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Executive Summary

Risk.com’s mission is to be the leading provider of segment-specific risk management solutions on the Internet. We strive to design and deliver web-enabled specialized products and services in a personalized manner that leverages the Internet’s unique aggregation capabilities to serve target market segments that could not otherwise be served via traditional market channels. We will leverage our superior marketing, technology, and operational skills to successfully attain a leadership position within the segment-specific risk management services industry.

The Internet today offers vast opportunities for new entrants into the online insurance market. Existing insurance providers offering services online have captured less than 1% of the total U.S. personal lines market. These offerings largely have been designed around providing customers traditional “mass market” insurance offerings at slightly lower insurance prices in an attempt to establish a new distribution channel. We wish to avoid this trend by pioneering a business model that offers targeted risk management solutions to niche customer segments on a basis other than price (i.e. value-focused).

In accomplishing this strategic vision, our team will aggressively work toward the successful attainment of the following goals within the first 48 months of commencing operations.

· Household subscriber growth to 400,000 households

· Positive free cash flow and profitability within the first 30 months of operation 

· Sustained market leadership in 2 targeted consumer segments

We are confident that the above goals can be reached as a result of the differentiated risk management experience we offer our customers. The unique blend of product and service offerings we provide our customers will enable Risk.com to quickly become a market leader within the segment-specific risk management services industry. 

In the following months, we plan to design, develop and deliver the following products and services to serve our customers’ focused risk management needs.

· High Retention Insurance Solutions. This product is specifically designed for those value-conscious individuals who are willing to assume a higher degree of self insurance in return for lower annual premiums. Consumers will be able to significantly lower their total cost of insurance by raising their deductible to assume greater responsibility over smaller losses on insurable assets.

· The Risk Management Guide. This web-enabled service will act as a risk management tool in offering users personalized information and advice regarding various risk management decisions. The “virtual guide” will help guide our customers in making the “right” risk management decisions that correspond to their tolerance for risk and need for insurance protection.

· Home-based Business Solutions. Our tailored home-based business insurance products will help enable these business professionals obtain a bundled product offering that covers the full spectra of small business needs.

· The Loss Guide. Acting much like the Risk Management Guide, the Loss Guide will be a self-directed service to help policyholders gather the necessary knowledge to make an informed and educated decision as to how to best recover from a loss. 

We plan on using a variety of channel points to reach consumers, spanning from customer direct Internet or call center access to alliance partnerships with targeted online and offline channel partners. By advertising and promoting our products and services through these channels, we are confident that we can attract receptive customer segments to our risk management solutions in a cost effective manner.

We have initially identified 3 customer segments that appear highly receptive to our value proposition.

· Customer Segment I. Customers falling into this market segment will be attracted to our unique, high retention product offerings that can be accessed and purchased in a self-directed manner.

· Customer Segment II. Customer falling in this segment will be drawn by Risk.com’s home-based business insurance bundle as well as the knowledge base we offer these professionals in understanding their unique risk management needs.
· Customer Segment III. Risk.com’s 24 hour a day, seven days a week access will draw these time-pressured professionals to a portfolio of products that addresses this segments evolving risk management needs.
As we begin our targeted marketing efforts, we believe that the above customer segments will react positively to our risk management offerings. We will continue to analyze and exploit all marketing opportunities to other potential market segments that may also be served by Risk.com’s products and services.

In executing our operations, we have designed an operational model that provides a unique risk management experience to our customers via web-enabled media. In creating this experience, we plan to deliver the following operational capabilities:

· Customized assistance in a self-directed environment to help our users identify and assess their varied risk management needs.

· Integrated service offerings to enable users to seamlessly research and purchase an assortment of products to fulfill their specialized insurance needs.

· Tailored informational access to knowledge repositories to help our customers through the often-chaotic event of a loss experience.

We plan to fulfill the delivery of the above capabilities by combining our expertise in marketing, technology, and customer responsiveness with XYZ Insurance’s strength for consistently delivering insurance value to its customers for over 50 years. 

To commence operations, we will require a staged capital investment of $ 40 million over two years to successfully launch our innovative products and services. The capital will be employed in three stages.

· Phase I. This initial time period spanning the first 9 months of operation will be used to rapidly develop Risk.com’s operational and organizational capabilities. We will design and develop our initial capabilities to prepare for the pilot and launch of our website product and service offerings. The company projects it will need $12,6 million in capital investment to successfully complete its objectives during this phase.

· Phase II. Immediately commencing after the Phase I, and lasting 9 months, Phase II will enable us to quickly bolster our operations and infrastructure to complete and launch our first assortment of web-enabled product and service offerings. We will also begin developing and piloting our projected follow-on service offerings to rapidly meet the demands of our growing customer base. We project that a second infusion of $15,8 million in capital will successfully carry us through this phase.

· Phase III. We anticipate that during the next 12 months of continuing operations, we will need an additional capitalization of $ 11,6 million to enhance our operational capabilities and to manage the growth our enterprise.

Provided below is a summary of the business’ projected cash flows from the successful launch of our products and services.

	
	
	
	          Amounts in Millions
	
	
	
	

	
	Yr 0
	Yr 1
	Yr 2
	Yr 3
	Yr 4
	Yr 5
	Perpetuity

	Free Cash Flow
	$ (4,1)
	$ (0,7)
	$ 12,1
	$ 17,8
	$ 15,5
	$ 13,0
	$ 100


Compounded Annual Return on Capital Employed 154%. 

We are confident that our venture represents a sound business opportunity within the online insurance industry.
Competitive Landscape

Never before in U.S. history has an adoption of a product or technology been so rapid as with the Internet. Neither telephone, transistor radio, television nor personal computers can compare to the adoption rate of the Internet and electronic commerce by U.S. consumers. In 1994, the Internet was born; four years later, fully one fifth of the U.S. population was online. Online population growth is not expected to slow either. By 2003, IDC estimates that well over 50% of the total U.S. population will be using the Internet in one fashion or another.
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Commerce over the Internet has also witnessed growth of unparalleled proportions. In 1998, $xx billion in eCommerce sales were recorded over the Internet. Today, that number is on course to nearly quadruple to $133 billion by year’s end. This growth is projected to continue as the online subscriber base swells to a majority of the U.S. population. In fact, conservative estimates project eCommerce revenues to increase. 
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Several industries have been quick to adopt the Internet as an augmentative means to conduct business transactions. One of the most striking penetrations into eCommerce business activities has occurred within the financial services sector, particularly within the banking and brokerage industries. By 1999, over xx% of the U.S.’ top banks and xx% of industry’s top brokerage firms were offering business transactions over the Internet. The banking and brokerage industry’s affinity for the Internet was a natural one, as both industries saw the potential to drastically reduce operating costs through the “eEnablement “ of relatively simple product and service offerings.

