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Dear Colleague:

As insurance executives face continued pressure in today’s global business environment, benchmarking the
performance of the finance function has become an increasingly valuable practice.

Measuring internal strengths and weaknesses, and comparing them against “best in class” performance
of not only other insurance companies, but also leading performers in other sectors, can enable executives
to identify and mitigate gaps that could hinder the performance of the finance function and the entire
business, while simultaneously incurring unnecessary cost.

This report reveals how a cross-section of major insurance organizations compares to its peers in five key
categories:

e Transaction processing

e General accounting and external reporting

Financial controls

e Tax and treasury

Performance management

Within each category, we show how the results of low-cost performers surpass those of both the insurance
industry median and a median of non-insurance organizations, as well as the size of the gap between the
top-quartile performers and the rest of the sample.

We hope you find the results of this study to be helpful and instructive, and invite you to contact our
specialists for further information about our research.

Sincerely,

Rlhioon Conors (1 (T LA A4
Rebecca C. Amoroso Richard T. Roth Karl Hersch

Vice Chairman Principal Principal

National Insurance Industry National Benchmarking National Finance Operations
Group Leader Practice Leader Services Leader

Deloitte LLP Deloitte Consulting LLP Deloitte Consulting LLP

As used in this document, “Deloitte” means Deloitte Consulting LLP, a subsidiary of Deloitte LLP. Please see www.deloitte.com/us/about for a detailed description of the legal
structure of Deloitte LLP and its subsidiaries.
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Seeking a competitive edge

Overall opportunity is $7.4 million per $1 billion in total annual premium; 89% of this opportunity
relates to process costs.
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Figure 1.

To cope with these and other forces, insurers are turning to
benchmarking to identify leading practices that can help them
improve and monitor performance of the finance function.

“Organizations benchmark

Organizations benchmark performance for very tangible reasons.

performance for Very tangible They want to manage costs, reduce spend, and increase efficiency
and productivity. They also want to understand their position relative
reasons. They want to manage to their peers, find points of weakness, identify opportunity gaps,
X and make improvements.
costs, reduce spend, and increase ,
Executives expect access to relevant data to answer a host of
efﬁciency and productivity. questions: What are our greatest areas of strength? Of weakness?
What gaps do we need to close, and how quickly? What are our
They also want to understand competitors spending? How does that affect our spending decisions?

Benchmarking against leading performers both within and outside

their position relative to their
the insurance industry can help provide the answers to these and other

peers, find pOil’ltS of Weakness, questions. However, the answer is not always to be best in class - it's
X . X ’ to find the right point on the scale that works for the organization,
and ldel’ltlfy opportunity gaps. because being best in class comes at a cost.

Some organizations might strive to be best in class on cycle time for
the financial close, but the cost of doing so might be prohibitive.
Organizations need to strike an appropriate balance that aligns with
Like much of the financial services world, the insurance industry organiza‘tiona| needs and requirementsl

today is facing a competitive maelstrom.

Global competition continues its upswing, with significant pressure
on margins from offshore providers. Speed and agility are critical
dimensions of corporate performance, with tight cycle times for
decision-making. )
' As used in these charts, “Insurance low-cost performer” refers to the company at
the bottom of the first quartile.
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A multi-million-dollar opportunity

The average overall finance cost savings opportunity for the
insurance industry is $7.4 million per $1 billion in total annual
premium (Figure 1). That's a comparison between the insurance
median and low-cost performers. Thus, a $2 billion insurance
company that is around the median has the potential of reducing
costs by as much as $14.6 million.2

Total finance cost as a percentage of total annual premium is
0.61% for the insurance median, compared with just 0.39%
for low-cost performers. The question facing most insurance
organizations, though, is not how to get their percentage down
to the 0.39% of the low-cost performers. It is how to determine
what percentage is reasonable and achievable, and how best to
reduce the opportunity gap.

Being a low-cost performer is not always the best option. It's a
target, a place to go.

A high percentage (89%) of this opportunity gap lies in process

costs — labor and outsourcing. The remainder is found in technology.

Process opportunity is $6.6 million per $1 billion of total annual
premium (Figure 2). General accounting and external reporting
accounts for the largest slice of process opportunity, $3.0 million.

2 The following definitions apply to this study:

“Low-cost performers” refers to insurance companies in the first quartile of the
five process categories (transaction processing, general accounting and external
reporting, financial controls, tax and treasury, and performance management).

