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THE MILLENNIUM PROBLEM

Inthe Y ear 2000 computer based information systems of dl typeswill encounter a new century for
thefirg time and few people can remain unaware of the problems it poses to business and many
aress of our computer based society.

This briefing document isintended to outline Insurers present attitude to some of the insurance
issues created by the Millennium problem.

For the insurance industry the problem is twofold, firgtly as a massve user of informetion technology
and secondly as an insurance provider for unforeseen risks.

The insurance industry is planning to be fully Y ear 2000 compliant by October 1998 to enable afull
annud trading cycle to be completed before the Millennium. For businesses checking the
compliance of their suppliers, their insurance services suppliers, both insurers and intermediaries,
should not be overlooked.

Tysers are on course to meet the industry’s Y ear 2000 conformity standards, and comply with the
British Standards Ingtitute definition of conformity.

A Definition of Year 2000 Confor mity Requirements

Y ear 2000 conformity shall mean that neither performance nor functiondlity is affected by dates prior
to, during and after the Y ear 2000.

In particular-

Rule 1

No vauefor current date will cause any interruption in operation.
Rule 2
Date-based functionality must behave consistently for dates prior to, during and after Y ear 2000.

Rule 3

In dl interfaces and data storage, the century in any date must be specified ather explicitly or by
unambiguous dgorithms or inferencing rules.

Rule 4

Y ear 2000 must be recognised as aleap year.



Source BS -disc. PD 2000- 1.



The lnsurance | ssues

Theinsurance industry relies on insured lossesbeing unexpected, accidental and spread over time,
which is exactly the opposite of the Millennium Stuation.

It appears dmogt certain that the failure of a business to take effective action to ded with the Year
2000 problem will be seen by Insurers as forseeable circumstances and a failure to take reasonable
precautions and so that any loss or damage caused in such circumstances will not be viewed as
fortuitousand will not be covered.

The extent however, to which the insurance industry will provide cover is currently becoming clearer,
and a the time of printing this briefing document it appears that the mgority of Insurerswill be
adopting the Millennium Exclusion Clause recommended by the Association of British Insurersfor
Property and BusinessInterruption policies.

Although described as an exclusion clause, by defining what is not covered under Property Damage
policies and Business Interruption policies (Consequentia Loss policies) it is possible to determine
the remaining cover provided.

Currently the proposed clause will gpply to Property and Business Interruption insurances only and
not to other classes of insurance eg. Liability insurances, Professona Indemnity insurances etc. For
businesses within the computer industry, specific trestment of the Y ear 2000 insurance problem can
also be expected.

Property and Business | nterruption | nsurances

The ABI’srecommended exclusion wording is as follows-

“Damage or consequentid loss directly or indirectly caused by or consisting of or arisng from the
failure of any computer, data processing equipment or media, microchip, integrated circuit or smilar
device or any computer software, whether the property of the insured or not, and whether occurring
before, during or after the year 2000.

i) correctly to recognise any date as its true calendar date

ii) to capture, save or retain and/or correctly to manipulate, interpret or process
any data or information or command or ingtruction as a result of treating any
date otherwise than asitstrue calendar date.

il) to capture, save, retain or correctly to process any data as aresult of the
operation of any command which has been programmed into any computer
software, being acommand which causes the loss of data or the inability
to capture, save, retain or correctly to process such data on or after any date.

but this shall not exclude subsequent damage or consequential loss, not otherwise
excluded, which itself results from a defined peril.”

Source: British Insurance & I nvestment Brokers Association






What Does This Mean?

Thelast paragraph of the clause effectively defines the insurance cover remaining, i.e. “but this shall
not exclude subsequent damage or consequentia 10ss, not otherwise excluded, which itsef results
from adefined peril”.

Whether you have aFire & Specid Perils policy or the more common “All Risks’ policy, the cover
for Year 2000 problemsis the samei.e. Insurers are prepared to cover loss by defined perils arising
from Y ear 2000 noncompliance, but will completely exclude al other losses.

