurance broker who understands CRT and that you 
can utilize when you have questions or issues.

Insurance Risk Transfer involves transferring your 
risk to an insurance company. Basically you are 
agreeing to transfer the potential consequences of 
certain specified loss exposures to an insurance com-
pany for an agreed-upon cost or premium. Insurance 
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Risk Control  –
Protecting Against the Risks of  
Employees Who Drive 
Friday, February 14, 2014
7:30am Registration, 8:00am - 10:00am Program 

Human Resources –  
Sexual Harassment Prevention  
Training 
Friday, March 7, 2014
7:30am Registration, 8:00am - 10:00am Program 

Human Resources –  
The 10 Deadly Sins of HR  
Documentation 
Friday, March 14, 2014
7:30am Registration, 8:00am - 10:00am Program 

Reserve Early, Seating is Limited!
To register, click on the ‘register now’ button in the 
announcement email, or contact Bethany Mongold at 
mongold@cavignac.com or call 619-744-0540.

NOTE:  Due to the popularity of our seminars and 
limited space available, we regret we cannot provide re-
funds or credits with less than 72 hours advance notice 
of  cancellation.

Risk Management 
Seminar Series
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can be the most expensive component of the Cost 
of Risk, but there is a reason it is the third step in the 
Risk Management Process. It is only after you have 
identified and analyzed your exposures and have 
implemented effective Risk Control techniques that 
you can determine what you want to insure.  

If you have done the first two steps properly, you 
should be in a better position to approach the insur-
ance marketplace with a well thought out submission 
that highlights the attributes of your company’s risk 
management efforts. This will explain why you are a 
better-than-average risk from the underwriter’s stand-
point and why you deserve a favorable rate. The keys 
to successful Insurance Risk Transfer include:

•	 Aligning yourself with the right insurance bro-
ker - Risk management is complicated and goes 
well beyond buying insurance and providing reac-
tive services. Your broker should quarterback your 
risk management efforts and it is critical you work 
with a brokerage that understands your business 
and has the right staff and appropriate insurance 
company relationships to effectively negotiate and 
market your program. The services offered by 
brokers differ dramatically and therefore, a formal 
broker selection process is recommended. 

•	 Selecting the right insurance company - Insur-
ance companies also differ greatly; some merely 
bear risk while others work with their insureds to 
manage risk.  While price is important, you should 
consider the risk management services your in-
surance companies offer in addition to the pricing 
of their program.

•	 Marketing your program - Have you given 
thought to whether or not it makes sense to mar-
ket your program? As mentioned earlier, the key 
is to make sure you are with the right broker and 
the right insurer. If you are, you should have your 
broker take your program to the market every 2 to 
4 years to make sure you have the right insurance 
company at the lowest realistic cost.  We don’t 
recommend you market your program every year 
as insurance companies that see a risk over and 
over will stop quoting it at some point. We refer to 
this as market fatigue. 

(continued from page 4) Risk...Is Yours Being Managed? Retention can be intentional or accidental. Ideally, it 
is intentional. Some exposures are low severity and 
should be retained and managed. Other exposures 
are low frequency and high severity and should be 
transferred (usually insured). Finally, some are high 
frequency and high severity and should be avoided.
Regardless, you should decide how much risk you 
want to retain and tailor your insurance program 
accordingly with appropriate deductibles and self-
insured retentions.

Risk	Review	and	Refinement
Risk management is a process that does not end with 
Risk Transfer. Nearly every major business decision 
will have risk management implications. Exposures 
change and need to be evaluated and effectively 
managed. Your designated Risk Manager needs to  
be apprised of any changes that might affect the 
company’s risk profile, and he or she needs to dis-
cuss evolving exposures with your insurance broker 
to make sure they are appropriately managed.