“Insurance median” is the midpoint value of insurance industry participants.
“Median” is the midpoint value of non-insurance cross-industry participants.

Financial controls
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Transaction
processing
$1.3M

Performance
management
$1.0M

General accounting
and external reporting

Tax and treasury $3.0M
$0.7M
Financial controls
$0.6M
M General accounting and M Transaction processing

external reporting

Why it pays to be a low-cost performer

Analysis of benchmarking data across the insurance
industry reveals a number of advantages that low-cost
performers and larger companies enjoy:

¢ Low-cost performers cost 37% less than the insurance

median, which nets $7.4 million per $1 billion in total
annual premium.

e Larger companies have economies of scale with

20% lower costs.

e Larger companies spend 36% more on technology

than smaller companies, driven by a better ability to
capitalize on economy-of-scale opportunities.
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Transaction processing

Low-cost performers spend 39% less in transaction processing than the insurance median.

Transaction processing process costs as a percentage
of total annual premium
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Figure 3.

“Low-cost performers integrate

underwriting, claims, and policy
administrative systems both
horizontally and vertically within
their organizations.”

Although a relatively small slice of the overall finance function pie,
transaction processing — which spans a variety of labor-intensive
processes — offers meaningful opportunities for cost savings.

Low-cost performers spend 39% less in transaction processing than
the insurance median (Figure 3). This equates to $1.3 million per
$1 billion in total annual premium.

Accounts payable staff per $1 billion of
total annual premium

12

10

Insurance low-cost Median

Insurance
median performer

Figure 4.

For the accounts payable process, low-cost performers are 69% more
productive than the insurance median and have 60% less accounts
payable staff per $1 billion in total annual premium (Figure 4). This
does not necessarily represent a competitive advantage because
manufacturers, retailers, and other companies that constitute the
cross-industry median have significantly more throughput per $1 billion
revenue and typically have a more complex accounts payable process.

Insurance companies at the vanguard of transaction processing follow
a number of leading practices:

¢ Technology — Low-cost performers integrate underwriting, claims,
and policy administrative systems both horizontally and vertically
within their organizations. This enables them to leverage information
management by creating data standards that centralize management
and operational reporting from a data warehouse.

¢ Organization and Talent — These companies centralize back-office
operations, either shared services or outsourcing, and define career
paths for staff in these areas. This is critical due to the often repetitive
nature of the jobs.

¢ Policy and Process — In addition, low-cost performers standardize
transaction processing, and create and reference well-documented
policy manuals.
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Case study: Bringing transaction processing into the 21st century
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General accounting & external reporting

The gap between the insurance median and low-cost performer is $3.0 million per $1 billion of annual premium.

General accounting and external reporting process
cost as a percentage of total annual premium
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Figure 5.

“The higher cost of the insurance
median, when compared with the
cross-industry median, may reflect
additional statutory and statistical

reporting requirements that the

insurance industry has to bear.”

General accounting and external reporting
close process duration in business days

[ Sub-ledger cut-off Close to
to close, 11 filing, 11

Insurar?ce 2
median

Sub-ledger cut-off Close to
to close, 10 filing, 6

Insurance
low-cost 16
performer

Figure 6.

Leaders among the insurance finance function achieve efficiencies
in general accounting and external reporting by simplifying
processes and leveraging technology. Such advances can yield
significant savings.

The gap between the median and low-cost performers is $3.0 million
per $1 billion of annual premium (Figure 5). Moreover, low-cost
performers have 60% less staff than the median. The higher cost of
the insurance median, when compared with the cross-industry median,
may reflect additional statutory and statistical reporting requirements
that the insurance industry has to bear.

Low-cost performers also close and report 27% faster than the
median (Figure 6). These leaders perform fewer than half the
number of account reconciliations and have 96% fewer manual
journal entries than companies in the cross-industry median.



Insurance companies that set the pace for efficiencies in
general accounting and external reporting observe a variety
of leading practices.

e Technology — Low-cost performers tend to employ an integrated
general ledger that cuts across legal entities. When disparate
general ledgers are in place, companies may use a robust reporting
and consolidation tool.

