Proposal for Project on Insurance Analysis

Enron Corp needs to provide protection to its operating companies for different lines --- General Liability, Property & Casualty, Auto, etc.  Enron has a captive (wholly owned subsidiary) insurance company that has been capitalized and that buys reinsurance from the market.  

There are two ways this protection is provided to the operating companies ---

1. For some lines, Enron requires the captive to provide insurance to each operating company and get reinsurance.  Enron Corp pays the deductible to the captive on behalf of the operating companies.  The insurance to each operating company has a maximum payout, above which the operating company takes the loss. The captive charges a premium to the operating company for this service.

2. For other lines, each operating company can go directly to the insurance market, bypassing the captive.  The insurance is initiated and placed by Enron Corp but is a direct agreement between the operating company and the insurance provider.

Objective :  

1. For each line, what deductible is appropriate for each operating company, and what premium should be assessed?

2. When the captive goes to the insurance market, what deductible should be asked for, and what max payment?

3. What are the tradeoffs between items 1 and 2 above?

4. How could these decisions impact Earnings Per Share?

5. Could these decisions impact the satisfaction of debt covenants?

Deliverable :


We would expect a general framework for making decisions as in the objectives above, and for benchmarking our decisions with industry practice.

Available Data  :


Rather than use Enron specific data, the objective should be to build a generic framework, so the appropriate data may be industry wide Loss Triangles for each line, both for Unlimited payout, and for Limited payout (limited to a max per loss).  We might also assume hypothetical distributions of exposures for each operating company and each line.

