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Mark S. Dorfman
April 14, 1945-December 22, 2006

Mark Dorfman was a stimulating teacher, a respected scholar and researcher,

a dedicated author, a beloved father and husband, and a man of honesty and
integrity. Since his first course in graduate school in 1966, he never ceased to be
excited about the subject of risk management and insurance. He loved his family,

his students, teaching and traveling in Austria, France, Germany, and Door County,
Wisconsin, eating delicious food, and listening to the blues. He leaves behind
friends and colleagues around the globe who will miss his smile, his wit,

his gracious habit of always saying “Thank you,” and his ability to always see

the best in others.

To all the M's in my life, and to Dorothy, who know that
Love Is Reflected in Love
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Preface

The ninth edition of this book is written for students who want to learn about risk man-
agement, insurance, and professional financial planning. This text also is written for
instructors who, like the author, enjoy the challenges and rewards of classroom relations
with students. As a reader would expect in an introductory textbook, presenting essential
terminology and key risk management and insurance concepts are critically important
goals. The manuscript has benefited from decades of exchanging ideas with students, col-
leagues all over the world, and risk management and insurance professionals. The best of
these exchanges ended with “Now I understand.”

WHY HAVE A NEW EDITION?

Students sometime ask their instructors if they really need to purchase the most recent
edition of a textbook, or if the previous edition will do. I hope the following response
to this question provides a persuasive answer that the purchase of this revision pro-
vides significant value to the reader and instructor. Clearly, the principles and vocabu-
lary of risk management and insurance, the focus of this text, have not changed since
the previous edition; however, some very important events have occurred in the past
four years which provide new illustrations and applications of these concepts. One pur-
pose of the following list of new material covered in this revision is to get readers
excited about the subject they are about to study:

e The impact of the catastrophic 2004 and 2005 hurricane seasons has raised many
challenges for the insurance industry, the Federal Emergency Management
Agency (FEMA)), for the risk management profession, and for the whole country.
Chapter 2, “Defining the Insurable Event,” discusses theoretical and practical
questions concerning insurance for natural catastrophes. Chapter 3, “Risk
Management,” describes some of the risk management lessons learned from these
disasters in a new section on crisis risk management.

¢ Product development in life insurance, especially in the area of guaranteed annu-
ity options, has complicated and broadened the choices faced by consumers and
professional financial planners. Chapter 15, “Annuities,” describes many recent
product developments in annuity offerings.

e The introduction of a prescription drug benefit for Medicare recipients has com-
plicated and broadened the choices faced by eligible Social Security participants.
Chapter 22, “Social Security,” presents recent information about the Social
Security program, including the Medicare prescription drug benefit.

e The U.S. health care delivery system has many critics and many unsolved prob-
lems, including the continuing problem of medical malpractice and financing the
costs of medically caused injuries. Chapter 16, “Medical Expense and Disability
Income Insurance,” presents a comprehensive discussion of the health care
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system, while Chapter 19, “Commercial Liability Insurance,” discusses the med-
ical malpractice problem and some solutions, including President George W.
Bush’s proposed cap on noneconomic damages (i.e., pain and suffering).

e The steady reduction of the number of defined benefit pension plans accompa-
nied by the steady increase in the number of defined contribution pension plans,
including 401(k) plans, have changed the retirement financing plans of many
workers. Moreover, the bankruptcy of large employers in the steel, airline, and
other industries has caused the financial impairment of the Pension Benefit
Guarantee Corporation (PBGC), the federal agency that guarantees defined ben-
efit plans. Chapter 21, “Employee Benefits,” has a revised discussion of employee
benefits, including pension plans.

e Ethical lapses involving the country’s largest insurance brokers in recent years
have led to significant readjustment in the business practices of this segment of the
insurance industry. Chapter 5, “Insurance Occupations,” covers this new material.

e The International Financial Reporting Standards (IFRS) prescribe how and when
insurance companies should recognize profits and report the value of their assets
and liabilities. The IFRS attach new importance to the efforts of insurance com-
pany accountants, insurance supervisors, and insurance financial rating agencies.
References to the IFRS appear in several places in this revision.

This list of new topics covered in this edition is not complete. New articles contain-
ing new ideas or refinements of previous theories have appeared in academic journals
since the previous edition, and many of these new contributions are summarized or
footnoted in this edition. However, reading this description of some of the new mater-
ial contained in this revision should help to persuade readers that the topics covered in
this book are interesting and the descriptions of many important new subjects are
current.

Among the significant revisions found is this edition are many new hyperlinks to
Web sites. To recognize the importance of this new and extremely valuable avenue for
learning, the author has added Internet Research Assignments to the end of each chap-
ter. One purpose of these new assignments is to familiarize readers with the rich
resources available on the Internet to risk management and insurance scholars. Like
his students, the author has become adept at searching for information from this vast
reference facility. He also has learned that some sites disappear, others change their
addresses or names, and new sites appear frequently, so in some places, keywords for
search engine use have been identified. When investigating the various topics on these
sites, the reader is cautioned to be highly critical of the quality and timeliness of the
information found. The Internet can be a rich source of quality information, but it can
also provide misleading and biased information that sometimes is written solely to fur-
ther the interests of the writer.

Given the foregoing discussion of the highlights of this new edition, I think it is
important to note that the strengths of the previous eight editions of this book have
been retained: a user-friendly writing style, coverage of important ideas that is full
without adding tedious details, and interesting examples and illustrations, many com-
ing from actual legal decisions.

IMPORTANT FEATURES OF THIS BOOK

In addition to the Internet Research Assignments already mentioned, this book con-
tains several other features to help readers focus on main ideas. Each chapter begins
with a list of Learning Objectives and includes a Review section that provides the