The third arm of financial services – insurance – has been much slower to capitalize on the advantages of the Internet. Fearing the cannibalization of existing distribution channels as well as eroding profit margins, traditional insurance companies have consistently perceived the online insurance arena as a Coliseum for only the most foolish of gladiators. In fact, a Meridian poll of U.S. insurers conducted in 1998 found that only 4% of the top insurance providers had plans to transact business online.

By late 1999, however, the competitive landscape for online insurance had shifted significantly. Increasingly, insurance companies began waking up to the power of the Internet as an effective means by which to grow its customer base. Yet most insurance offerings have failed to fully leverage the power of the Internet to fundamentally change the basis of competition on traditional offerings that already exist in the offline world. 

As existing competitors continue to use the Internet in this fashion, an opportunity arises for new entrants to capitalize on the power of the Internet through new and innovative ways. We have identified such an opportunity and seek to capitalize upon.

Present State of U.S. Online Insurance Industry 

Throughout the last year, the online insurance industry has realized an explosion of business models from both traditional as well as new product and service providers. In general, these models can be categorized into six distinct frameworks by which providers are currently reaching their targeted customer bases. 

1. Insurance Verticals. Single provider websites that offer access to insurance product information and online quotes; few businesses offer direct purchase of the provider’s products to consumers over the Internet. Insurance providers offering the vertical style website include Secure.com, Sure-Life and Humaware.

2. Insurance Marketplaces. Bargain-finding engines run by 3rd party insurance distributors that allow consumers to compare multiple carriers’ insurance products by price and product offering. Current examples of insurance marketplaces online today are Beware.com, Careful.com and Smart_Life.com.

3. Financial Services Portals. Financial services supermarkets designed to host and offer myriad products from multiple carriers to meet consumers’ total financial needs. Consumers are able to link to “preferred” insurance providers from the FS portal website to obtain information and online quotes about the insurance products in question. Financial Services Portals in existence today include Smart_Life.com, Fullsecure, and Happy Save.

4. eTailer Alliances. Partnered relationships that bundle insurance products with primary product providers such as automobile, real estate, or jewelry companies; the partnership’s intent is to link the online point of purchase to the insurance decision associated therewith. Examples of insurance eTailer alliances include Fullsecure with Full.com and Human Life with Life.com.

5. Work site/Affinity Alliances. Partnered relationships that associate online insurance offerings with voluntary benefits programs found on either a work site or an affinity group website. Insurers are able to target a preferred customer base from which to cover, as well as gain valuable overall exposure to potential consumers. Insurance providers that have allied with affinity groups include Secure Wall, Human Life and GTI Insurance.

6. Intentions Value Networks (IVN). Emerging business model whereby partnered or standalone websites offer online content catering to a particular consumer life event of life intention. Like the work site/affinity alliance, insurers are then able to target a preferred customer base with focused product offerings tailored to the life event or intention need. IVN websites offering insurance information and advice include GTI Insurance, Smart-Life.com and Super Insurance.
While each of these business models tends to reach its consumer base through different means, one online business trend remains strikingly clear: as the Internet landscape for insurance evolves, business models such as the insurance marketplace will increasingly place downward pressures on the price average consumers are willing to pay for insurer’s products and services.

Once the price-based fallout occurs within the industry, remaining competitors are expected to renew their interest in developing business models that compete for customers’ insurance dollar through other, value-added means. Through this change in competition, margins are expected to return in the industry, along with new competitive entrants that will successfully serve their customers using non-price-focused products and services.

We recognize this emerging trend, and wish to leapfrog our insurance competitors by rapidly developing a business model that bases itself on factors other than price.

The Opportunity

As industry competitors continue to exploit the Internet as an effective medium to promulgate price transparency, many have overlooked the Internet’s indispensable ability to aggregate and serve niche customer segments that would otherwise be impossible to serve via traditional product distribution channels. By aggregating and serving these customers’ specialized needs, online businesses outside of the insurance industry are now beginning to realize that they can easily avoid price-based competition by shifting their sights from the “mass-market” to a more focused customer segment strategy. 

Such a concept has just recently begun taking hold in more traditional online business segments such as eTailing and online financial services. The online insurance industry, however, has given little thought to date about focused insurance offerings developed on a basis other than price. Our risk management service offerings seek to change this trend by pioneering a business model that better serves targeted niche customer segments using a value-focused strategy. 

The Risk.com Risk Management Service Solution

Put simply, offering insurance to customers is really about offering a targeted solution to a purchaser’s specific “risk management” problem. However, as stated before, a great number of the population has very segmented, specialized risk management needs that may not fit well with the traditional insurance solutions currently offered to the “mass-market.”
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For example, a high net worth, Customer Segment III might be looking to better protect her antique car collection from theft or damage. Rather than accepting a “mass-market” product to cover her assets, she is really looking for a risk management solution that allows her to retain more of the risk herself rather than paying an insurance company for a deductible that is out of touch with her actual risk tolerance. To confound matters, she lacks the time during the day to contact an insurance agent for advice, and quite frankly, would rather investigate options on her own time.

Individuals like the one above exist in great numbers throughout the United States today. However, prior to the advent of the Internet, they either were too difficult for insurers to find and aggregate in sufficient numbers, or were too dispersed geographically to serve in an economic fashion.

These individuals have thus been continuously forced into accepting a sub-optimal solution to their very important risk management problems. In other words, a serious gap has existed in risk management solutions delivery for a myriad of specialized, target market segments. Of course, insurers today can only provide an “average” solution to today’s highly specific consumers, and increasingly, several types of consumers are desperately looking for a convenient, informative, and self-directed risk management experience that self-tailors to their specific risk management needs.