¢ Organization and Talent — To ensure that they have an adequate
supply of talented staff, low-cost performers establish rotational
programs that familiarize their people with key contacts and
businesses, create cross-training opportunities, and reduce
individual dependencies. In addition, these companies establish
mini “centers of excellence” for GAAP, statutory, and statistical
reporting. These core groups of specialized skills allow people to
do their jobs more efficiently and provide organizations with a
pool of back-up resources.
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¢ Policy and Process — Low-cost performers define the core basis
of accounting and reporting, and sequence the production of
other reporting bases appropriately. They also define and adhere to
appropriate materiality limits during quarter- and year-end closings.
In addition, they use recurring and standardized journal entry
formats/templates, and employ structured closing tools, such
as accountable close calendars and daily conference calls.

Case study: Streamlining and automating the quarterly and year-end close
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Financial controls

Low-cost performers are 20% less costly per key control than median.

Cost per key control Key controls per $1 billion of total annual premium
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Figure 7. Figure 8.

With the introduction of the Sarbanes-Oxley Act in 2002, organizations
made significant investments to document and improve controls.
Leading-practice insurance companies have leveraged that information

“Larger companies enjoy substantial to institute process improvement programs both within finance
. f ] and also upstream into the operational processes, where financial
economies of scale because they are transactions originate.
able to leverage the people WhO Low-cost performers are 20% less costly per key control than the
. median (Figure 7). The gap between the median and low-cost
focus on controls aﬂd, 11 many performers is $0.6 million per $1 billion of annual premium.
cases, process greater throughput Larger companies enjoy substantial economies of scale because they
. .. " are able to leverage the people who focus on controls and, in many
with similar levels of controls. cases, process greater throughput with similar levels of controls. The

lack of economies of scale that smaller companies face results in them
having 174% more controls per total annual premium (Figure 8).
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Financial controls can range from having employees review ¢ Organization and Talent — Because many controls begin upstream
reconciliations and sign off on manual journal entries to creating in operational processes, leading companies conduct training to
automated system checks. By eliminating the human element and ensure that staff in various functional areas — such as underwriting,
leveraging technology, the cost base goes down. That benefits claims, and reinsurance — understand appropriate regulatory and
smaller companies as well as larger organizations. compliance developments.

To improve their financial controls, leading organizations are applying e Policy and Process — Leading companies have also instituted an

a variety of strategies and tactics: annual risk-assessment process to ensure continual monitoring of

ongoing business finance risks and spend time evaluating only those
controls that truly matter. In addition, they have created financial risk
and governance programs that clearly define related controls and
governance policies and processes.

e Technology — Leading companies centralize control and risk
information for easy analysis, reporting, and updates. This makes
information available in real time and enables organizations to adapt
to changing requirements. They also leverage upstream technology
control options to reduce downstream manual processes.

Case study: Creating a documentation plan for financial control
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Performance management

Low-cost performers have 56% less staff than the insurance median; in addition, low-cost performers

have shorter cycle times.

Performance management process cost as a
percentage of total annual premium
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Figure 9.

“Insurers’ costs, however, may be
too low. The insurance industry
may not be keeping pace with
other industries in their level

of investment in performance

management. Some companies
could be critically underinvested.”
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Effective management information and analytics are paramount
to success in the insurance industry. So, too, is peak performance
management, particularly in budgeting, reporting, and forecasting.

In benchmarking performance management, low-cost performers
have 56% less staff than the insurance median (Figure 9). The gap
between median and low-cost performers is $1.0 million per $1 billion
of annual premium.

Insurers’ costs, however, may be too low. The insurance industry
may not be keeping pace with other industries in their level of
investment in performance management. Some companies could
be critically underinvested. Faster doesn't always mean better with
performance management.

Low-cost performers also have shorter cycle times in performance
management (Figure 10). Their planning cycle time is 15% less

than the median and their forecast cycle time is 47% less than the
median. But are the executives getting the information they need?
Unlike the financial close, where there is effectively a predefined set of
reporting requirements, the business intelligence space does not have
such constraints. So, finance executives should really be challenging
themselves to determine whether they and the business have what it
needs to run effectively.



To improve performance, leading companies are employing a number
of significant practices:

e Technology — They are using technology for successful planning,
budgeting, and forecasting processes. The complex nature of
revenue drivers, and often organizational structures, requires a
toolset with distributed processing, robust reporting, and strong
scenario planning.