Summary
Cost of Risk is a concept many businesses have 
never thought about despite the fact that it is one of 
their largest expense items. An effective Risk Man-
agement Process will provide a logical approach to 
managing the risks that a company faces. The pro-
cess doesn’t have to be complex; as a matter of fact, 
it should be simple and straightforward. The key is 
to have the support of the company principals and a 
qualified insurance professional who can guide you 
through the process. n

Risk	Definitions
Loss Exposure - Any condition that presents a possi-
bility of loss, whether or not an actual loss occurs

Risk Analysis - The process of identifying and analyz-
ing exposures to loss

Risk Control - Strategies and techniques designed to 
reduce the frequency and severity of a loss exposure

Risk Finance - Strategies to either fund risk transfer or 
pay for retained losses

Risk Management - The practice of identifying and 
analyzing loss exposures and taking steps to minimize 
the financial impact of the risks they impose

5



3

P
ro

vi
d
ed

 b
y
:

Cellphones emit 
radiofrequency 
electromagnetic 
fields that extend 
approximately 6 
inches.

Keep Your Heart Healthy
This time of year, with Valentine’s Day 
approaching, you might associate hearts with 
romance and red roses. But there are two kinds 
of hearts—in addition to hosting Valentine’s 
Day, February also serves as Heart Health 
Month. Take some time this month to think 
about the blood-pumping kind of heart and 
what you can do to keep yours healthy.

Risk factors for heart disease include related 
health conditions, unhealthy behaviors and 
hereditary factors. Health conditions that can 
increase your chances of heart disease include 
high blood pressure, high cholesterol and 
diabetes. Cigarette smoking and tobacco use, 
poor diet, physical inactivity and excessive 
alcohol consumption are some behaviors that 
can adversely affect your heart health. Also, for 
some people, family health history can predict 
your risk of heart disease.

While you can’t change bad genes or eliminate 

.

all risks, there are a few choices you can make 
to lessen your susceptibility to heart disease. 
According to the Centers for Disease Control 
and Prevention (CDC), you can engage in a 
few simple preventive measures to help ward 
off heart problems.

• Eat at least five servings of fruit and 
vegetables every day. Whole grains and 
low-fat dairy are also good for you.

• Reduce your consumption of foods high in 
fat, cholesterol and salt.

• Maintain a healthy weight.

• Even if you’re busy, try to include at least 
30 minutes of moderately intense exercise, 
such as biking or shoveling snow, into your 
daily routine.

• Monitor your blood pressure and

cholesterol levels, and, if you have diabetes, 
manage it as recommended by your doctor.

• Don’t start smoking, or, if you already 
smoke, consider quitting.

• Recognize the signs of a heart attack, and 
call 911 immediately if you think that you 
or someone else is suffering a heart attack.
The symptoms of a heart attack typically 
include the following:

o Pain or discomfort in the jaw, neck or 
back

o Feeling weak, lightheaded or faint

o Chest pain or discomfort

o Pain or discomfort in arms or shoulder

o Shortness of breath

When you know the risks of heart disease and 
the symptoms of a heart attack, you can help 
protect your heart for you and your loved ones.

Danger: Cellphones Ahead
While it’s impossible to ignore the messages that point out the dangers of texting and driving, many 
people remain blissfully unaware of the studies that point out the possible health hazards of cellphone 
radiation, which may cause DNA damage, cancer, reduced fertility and cognitive impairment.

How could a little phone be responsible for all this? Cellphones work by transmitting radio waves. 
When it is turned on, a cellphone emits a radiofrequency electromagnetic field that extends 
approximately 6 inches, and these radio waves can be absorbed by body tissues. Based on evidence 
from 13 countries, the World Health Organization’s International Agency for Research on Cancer 
classified these radiofrequency electromagnetic fields as “possibly carcinogenic to humans.” U.S. 
studies vary in their findings: The Federal Communications Commission argues that there is no firm 
evidence to prove adverse effects, while the American Cancer Society and the U.S. Food and Drug 
Administration urge further research before offering a definitive answer.

If you are concerned about the possible health risks associated with cellphone radiation, here are a 
few tips to consider: 1) use a wired headset or speakerphone and place the phone at least 6 inches 
from your body; 2) reduce the amount of time you spend talking on a cellphone; and 3) don’t carry 
your phone in a pocket—instead, stash it in a purse, bag or backpack.

Presented by [C_Officialname]
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One Step at a Time
Whether meandering from the couch to the refrigerator for a snack or cruising 
around the block as part of an exercise routine, almost everyone includes some 
walking into their day. Walking is a great form of exercise for achieving better 
health and burning calories. But do you know the recommended amount of 
walking to achieve optimum benefits?