The Mission

Through our specialized products and services, our mission is to become the leading value-focused provider of innovative, segment-specific risk management solutions on the Internet. Our success will be measured by our ability to serve, via online media, the multidimensional risk management needs of market segments that could not otherwise be served through traditional market channels.

Strategic Objectives 

To support our mission, we will aggressively work toward the following strategic objectives:

· Specialized design and delivery of products and services that are more aligned toward offering value to consumers, rather than offering the lowest price. This will enable us to pioneer and sustain our competitive advantage as we fundamentally shift the basis of competition by serving targeted customers’ risk management needs on a basis other than price. 

· Leverage the Internet’s capabilities to create a personalized and customized web experience for our customers to build lasting relationships with our subscriber base.

· Maximize the use of technology as a core competency in identifying best customers, delivering products and services, and optimizing marketing and customer relationship management activities.

· Foster a lean, highly focused organization that values speed to market at a cost efficient price tag. We will leverage our core competencies in marketing and technology with the competencies of our parent company, XYZ Insurance, to ensure the rapid and economical delivery of service value to our consumers. 

Goals

We will strive to accomplish the following goals within the first 48 months of operations in order to successfully realize our mission and strategic objectives: 

· Household Growth to 400,000 million households

· Positive free cash flow and profitability within the first 30 months of operation 

· Sustained market leadership into 2 focused consumer segments

Fulfilling Customer Needs

In striving to create a completely different experience for segment-specific consumers to fulfill their risk management needs, we initially plan to offer the following products and services:
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High Retention Insurance Solutions. Offering specialized products and services to our target market segments begins with the introduction of our high retention insurance offerings. This product will be specifically designed for those value-conscious individuals who are willing to assume a higher degree of self-insurance in return for lower annual premiums.

The product’s value lies in its ability to lower customers’ premiums and total cost of insurance by allowing them to assume a greater portion of the risk. This product is intended to appeal to customers who are able to effectively manage their own risk and who can afford to pay for smaller losses without filing a claim. By offering products with high deductibles, we can significantly lower the premiums our customers pay. 

As an additional service for customers that might not have as large a retention capacity as others, we plan to offer a line of credit account with one of its financial services affiliates to help ease the personal financial impact that might be associated with a significant loss as a high retention customer. We also plan to offer umbrella coverage to better serve this market.

Our high retention insurance solutions will be underwritten by our insurance product partner, XYZ Insurance. However, users will obtain information, quotes, and coverage by accessing Risk.com’s website or 24-hour call center.

Follow-on developments and enhancement to the high retention product will be analyzed as we gain greater insight into our customers needs in the coming months. We believe there may be significant opportunity to enhance customers’ value by cross selling services with XYZ Insurance financial subsidiary, Bank Zipp, or with XYZ Insurance’s existing agency force.

The Risk Management Guide. The Risk Management Guide is a web-enabled, interactive risk management tool that offers users information and advice regarding various risk management decisions. As a virtual “trusted guide” to Risk.com’s website visitors, the Risk Management Guide will empower users to better understand and assess life’s various risks. This will be enabled by a user interface that allows customers to input information into the Risk Guide and receive feedback based on their individualized needs. 

The Risk Management Guide will also be able to recommend insurance coverage strategies that will best meet customers’ unique risk management demands. Through this identification, the Risk Management Guide will be able to offer its users risk versus protection “tradeoff” information as well as product combinations that best align with the customer’s needs. Should the customer meet the criteria for our specialized insurance products, the Risk Management Guide will also help guide the customer through the online insurance purchasing process. However, should the customer not match well to our focused product offerings, the Risk Management Guide will be able to recommend more standard insurance products that might better meet the customer’s current needs.

As the initial interface with our customers, the Risk Management Guide will be accessed through Risk.com’s website operation. The user will interact with the Risk Management Guide through a series of question and answer sessions that can be saved by the user for access at a later date. Once a user profile is created, data will be stored in a secure server for the user to access during the next time the customer visits Risk.com’s website.

We plan to introduce a first version of the Risk Management Guide in concert with our launch of the Risk.com website. Enhancements and refinements to the Risk Management Guide will continue on an ongoing basis in order to ensure that we offer the best web experience to our customers. XYZ Insurance may also be able to leverage the capabilities of the Risk Management Guide as an added service to both its agents and customers.

Home-based Business Solutions. Our commitment to deliver specialized products and services continues with the planned introduction of our home-based business solutions offerings. These products will be specifically designed for those value-conscious individuals who are attempting to manage the myriad risks associated with creating and running a home-based business.

It is a well-known fact that many home-based professionals possess little coverage from which to mitigate their business risks. A recent study by the IIAA found that over 60% of home-based businesses were not properly insured. Sadly, over 40% of these individuals actually believed that their home-based business risks were effectively covered by their standard homeowners policy.

Our home based-business solutions will help enable business professionals to obtain a bundled product offering that covers the full spectra of small business needs. Whether it’s a homeowner’s policy bundled with liability and business property coverage, or a “mini-commercial” insurance package, we will be able to solve the risk management needs associated with starting and operating a home-based business.

Our home-based insurance services will also be underwritten by our exclusive insurance product partner, XYZ Insurance. Through our website or Call Center, these bundled offerings will initially be packaged with the sale of a standard homeowners policy; however, users will also be able to self-tailor their home-based insurance bundles by accessing our website and using the Risk Management Guide. 

We plan to introduce these products and services within 12 - 18 months from commencing operations. Additions and enhancements to the home-based business product suite are projected to be introduced as demand for our service offerings grows with our customer needs. XYZ Insurance’s agency force may also be able to leverage our home-based business solutions by extending this offering to their existing customer base.

The Loss Guide. In the unfortunate event of a loss, many individuals often lack the guidance to fully understand their options when considering filing a claim with their insurance carrier. Moreover, these individuals also lack a targeted knowledge base from which to obtain the necessary information on how to make themselves whole both efficiently and economically. Our “Loss Guide” attempts to solve both these problems through one cohesive, web-enabled solution.

This information-based service will act much like our Risk Management Guide should one of Risk.com’s customers encounter a loss. Users of this self-directed service will be able to interact with the virtual Loss Guide to gather the needed information that helps customers best make a decision about recovering from loss. 

