Date: 11/12/2001

Edition: Business Outlook

Software Simplifies Insurance

Byline: By Winthrop Quigley Journal Staff Writer

AssuraTech quickly developed tools for an industry shocked by Sept. 11
    FOCUS ON BUSINESS

  SANTA FE The day terrorists attacked the United States, Roger D. Jones

and Terry Dunn of Santa Fe-based AssuraTech were attending an insurance

industry conference in Monte Carlo.

     They were in a cab, heading for the conference site. The driver was

intently listening to the radio. Finally, he turned to the Americans and

said, "You don't speak French, do you?" No, they replied. The driver

began translating the news reports about the World Trade Center and the

Pentagon.

   "I thought he was somehow garbling the translation," Jones said.

   About 2,000 people were at the conference, but in the convention

center there was "dead silence."

   On top of the horror and the sorrow everyone felt, these people had

to figure out how to pay all the policies, a problem made more

complicated, Jones said, by the fact that three of the world's major

catastrophe insurers were headquartered in the World Trade Center.

   AssuraTech produces software that simulates the complex behavior of

insurance markets and companies, but no one had thought to model

something like this. By the next morning, AssuraTech software could

simulate terror attacks.

   Assuratech is the latest progeny of Jones' company, Complexica. Jones

established Complexica in 1999 with public-domain software he helped to

develop at the Santa Fe Institute. Complexica, he said, is an

"innovation engine" that finds business applications for its

complexity-science tools, then hands them off to new companies to create

and market products.

   Dunn describes complexity in the business world as the "collection of

decisions of all these people on a daily basis that make up the behavior

of the system."

   The insurance industry is an ideal application because it is

extremely complex, said Dunn, a 30-year insurance industry veteran who

retired to Santa Fe from Minneapolis in 1998.

   Decision makers must anticipate interest rates, changes in

regulation, competitive pressures, customer preferences, the likelihood

of hurricanes in Florida, earthquakes in Mexico and, now, terrorism in

major American cities.

   From those parameters, Dunn said, the companies must then set

premiums, determine what portfolios of risk to maintain, set

underwriting standards, invest in securities and determine adequate

reserves from which to pay losses.

   It is an impossibly complex system made manageable by

complexity-science software, Dunn said. AssuraTech's Insurance World

products allow the user to see how a catastrophic hurricane affects a

company's reserves or how a competitor's new premiums change profits.

   Jones has demonstrated the power of complexity-science tools for

businesses before, perhaps most dramatically in 1994 when he was part of

the Center for Nonlinear Studies at Los Alamos National Laboratory.

   Citicorp had a system of scoring credit card applicants for credit

worthiness. "They were very proud of it," Jones said. "They said, beat

this. We beat it by 30 percent."

   Using computers and complexity science, the center evaluated the

purchasing and payment behavior of 50 million credit card accounts and

established a new standard that Jones estimated would probably save

Citicorp $200 million in bad credit card debt.

   "The (mathematical) tools are really not that important," he added.

"The trick is looking at the problem in a way it hasn't been looked at

before." That way of looking forms the proprietary basis of Complexica

and AssuraTech.

   "You can use the word counterintuitive," Dunn said.

   People get into a rut trying to solve problems, Jones said.

   "Our strength was our ignorance. We came from physics. All this was

brand-new to us."

   Jones and Dunn met last February at a casual get-together of

technology-focused business people sponsored by the New Mexico

Information Technology and Software Association.

   "He was sitting by the fireplace. I was on my way out," Jones said.

   "I think I was sitting on his hat," Dunn said with a smile. Dunn had

formed the Jonathan Institute in 1998 to provide training services to

managers, entrepreneurs and executives and was hoping to make business

contacts that evening.

   They had never met, but Jones sat down for a beer and a chat.

   "I was intrigued," Dunn said. "I could see the significance of what

he was doing." Dunn "became fascinated with the conversation. I could

see the potential to save the industry billions of dollars and help

companies move to a whole new level in the way they manage their

enterprises."

   AssuraTech was launched almost immediately, with Dunn as president.

Since then, AssuraTech has taken in about $1 million. Customers include

the state of California and a number of insurance companies. AssuraTech

intends to market to regulators and investment bankers as well.

   Indeed, marketing is where Jones and Dunn will spend much of their

time for now. Since Sept. 11, Dunn said, "There is no question interest

in this has peaked dramatically."