Studies show that walking 10,000 steps, or about 5 miles, is an excellent daily 
goal for most people. But you don’t have to do endless laps around the local 
high school track; steps throughout your day all add up to a healthier you. Try 
wearing a pedometer to help you monitor how close you are to reaching your 
goal—whether you start by aiming for 5,000, 10,000 or 20,000 steps a day. Here 
are some ways to incorporate more steps into your daily life:

• Climb the stairs instead of awkwardly staring down strangers in the elevator.

• Park a few spots farther from the door and stretch your legs with long 
strides before shuffling through a crowded store.

• If you sit at a desk all day, drink a lot of water. Your body will periodically 
remind you to get up for a stroll to the restroom.

• Window-shop downtown or at the mall instead of surfing online stores.

• Give in to those puppy eyes and take your dog for a walk.

Every step counts, so keep walking! Although a vigorous walk of at least 30 
minutes has additional benefits, reaching 10,000 steps every day is a great start 
toward better health.

Lemon Chicken
After a brisk walk in the winter air, satisfy your appetite with 
this deliciously healthy baked chicken. With the delightful 
tang of lemon, this dish is sure to impress your whole family.

1½ pounds chicken breast, skinned and fat removed
½ cup fresh lemon juice
2 tbsp. white wine vinegar
½ cup fresh sliced lemon peel
3 tsp. chopped fresh oregano or 1 tsp. dried oregano, crushed
1 medium onion, sliced
½ tsp. paprika
salt and black pepper to taste

Place chicken in 13x9x2-inch glass baking dish. Mix lemon 
juice, vinegar, lemon peel, oregano and onions. Pour over 
chicken, cover and marinate in refrigerator several hours or 
overnight, turning occasionally. Sprinkle with salt, pepper and 
paprika.

Cover and bake at 325 F for 30 minutes. Uncover and bake 
30 minutes more or until done.

Yield: 4 servings. Each serving provides 154 calories, 5 g total 
fat, 2 g saturated fat, 63 mg cholesterol and 202 mg sodium.

Source: U.S. Health and Human Services 

Protect Your Health

When you’re sick, you have to deal with visits to the doctor’s office or the 
hospital, bottles of medications and days in bed recovering. Wouldn’t it be easier 
to just stay healthy in the first place? If you’re not a fan of medication schedules 
and wasting days weakly lying in bed, you should consider the powerful role that 
prevention care can play in keeping you healthy.

The most important part of preventing disease and illness is healthy habits, 
including a balanced diet, sufficient sleep and enough exercise. Going to the 
doctor for recommended checkups and screenings is also a key factor in 
identifying and treating potential health problems before they develop or worsen. 
Recommendations vary depending on your age and gender, and sources such as 
the U.S. Centers for Disease Control and Prevention (CDC) offer guidelines for 
various preventive screenings and tests.

Due to recent health care reform, you may be able to receive many preventive 
services at no cost. Non-grandfathered health plans are required to cover a 
variety of preventive services. Check out what is covered by your insurance and 
take advantage of preventive care that can keep you and your family healthy.
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SPOTLIGHT ON

JDRF is the leading global organization  
funding type 1 diabetes (T1D) research. 
JDRF’s goal is to progressively remove the 
impact of T1D from people’s lives until we 
achieve a world without T1D. JDRF collabo-
rates with a wide spectrum of partners and 
is	the	only	organization	with	the	scientific	
resources,	regulatory	influence,	and	a	work-
ing plan to better treat, prevent, and eventu-
ally cure T1D.

Cavignac & Associates is proud to support local and  
non-profit	civic	organizations,	including	JDRF	(formerly	known	as	the	 

Juvenile Diabetes Research Foundation.

As the largest charitable supporter of T1D 
research, JDRF is currently sponsoring $530 
million	in	scientific	research	in	17	countries.	
In 2012 alone, JDRF provided more than $110 
million to T1D research. More than 80 per-
cent of JDRF’s expenditures directly support 
research and research-related education. In 
2012 Forbes magazine named JDRF one of 
its	five	All-Star	charities,	citing	the	organiza-
tion’s	efficiency	and	effectiveness.

For more information about JDRF, visit: www.jdrf.org
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