We currently plan to provide this service offering as an added benefit to only our active insurance policy holders. In the event of a loss, these individuals will be able to access the Loss Guide either through our website, or via our 24-hour Call Center.

We are currently reviewing plans to launch this service conjointly with commencing operations. Enhancements and improvements to the Loss Guide will be made as we gain more insight into better serving our policyholders’ needs. As with our Risk Management Guide, XYZ Insurance may also be able to leverage the capabilities of the Loss Guide as an added service to both its agents and customers.

Timeline for Success

In order to successfully fulfill our customers’ targeted risk management needs through the services offerings listed above, we plan to grow our business along a phased approach. As we move aggressively toward the goal of commencing online operations by September 1, 2002, we have set the following milestones to ensure we live up to both our customers’ as well as our investors’ expectations. 

Product and Service Offerings

· Upon commencing online operations, we will have completed the design, prototype, and development of our website in preparation to serve our first targeted market segments. Conjointly, we will have launched the first versions of the “Risk Management Guide” and “Loss Guide” service applications as well as a wealth of content information about managing our customers’ specialized risk management needs.

· Within 9 months from commencing online operations, we will expand our product offerings to our second targeted market segment by launching an expanded product suite to serve this segment’s needs as well as an enriched version of the “Risk Management Guide” to complement the website’s product offerings.

· Within 15 months from commencing online operations, we will complete our initial launch of products and services by expanding our product lines to best serve 1 to 2 additional niche customer segments. Additionally, an enhanced version of the “Loss Guide” will be rolled-out for use. 
Market

· Within 6 months from commencing online operations, our goal will be to capture sizeable portion of our first targeted market segment by writing policies to serve our customers’ needs. 

· Within 12 months from commencing online operations, we project to be the leading solutions provider of specialized risk management needs to our targeted market segments. Policies written will exceed 30’000.

· Within 24 months from commencing online operations, we will be the leading market shareowner of the segment-specific risk management services industry. Over 100’000 households will have purchased insurance products at our website. Which constitutes approximately 2% of the total online market share of the personal lines insurance industry.

Economics

· Within 6 months from commencing online operations, we will generate premium revenues for XYZ Insurance. Risk.com will directly receive 14% of this generated revenue in commission revenues for facilitating its product providers’ sales.
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Within 12 months from commencing online operations, we will generate premium revenues for XYZ Insurance exceeding 18 million. Risk.com will directly receive $2,5 million in commission revenues for facilitating its product providers' sales.

· Within 24 months from commencing online operations, premium revenues will exceed $49 million. Risk.com will directly receive $ 6.9 million in commission revenue from facilitating its product providers’ sales.

Alliance Partnerships

· 8 months prior to commencing online operations, we will form a strategic primary partnership with XYZ Insurance – our parent company – in order to rapidly develop and launch our product and service offerings. 
· 6 months prior to commencing online operations, we will form strategic alliances with at least 4 distribution channel providers to facilitate the launch and penetration of our products and services into the online market. We will also continue to build upon our strong ties with XYZ Insurance to economically and efficiently develop our products and services.
· Within 6-12 months from commencing online operations, we will form strategic alliances with at least 7 distribution channel providers to build upon the penetration of our products and services into the online market. We will also use these partnerships to gain traction in serving new and follow-on customer segments.
Marketing

Our marketing strategy centers on the premise that our products and services fulfill customers’ focused risk management needs in both an innovative and revolutionary fashion. Our marketing efforts will focus on harnessing this value by identifying the perfect blend of products, distribution channels, advertising, and branding to successfully attract the best customer segments that are receptive to our insurance solutions.

Product / Service Distribution Channels

Choosing the right mix of distribution channels is of paramount importance to an Internet startup. We have initially identified five channels that appear to have the highest potential in rapidly attracting customers to our service offerings.

· Financial Services Portals. Customers that use financial services portals already have a predilection toward self-directed purchasing online. Moreover, these consumers tend to be more receptive and willing to purchase financial services products online as opposed to other segments of the online population. We believe this receptivity to online financial services can be successfully leveraged to promote and distribute our own version of risk management solutions. 

We plan ally with financial services portals to enable their subscriber base to access our offerings either directly through the portals’ web pages or via web link to a personalized homepage designed by Risk.com for its FS portal alliance partners.


· Work site / Affinity Group Alliances. Both work sites and affinity groups possess pre-defined customers segments that have very specific interests and needs. We believe that through targeted alliances with these organizations, we can rapidly identify and serve their large membership bases in unique ways that were previously not realizable through traditional insurance channels. 

We plan to ally with work site and affinity groups to offer their members the opportunity to access and purchase our innovative service offerings either through an existing voluntary benefits program or via web link from their community homepage. 

· Intentions Value Networks (IVN). The recent explosion of the Intentions Value Network – a website designed to serve a specific life event or life intention (e.g. “buying a home” or “staying fit”) for its consumers – creates a valuable resource by which to identify and segment customers’ specific life event needs.

We plan on leveraging the value of IVNs by allying with targeted intentions websites to offer their subscriber bases targeted risk management solutions that meet their lifestyle needs. Community members will be able access and purchase services either directly through the IVN’s web pages or via web link to a specialized homepage designed by Risk.com for its IVN alliance partners.
· Physical Distributors. Website distributors are not the only valuable channels by which to reach targeted customer segments. We also plan to use a broad network of Financial Planners and Securities Brokers to help refer target customers to our segment specific product offerings.

· Consumer Direct through Risk.com’s website. Consumers will also always be able to access our service offerings either through a web-based search engine or directly through by typing Risk.com’s URL.

We plan to continually assess the effectiveness of our distribution strategy, and when necessary, we will adjust our positioning to maximize channel leverage.

Pricing

Consumers wishing to purchase insurance from our site will be charged for policies in accordance with their risk profile and self-selected deductible thresholds.

We will work with XYZ Insurance to develop pricing models for all of our segment-specific insurance products to ensure that customers are receiving the fairest price and product coverage we can provide them. Where possible, we plan to pass any price savings to our customers choosing to purchase and use our products and services.

We will continue to analyze and develop our pricing structure as more information and operational feedback become available.