The defined perilsreferred to are-

“Fire, Lightning, Explosion, Aircraft or other Aerial Devices or articles dropped
therefrom, Riot, Civil Commoation, Strikers, Locked-out Workers, Personstaking
part in labour disturbances, Mdicious Persons, Earthquake, Storm, Flood, Escape of
Water from any tank, apparatus or pipe, and Impact by any road vehicle or animal”.

Accidentd damage, whether direct or indirect is excluded and only the happening of afire or other
defined peril will be sufficient to trigger an insured loss. However, where afire or other defined peril
occurs and the lossis aggravated by a'Y ear 2000 non-compliance, for example the fallure of afire
adarm, I nsurers will not trest this as areason to avoid the claim.

By way of example, where a'Y ear 2000 non-compliance causes fire or exploson in plant or
equipment, the direct loss and the indirect loss flowing from the event will be covered under the
Property and Business Interruption insurance. However, the same non compliance causing purely
accidentd interruption and damage to production will not be covered unlessit leads on to a defined

peril.

Liability | nsurances

It is expected that the statutory cover provided by Employers Liability policies will be unaffected by
Y ear 2000 clauses or exclusons of cover.

For Public (and Products) Liability policies however, the oppodite Situation is widely expected to
goply and Insurers are likely to totaly exclude cover for liability arising from Year 2000 problems, as
businesses are expected to ensure that the services facilities and products they provide are safe.

For example, a'Y ear 2000 caused failure of machinery, equipment or products used or sold to the
public which resultsin deeth, injury or damage to customers or others would not be insured. The
potentid liability of a business could be massive in some circumstances and

the importance of a comprehensive and fully tested compliance plan being in plece at least 12 months
before the Millennium and which runs on for at least the following 12 months, cannot be
overestimated.



What's Next?

It isnot certain that al Insurers will adopt the ABI recommended wording for Property and Business
Interruption risks and some Insurers may offer non-compliance cover with grester restriction or not
offer cover at al. It isexpected that Insurers will not offer any Public or Products Liability cover for
Y ear 2000 Liability risks. Tyserswill monitor the Situation and advise dients how it individualy
affectstheir policies.

The position aso remains unclear on other classes of insurance and on particular types of business,
i.e. computer consultants etc. and again Tysers will keep you informed as to how your policies are
affected as they come up for renewa, or when new policies are taken out in the future.

Itisdso likely that “buy-back” facilities may be available on certain policies or for certain
businesses. It isdmost certain however that any buy-backs available will be dependent upon the
business having carried out a suitable Y ear 2000 compliance plan, and having the ability to
demondrate to Insurers that the business has done al that it reasonably can be expected todoin
order to avoid losses arising from Y ear 2000 nort compliance. Also of course a comprehensive
Y ear 2000 compliance plan will minimise the exposure to both direct and indirect losses that a
business may suffer, and the compliance plan should dso encompass potentia exposuresfrom
suppliers and/or customers where insurance cover is aso sought for these exposures.

We recommend that you retain full documentary evidence of your Y ear 2000 compliance plan which
once created should aso be updated and maintained, asin addition to hel ping to minimise your
exposure to both direct and indirect losses, it may beinvaluable in proving to Insurersin aloss
Stuation that al reasonable precautions were taken. In the event of a*“buy-back” opportunity you
will dso be able to demondirate that your businessis a good risk for which Insurers may be willing to
offer wider cover.

Completion and return of the questionnaire form accompanying this briefing document will assgt usin
advising you on the insurance aspects of the Millennium problem.



For further information or assistance with specific problems,
please contact us at:-

Tyser (UK) Limited,
Acorn Housg,
Great Oaks,
Basildon,

Essex, SS14 1AL .

Tel: 01268 284361
Fax: 01268 288016
E Mail: tyseruk@aol.com
Website: www.tyser.co.uk

This briefing document is provided in our capacity asinsurance brokers and is not intended as
an authoritative statement of action you should take in order to be Year 2000 ready. Any advice
or recommendation given whether express or implied should not be considered to be a substitute
for professional advicein any specialist, legal, I T or technical areas.



