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Generating Insurance Impact

Insurers’ operating model
evolution: Transforming the
finance department through
partnerships
Insurers facing tighter regulations, talent shortages, and rising finance costs must
allocate their CFOs’ existing resources more efficiently. This can be achieved
by transforming the finance department’s operating model. Today’s maturity
in insurance outsourcing means that a provider with deep insurance domain
experience can efficiently handle most transactional fiduciary work, freeing the
finance department to focus on creating value through better business insights.
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It isn’t news to insurers that low interest rates
are putting pressure on their return on equity
(ROE) targets. New regulations like Solvency II,
additional reporting requirements, and a widening
operational scope are adding to the cost of finance,
and the need for additional expertise has driven up
finance-function hiring costs by more than 40%.
Adding to these pressures is a greater demand
from CEOs and other executive stakeholders for
information required to support effective decision
making—and they are increasingly asking the
finance group to provide it.
Finance is a logical choice for this request, as
it touches every corner of the enterprise, but
the function is often stretched, budgets are
constrained, and finance processes are too
inefficient to provide accurate, timely information
to support future-oriented insights. This give
companies, with more efficient fiduciary
processes, a distinct advantage since they can
allocate more resources to strategic activities
such as FP&A, M&A, and tax optimization. These
challenges will only increase as geographic
diversification, acquisitions and divestitures, and a
growing demand for transparency add to insurers’
overall operational complexity.

The new role of the finance function
According to HfS Research, half of all enterprises
expect to shift the emphasis in finance and core
operations from cost to value within two years.
Timely and accurate reporting of data is no longer
enough; now the expectation is that finance groups
will provide more valuable insights into business
performance that allow firms to be more agile amid
rapidly changing market conditions—and more
important, CFOs must provide that insight without
additional budget. That requires a new operating
model that delivers highly accurate data, timely
reporting, significant cost savings, and actionable
business intelligence derived from data to provide
insight into both the business and the market.
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To remedy these issues, insurers need an operating
model that:
• Leverages Global Business Services (GBS) to
standardize processes across business units
and product lines, eliminating silos and costly
redundancies
• Uses an “industrialized” model and low-cost
locations to enhance savings, efficiency, and
effectiveness in transactional processes and
financial reporting
• Ensures orderly change management while
transforming and reengineering processes
• Improves analytical capabilities for deeper
insight into operations and customer behavior
and expectations
• Frees capacity and allows resources to be
reallocated to added-value activities in support of
the business in strategic areas
• Provides a more agile infrastructure to adapt to
shifting business and regulatory conditions
Experience dictates that this type of model can be
most effectively delivered by external providers
with significant insurance experience as opposed to
providers without domain experience or in-house
resources with less process reengineering expertise.
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Partnering to realize a target
operating model
A major cause of inefficiencies downstream is poor
quality and governance upstream that results in
data-quality issues, complex reconciliations, and
continuous adjustments that negatively affect
financial closing times and reporting accuracy. It
is any external provider’s business to understand
how all F&A processes are linked; what controls are
needed to ensure speed, accuracy, and minimum
revenue leakage; and how to drive effectiveness
from end to end. Even greater value can be derived
when the provider has the sort of deep insurance
domain expertise that comes from handling millions
of insurance-related transactions every year.
Some examples illustrate the strategic impact of
these choices. When a large global insurer adopted
scalable global finance centers of excellence, it
provided business leaders with greater financial
visibility across regions and a projected $175 million
in cost savings. In another case, a specialty insurer
embraced an operating model that standardized
transactional F&A and core operations, cutting the
expense ratio in half while allowing the business to
focus its resources on growing premiums by 35%

without adding additional operational headcount.
In the case of a life and annuities carrier, a new
operating model streamlined the reconciliation
process, reducing exposures by $3 billion and
freeing up $83 million in additional capital. In all
cases, the true value of better operations is realized
through not only cost but also simplified policies,
reduced risk, and freed-up capacity and capital to
focus on greater value-adding activities.

Value that can grow over time
Insurers that have shifted to an outsourcing
model for F&A activities see value continue to
build over the course of an engagement in an F&A
target operating model as they allocate their own
finance resources from transactional to strategic
activities. Shifting the focus from mere cost savings
on transactional activities to developing better
forecasting and business insights drives continuing,
measurable impact across the entire business.
Finance organizations continue to be elevated
in visibility and are tasked with providing more
valuable insights into business performance
and intelligence necessary to adjust to rapidly
changing market conditions.

Value added to the business

Business Insight

Transaction
Recording and
Reporting
• Focus on bookkeeping
• Effort on transaction
processing and
generating period
results
• Inward-looking
culture

Analysis of
Financial
Performance

• Interpret performance
and explain trends
• Analysis for basic
decision making
• Custodian of assets
(risk management)

Planning and
Resource
Allocation
• Act to maximize
shareholder value
• Scenario analysis
to aid alignment of
product portfolio to
investor goals
• Planning processes
determine resource
allocation
• Performance targets
linked to rewards

• Business adviser
and integrator of full
business view
• Insights into
performance to
invest in high-margin
and high-potential
markets/products
• Owner and manager of
financial driver of value

Scope of Finance
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The long-term benefits of fast, accurate
transactions; timely, high-quality data; and
increased customer satisfaction together contribute
to greater and faster growth, tighter regulatory
compliance, and greater profitability. Greater cost
savings and efficiencies come from leveraging the
expertise of a partner well versed in the insurance
domain to make transactional processes such as
record keeping and reporting more innovative and
the support organization leaner and more effective.
Instant access to the provider’s experienced
staff, best practices, and technologies targeted
specifically to the finance function also improves
data quality, streamlines transactions, and
increases productivity.

In this increasingly competitive age, it no longer
makes sense to forge into the future alone. Expert
help is not only an advantage but also a smart
investment, and for insurers, the finance function is
a great place to start.
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