Advertising

We recognize one of the keys to success for an Internet startup is its ability to successfully and economically promote its product and service offerings. This must be done both aggressively and economically through the use of our network of preferred alliance and distribution partners both online as well as offline. 

We plan to use an advertising agency familiar with the challenges encountered by a dot.com startup to rapidly help build up the firm’s customer base. An agency shall be selected within the first 4 months of operations, and with their assistance, a comprehensive advertising and promotion plan will be drafted. We anticipate that advertising will also be done independently and cooperatively by our strategic distribution partners.

Our overall advertising and promotional objectives are to:

· Position Risk.com as the leader and innovator in serving segment-specific risk management needs online.

· Increase company awareness and name recognition within our targeted distribution channels.

· Create product-advertising programs supporting the value proposition we bring to our targeted customer base.

· Coordinate sales literature, website links, demonstration materials, and direct response promotions in order to generate greater customer awareness and increased sales of our services.

In accomplishing our advertising objectives, we plan to use various media to promote our offerings. Through media, we plan primarily to:

· Maximize the use of Internet advertising on high frequency, user-specific related websites.

· Select primary publications with high specific market penetration.

· Schedule an adequate frequency of ads to impact the market with our corporate image and product messages.

· Where possible, position advertising in or near related risk management information, product reviews, front cover, center spread or appropriate editorials.

· Utilize U.S. editions of consumer or specialty publications.

· Take advantage of special high-interest issues of major publications where possible.

Branding

We plan to brand ourselves as a truly novel type of insurance offering. We will position the company as a customer-focused organization that provides nothing short of the best in customer responsiveness. 

We plan to use both online and offline marketing campaigns to maximize consumer awareness and build brand recognition, both generally and within our target market segments. Through our brand, our objective is to become the provider of segment-specific insurance products and services online.

Initial Target Customers 

In alignment with our distribution, promotion, and advertising strategies, we have initially identified several target market segments that appear to possess a high receptivity to the valuable products and services we wish to provide.

Customer Segment I. U.S. households with incomes greater than $100,000 annually comprise 11% of the U.S. population.
 Of these 11 million households, approximately 30 - 50% appear to be more value-focused when shopping for insurance online. Moreover, these households also appear to have a tendency to retain more risk when insuring themselves, but too often have difficulties in finding an insurance product suited to their higher deductible needs. This has occurred largely because of the insurance industry’s reluctance to provide higher deductible product offerings that might cannibalize existing higher premium product lines. 

As a result, traditional insurance providers have been unable to economically meet the highly specified needs of these households.

Our efficient and self-directed Internet environment, combined with our high-retention insurance offerings, provide these affluent, value conscious consumers a significant and compelling value proposition along several dimensions.

First, these consumers will quickly realize that our website offerings are able to create a self-tailored, self-directed risk management journey that can be accessed and accomplished on their time and on their schedules. Consumers will thus be able to understand their risk management needs in a “hassle free” environment that allows for “self evidence” in identifying and selecting the products that best suit their particular lifestyles.

Next, Risk.com’s Customer Segment I will benefit from the high-retention insurance products that were specially designed with their needs in mind. The savings generated from our high retention product can be as high as 40% over traditional insurance products offered today, which immediately translates into value for those customers already comfortable with the self-insurance concept in asset protection.

Finally, value-conscious customers will find value in our risk management solutions through the highly customized insurance experience we provide our customers. Through our “Risk Management Guide” service offering, customers will enjoy an individualized environment from which to purchase products. This unique offering, combined with our other value-added products and services, provide value-conscious individuals a unique insurance experience to serve their highly specialized risk needs.

We believe that we can attract these consumers through several of our targeted distribution channels. Primarily, value-conscious consumers are expected to learn about and access our products and services through FS portals; or via physical distribution channels such as financial planners.

A profile of the Customer Segment I is provided below:

· Total Estimated Market Size: 2.5 – 4.1 million households 

· Household Income: Greater than $100,000

· Purchasing Habits: Self-directed, value rather than price focused

· Technological Acceptance: Medium to High

· Unmet Need: Wants self-directed environment to purchase high-retention insurance

· Risk.com Value Proposition: Provide target specific, high-retention insurance products in a self-directed, web-enabled environment
· Primary Channels Served: FS Portals, IVNs, and physical distributors

Customer Segment II. During the last 5 – 7 years, the U.S. economy has witnessed an explosion of self-starting, home-based business enterprises. BrainReserve Consulting, a leading observer of social business trends, recently reported stating that one new home-based business is started every 11 seconds in the U.S. today. The American Association of Home-based Businesses estimates that over 24 million individuals are currently running a home-based business on either a full-time or part-time basis.

Customers of Segment II undertake many risks when starting their companies; however, too often these professional either have too little coverage to protect themselves from risk, or unknowingly hold the wrong assortment of coverage to safely protect themselves from the myriad of liabilities surrounding a home enterprise. These self-starting individuals thus become either under-covered or overexposed to assortment of risks that fail surface until its time to file a claim of loss.

Our home-based business solutions will guide these independent professionals down the path to safety through our bundled product offerings focused on home-based businesses. At our website, home-based business consumers will quickly and efficiently be able to identify and receive a suite of products that are directly targeted at fulfilling their risk management needs.

We believe that Customer Segment II customers will primarily access our web offerings either through Affinity or through small business IVNs.

A profile of the Customer Segment II is provided below.

· Total Estimated Market Size: 8 – 10 million households 

· Household Income: Greater than $50,000

· Purchasing Habits: Self-directed, product bundled focused, convenience oriented

· Technological Acceptance: Medium to High

· Unmet Need: Wants self-directed environment to learn about risk and to purchase a total insurance solution for small business

· Risk.com Value Proposition: Provide product bundles of insurance designed specifically with the home-based business in mind; Offer a content-rich web experience to allow customers to learn more about their risks
· Primary Channels Served: Small Business IVNs, Affinity Sites

Customer Segment III. In today’s global economy, business professionals are increasingly time-starved and travel intense throughout their working careers. As a result, they often lack the time and the geographic stability to interact with one insurance professional in discussing the various insurance products they may need throughout their intense working lives.

Customer Segment III customers are looking for a self-directed environment whereby they can research the product offerings on their time and at their leisure through self-selected media. Unfortunately, existing insurance distribution channels fail miserably in serving such professionals’ demanding access needs.

Our business model, however, is also aimed squarely at identifying and serving this target market segment’s needs. Through our website, Customer Segment III will be able to access our bundled offerings and risk management services 24 hours a day, seven days a week. Such access quickly allows these individuals to investigate, research, and interface with our risk management offerings no matter the time or the place of transaction. 

A profile of the Customer Segment III is provided below.

· Total Estimated Market Size: 1.5 - 3 million households 

· Household Income: Greater than $50,000

· Purchasing Habits: Convenience and time focused

· Technological Acceptance: High

· Unmet Need: Wants self-directed environment offering 24 by 7 access and complete geographic continuity of services
· Risk.com Value Proposition: Provide products and services in a continuous environment that can be accessed any time the professional desires

· Primary Channels Served: Direct link to website, work site icon links

A brief synopsis of our initial target market segments is provided below.


As we begin our targeted marketing efforts to the above consumer segments, we also believe that other focused demographic groups can be identified and served through our innovative website. We will continue to analyze and exploit all marketing opportunities to other customer bases so that they may also be served by our value proposition.

Operational Model

Our operational model is designed to provide our targeted customer base a unique risk management experience through web-enabled media. In creating this experience, we plan to deliver the following operational capabilities to our customers:

· Customized assistance in a self-directed environment to help our customers identify and assess their varied risk management needs.

· Integrated service offerings to enable users to seamlessly research and purchase an assortment of products to fulfill their specialized insurance needs.

· Tailored informational access to knowledge repositories to help our customers through the often-chaotic event of a loss experience.

We plan to fulfill the delivery of the above capabilities by combining our passion for innovative marketing, technology, and customer responsiveness with our parent company’s strength for consistently delivering insurance value to customers for over 50 years. In designing our operational model, we have taken advantage of this synergistic relationship to help deliver a “best of breed” risk management solution to our customers.

Capability Fulfillment

We have identified three core process areas that will enable us to design and deliver the products and services our customers desire. They are:

1. Product Development, Management and Marketing

2. Sales, Underwriting, and Customer Service

3. Information Technology

Provided below is a brief description of each core process and the functions it provides in delivering value to Risk.com’s customers. Additional information on the structure of Risk.com’s operational capabilities can be found in this document’s appendix.

Product Development, Management, and Marketing

To best serve our customers demanding needs, we plan to develop a top-notch capability to design, develop, and market the risk management products and services we will offer through our website. To deliver this value to our clientele, Risk.com’s product development and marketing teams will perform the following functions.

· Offering Development and Management. Creating new product concepts based on rapid-fire customer responsive marketing analyses; consistently identifying customer needs that can translate into new products in short timeframes; identifying and filing of regulatory/compliance requirements.

· Channel Management. Negotiating, implementing, and managing new and existing relationships with preferred distribution channel partners; identifying and managing relationships of high potential channel partners not currently allied with Risk.com.

· Market Research. Performing market research studies to identify emerging trends and consumer behaviors; identification and assessment of yet-to-be served customer segments that appear to be better served through our offerings; negotiating, implementing and managing relationships with data and research vendors.

· Promotions. Developing and conveying our risk management solutions through tailored marketing campaigns; Personalizing offerings based on mass-customized customer profiles; delivering a consistent web experience regardless of customers’ access channels; collecting and managing customer data to ensure Risk.com remains responsive to its customers’ needs.

Sales, Underwriting, and Customer Service

Through our sales, underwriting and customer service operations, customers will effortlessly be guided through the risk identification, product purchase, and product support processes of our company. We plan to build this capability into a robust, customer-focused part of our operation. In executing this mission, the Sales, Underwriting and Customer services teams will perform the following functions.

· Customer Risk Management and Advice. Supplying and administering the tools and data required to help customers make self-directed and informed decisions about their individualized risk exposures; educating consumers on the various risk management solutions offered through our website; personalizing the risk identification process to enable customers to make more-informed decisions; providing 24 hour online and call center support to best meet our customers’ every risk management need.

· Product Sales. Providing customized online underwriting decisions to interested customers; providing real-time and accurate rating, quoting, and binding of policies; accepting online payment for products.
· Customer Service. Administering and servicing policyholders’ needs; providing call center support to resolve customers’ general questions, policy updates, and issues; developing and managing access to a knowledge base by which customers can receive self-directed service to any policy-related questions; enabling electronic billing and collections for policyholders.
· Claims Management. Managing and providing services to assist policyholders through recovering from a loss; enabling customers to enter details of their loss in a web-based environment; creating an interactive environment for customers to receive advice regarding their options in recovering from a loss; selecting and providing information surrounding service providers that may help in recovering from a loss; performing the claims investigation and adjudication processes; closure and payment of adjudicated claims.
· Scheduled Activity. Providing for the automated administration and online delivery of Risk.com customer policies to include renewal, cancellation and restatement notifications electronically.
Information Technology

Our information technology systems must seamlessly interact to bring the most beneficial risk management experience to our customers. As an Internet focused operation, we recognize that our IT systems are one of the most important core capabilities in successfully delivering value to our customers. To ensure the IT demands are met, functionality and support will be delivered across three paths. 

· Application and Web Development. The total care and servicing of Risk.com’s myriad business applications; designing, developing, testing, and maintaining Risk.com’s primary website, the Risk Management Guide, and the Loss Guide.

· Infrastructure and Operations. Providing technology and application support for Risk.com’s customer relationship management tools, email, telephony and integration systems; developing and maintaining company and customer chat room and co-browse capabilities; maintaining network systems, security systems, and any other technologically enabled systems in use by the company.

· Interface Development and Management. Negotiating, implementing, and managing our system interfaces with external vendors and XYZ Insurance.
We also recognize that several other key support elements must be in place to help deliver our core capabilities to our customers. Listed below is a brief description of the required support capabilities we need to successfully operate our business. 

· Corporate Administration. The total administration of support services to keep Risk.com operationally healthy. Functions included in corporate administration include Human Resources, Finance, and Legal operations. We plan to leverage the existing support structure of our parent company, XYZ Insurance, to remain cost efficient and lean as an operation. We plan to work closely with XYZ Insurance to foster the right working relationship in supporting our corporate administration operations.

· Insurance Support Operations. Risk.com assumes that reinsurance, investment portfolio management, and statutory reporting will be performed independently by its parent company, XYZ Insurance. This will enable Risk.com to cost effectively leverage XYZ Insurance’s knowledge and expertise of the insurance industry to rapidly build and support its unique risk management products and services.

We will continuously review our operational capabilities to ensure our customers are receiving the best risk management experience provided over the Internet.

Organizational Architecture

We recognize that one of most important elements in successfully executing an innovative business model is our ability to design a lean organization that possesses the right skill sets to deliver Risk.com’s products, services and support functions. Thus in designing Risk.com’s organizational architecture we sought to create a flat and flexible organization that can respond quickly to the often sudden market changes associated with the Internet economy.

The company’s organizational architecture is divided along three lines: Marketing, Technology, and Operations. A brief illustration of Risk.com’s organizational design is provided below.

In leading this innovative, highly focused workforce, our executive management team must possess unique skill sets that mesh well with the demands of the eEconomy. Listed below is a brief outline of each of the executive management positions categorized by roles, responsibilities, and unique qualifications needed to successfully execute the duties of the position.

Risk.com’s Managing Director. As the chief executive of Risk.com’s operation, the Managing Director will be charged with designing, developing and executing the vision of the company. The individual must be able to provide superb executive leadership to Risk.com’s employees to empower them to execute the strategic direction of Risk.com. The Managing Director will also have to possess a deep knowledge base of marketing, eCommerce, and the insurance industry.

The roles and responsibilities with which the Managing Director will be charged include:

· Overall performance of business

· Providing the strategic direction for the business

· Identification and evaluation of new opportunities for expanding the business

· Building and maintaining relationships with customers, alliance partners and industry contacts

· Recruitment and leadership of the executive management team



Chief Marketing Officer. The Chief Marketing Officer must be an individual with a penchant for innovation and targeted customer delivery. The CMO must also possess significant experience in designing and enriching the consumer’s marketing experience in an eCommerce environment. The CMO will also have a strong background in business development, strategic sales, and segmented marketing. 

The roles and responsibilities with which the Chief Marketing Officer will be charged include:

· The design and execution of Risk.com’s total marketing effort

· Business development and strategic marketing direction

· Identification of profitable customer segments

· Development of attractive product and service offerings

· Development of marketing alliances and partnerships 

· Design and execution of Risk.com’s branding and promotion strategy

Chief Technology Officer. Risk.com’s Chief Technology Officer will possess a deep background in information technology systems architecture, Internet systems interfaces, as well as possess an overall understanding of Internet business models from a technology perspective. The CTO must also have a track record for aggressive delivery of systems projects, especially within the field of eCommerce projects.

The roles and responsibilities with which the Chief Technology Officer will be charged include:

· Executing the overall strategic technology direction of the company

· Identifying technology trends and assessing their business implications

· Delivering Web applications and business applications in serving customers’ needs

· Managing Risk.com’s Website infrastructure (or outsourcing relationships)

· Managing system interfaces with channel, product and service partners

· Managing relationships with technology vendors 

Chief Operations Officer. As the lead executive directing Risk.com’s day-to-day functions, the Chief Operations Officer must have a deep understanding of executive-level operations management. Specifically, Risk.com’s COO will have knowledge in Customer Relationship Management operations, eCommerce business operations, and experience within the personal lines insurance industry.

The roles and responsibilities with which the Chief Operations Officer will be charged include:

· Execution of the ongoing operations of Risk.com’s business

· Development of Risk.com’s operating strategy

· Management of the customer’s experience and relationships thereto

· Management of Risk.com’s relationships with its facilities and operational partners, e.g., call center

· Management of the company’s relationships with its administrative support partners, e.g. finance, HR, legal, etc.

We will continuously assess the performance of our organizational architecture, and will make adjustments as we gain greater insight as to how to best manage our operations.

Financial Plan

A conservative “top down” analysis of our financial projections has been developed to illustrate the growth and profit potential of the proposed enterprise. A brief cash flow summary and list of financial highlights are provided below:

	
	
	
	
	Amounts in Millions
	
	
	

	
	Yr 0
	Yr 1
	Yr 2
	Yr 3
	Yr 4
	Yr 5
	

	Total Premium Revenues generated from Rist.com
	$ 0
	$ 18
	$ 49
	$ 91
	$ 153
	$ 221
	

	Sales and Underwriting Expenses
	-
	(3.6)
	(9.7)
	(18.2)
	(30.7)
	(44.3)
	

	Loss and Loss Adjustments
	-
	(8.9)
	(27.3)
	(55.2)
	(107.9)
	(168.0)
	

	Project Expenses
	(1.8)
	(1.4)
	(0.1)
	-
	-
	-
	

	Capitalized Project Expenses
	(2.3)
	(4.0)
	(0.2)
	-
	-
	-
	

	
	
	
	
	
	
	
	

	Earnings Before Interest and Taxes
	$ 4
	$ 0
	$ 11
	$ 18
	$ 15
	$ 9
	

	
	
	
	
	
	
	
	

	Investment Income
	-
	0.5
	1.8
	3.8
	6.9
	9.0
	

	Tax (Paid) Credited
	-
	-
	(1.1)
	(3.8)
	(6.2)
	(5.1)
	Perpetuity

	
	
	
	
	
	
	
	

	Free Cash Flows
	($ 4)
	$ 1
	$ 12
	$ 18
	$ 16
	$ 13
	$ 100

	
	
	
	Projected positive Compounded Return on Investment of 154%


	
	
	
	


Discussion of Cash Flows

Because we seek to create an entirely unique business model, several assumptions had to be made in developing the company’s financial projections. However, through dynamic modeling techniques commonly used by financial practitioners to best assess the risks associated with startups of this nature, we believe we have accurately and conservatively estimated the potential value of the firm as a going concern.

Assumptions

The Pro-Forma income statements provided at the end of this document have been completed on a cash basis. There have been no allowances for Accounts Payable or Receivable resulting from the delay of expenses or payments. 

We have also assumed no debt financing to support our operation. Additional assumptions used in our pro-forma are provided in the next table.

Assumptions Used in the Combined Risk.com and XYZ Insurance Business Case 
	
	
	
	

	
	Min
	Most

Likely
	Max

	Growth in US Population
	1
	1.6
	2

	Growth in Online Households after 2003
	5
	10
	15

	
	
	
	

	Target Percent of Population appearing more “value-oriented”
	25
	30
	50

	Yr 1 Market Share Capture of Target Population Pool
	1%
	1%
	1%

	Expense Overrun in Developing Risk.com
	0%
	5%
	10%

	Investment Return Rate
	5%
	7%
	10%

	Premium Dollars Captured from Customer Pool
	$ 500
	$700
	$ 1200

	
	
	
	

	Percent of Prem. Revenues retained by Risk.com as Commission
	
	14%
	

	
	
	
	

	4 Year Average Loss Ratio
	
	58%
	

	4 Year Average LA Ratio
	
	15%
	

	Total Loss and LA Ratio
	
	73%
	

	
	
	
	

	4 Year Average Tax and Licensing Fees
	
	2%
	

	4 Year Average Acquisition Expenses
	
	10%
	

	4 Year Average General Expenses
	
	1%
	

	Commission Expense Paid to Risk.com
	
	14%
	

	Total Sales and Underwriting Ratio
	
	27%
	

	
	
	
	

	Combined Ratio
	
	100%
	

	
	
	
	


Primary Cash Flow Levers

Revenue

Through our product and service offerings, our primary source of revenue will come from policy sales generated from the Risk.com website. As a wholly owned subsidiary of XYZ Insurance, these revenues will be shared between the parent firm and Risk.com.

We forecast that we will retain approximately 14% of the premium revenues generated as a commission for facilitating new policy sales and for providing much of the customer acquisition, sales, underwriting and customer service functions for our product providers. 

Subsequently, XYZ Insurance will receive around 86% of the Risk.com policy revenues as compensation for assuming the risk of Risk.com’s insured customers. 

Other sources of web-related revenue such as advertising impression revenue, click-through revenue, and alliance partner advertising revenue are not included as sources of revenue in our financial projections. The potential revenues were excluded from consideration to assure that a conservative estimate was provided around the overall financial success of Risk.com.

Operating Costs
The costs to facilitate our product and services are estimated to consume 78% of Risk.com’s operating revenues at steady state. Primarily these costs stem from marketing, promotional, and employment expenses.

The expense summary below illustrates Risk.com’s key cost components that support its ongoing operations. Marketing and promotional costs are a key cost driver of our operations.

	Cost Account
	% of Risk.com Yr. 5 Expenses
	% of Risk.com Yr. 5 Revenues

	Marketing / Promotional
	40%
	35%

	Channel Partner Commissions
	25%
	16%

	Personnel
	26%
	19%

	Systems / Operations
	7%
	6%

	Property Plant and Equipment
	2%
	2%


As a combined entity, Risk.com and XYZ Insurance’s steady state costs will consume approximately 94% of the premium revenues generated from the business. This profit margin is on average. 

The following summary illustrates the combined venture’s key operating expense components as the operational entity reaches steady state. We have made the extremely conservative assumption that all XYZ Insurance’s expense ratios will remain constant during this venture and that no other efficiencies will be gained from the operation of Risk.com. However, in going forward with operations, we are confident that several efficiencies can be realized in loss experiences as well as business acquisition costs due to the highly segmented customers we serve.

As we begin operations, we will track and analyze the overall efficiency of the combined venture to ensure we are maximizing the profitability of our partnership.

	Cost Account
	% of Steady State Expenses
	% of Steady State Revenues

	Losses
	66%
	61%

	Loss Adjustments
	13%
	14%

	Taxing and Licensing Fees
	1%
	1%

	Combined Acquisition Expenses
	17%
	16%

	Risk.com Operating Expenses (Less Acquisition Costs)
	2%
	1%

	Other General Expenses
	1%
	1%


Capital Investment 

The total capital required to launch the Risk.com initiative is projected to span between $35 million and $45 million over a two-year period. However, the capital infusions are anticipated to take place in three phases.

· Phase I. This initial time period, beginning immediately upon receiving capital and concluding 9 months thereafter, will be used by Risk.com to rapidly build its operational and organizational capabilities. During this phase, we will design and develop our initial capabilities to prepare for the pilot and launch of our website product and service offerings.

Initially we estimate that during the launch phase of operations, we will require approximately $12.6 million to successfully reach our targeted milestones. 

· Phase II. During the next 9 months after Phase I, we will quickly bolster our operations and infrastructure to complete and launch our first assortment of web-enabled product and service offerings. We will also begin developing and piloting our projected follow-on service offerings to rapidly meet the demands of our growing customer base. 

We anticipate that during Phase II we will require an additional infusion $15,6 million to successfully reach our targeted objectives.

· Phase III. As we rapidly grows our customer base and website offerings, we anticipate needing an additional $11,6 million in capital for the next 12 months of operations. The capital will primarily be used to manage our expected rapid growth in the industry and to enhance our capabilities during our initial operating cycle. We will also use the capital to maintain any short-term liability obligations prior to realizing free cash flows.

Next Steps

Based on the strategic and financial plans put forth to launch Risk.com’s services, decisions that must be made once XYZ Insurance’s executive management approves of the venture are: 

1. Risk.com executive management and employee selection

2. Selection of Risk.com’s operational site

3. Formation of relationship contracts with professional firms

4. Build website and offering prototypes
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“A great number of the population has very segmented, specialized risk management needs that may not fit well with the traditional insurance solutions currently offered to the “mass-market.”








“A serious gap has existed in risk management solutions delivery for a myriad of specialized, target market segments”
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“Branding and advertising must be both aggressive and economical. We will do this by leveraging of our network of preferred alliance and distribution partners both online as well as offline.”





“Our high retention products will enable consumers to realize a significant premium savings as a result of their unique ability to accept and retain more risk in protecting their valued assets.”





Customer Segment III customers are looking for a self-directed environment whereby they can research the product offerings on their time and at their leisure through self-selected media.”
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� U.S. Census Bureau. Secondarily sourced from a report published by BusinessWeek and Salomon Brothers, May 2000.
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