¢ Organization and Talent — Leading companies are establishing a
centralized performance management function distinct from other
accounting and finance responsibilities. They are creating clear roles,
responsibilities, and accountability throughout the organization for
the controllable revenue and expense-planning activities. In addition,
they are linking compensation and rewards to performance.
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¢ Policy and Process — Identifying key drivers and limiting them to
a manageable and interpretable set of business-related actions are
key steps in performance management. Some insurers overanalyze
their data instead of focusing on key factors that tie back to business
actions. As a result, there is little ability to understand what forces
are actually driving organizational performance.

Case study: A unified approach to global performance management

"
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Looking forward

To stay competitive, insurance finance executives

need to focus on a number of key issues that can

affect the future of their organizations. These

issues include:

12

Balancing the various roles that finance plays within
the insurance organization, from strategic partner to
business steward.

Optimizing the level of offshoring and outsourcing, and
finding the right functions to move outside the organization.

Evaluating the decision to reduce costs with the need to
invest for the future, especially in a challenging and volatile
economic environment.

Preparing the organization to make the transition from
Generally Accepted Accounting Principles to International
Financial Reporting Standards.

Enabling the business to make better decisions in a time when
the quality of decision-making is more important than ever.

Defining and managing the role of finance in corporate
sustainability as the organization seeks to incorporate social
and environmental considerations in the business plan.

Developing a retention strategy that attracts and retains the

best talent in the finance organization.

Benchmarking can help executives achieve
these objectives by providing the organization
with timely competitive insights to make
informed investment decisions and changes.
Through benchmarking, executives can:

¢ |dentify and quantify potential improvement opportunities.

® Set reasonable, attainable performance goals and analyze
trends from one year to the next.

e Establish targets that make sense and evaluate the accuracy
of forecasts.

¢ Perform competitive analysis that leads to fast, meaningful

improvement.

Moreover, a combination of industry-specific
and cross-industry benchmarking can provide
executives with a comprehensive view of leading
practices that can invigorate their organizations
and create a competitive edge.

With such information in hand, executives
can make more informed decisions as they lead
their companies forward during challenging
business cycles.



Appendix

Methodology

This pilot study report is the result of collecting and analyzing data from 13 major domestic and international insurance companies.
Companies included in the cross-industry median comparisons are of similar size and scope.

The study was conducted in 2008. Data points include process costs, headcount, cycle times, transaction volumes, and leading
practice assessments.

In calculating percentages, the denominator used for the insurance industry is total annual premium earned; for non-insurance companies
that constitute the cross-industry median, the denominator is annual revenues.

Profile of participants

The companies that participated in this study represent a cross-section of the insurance industry:
e Annual premium: $798 million to $21.1 billion, with a median of $3.2 billion.

e Gross revenues: $1.7 billion to $25.9 billion, with a median of $5.2 billion.

e Three-year compounded annual growth rate: -8% to 29%, with a median of 5%.

¢ Operating expenses: $5.6 million to $656 million, with a median of $173 million.

e Assets under management: $2.4 billion to $426.8 billion, with a median of $19.4 billion.

* Number of active policyholders: 353,000 to 15 million, with a median of 2.4 million.

Definitions of process functions

Following are the process functions represented by each of the finance functions in this study:

Transaction processing General accounting and | Financial controls Tax and treasury Performance
external reporting management
e Accounts payable e External reporting e Internal audit e Tax-income ¢ Budgeting-capital
e Accounts receivable ¢ General accounting e Risk management e Tax-property ¢ Budgeting-expense
o Actuarial accounting* | e Statistical reporting* o Sarbanes-Oxley o Tax-sales and use and revenue
« Billing compliance « Treasury e Business financial
) analysis
e Credit ; ,
: e Financial
e Collections management
e Deferred acquisition reporting

o .
cost accounting e Forecasting

e Fixed assets
accounting

e Payroll

e Premium tax
accounting*

¢ Reinsurance
accounting*

e Revenue accounting

e Travel and
entertainment

* Insurance industry-specific process
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Deloitte’s Global Benchmarking Center (GBC) was established to provide executives with industry relevant metrics and insight.
The GBC delivers this information through ongoing benchmark studies in areas such as sales, general and administrative (SG&A),
finance and accounting, supply chain, information technology, human resources, and operations. The GBC has conducted studies
with more than 200 global organizations since 2005. These studies are uniquely designed to provide industry specific insight
relevant to multiple sectors.

About Deloitte

Deloitte refers to one or more of Deloitte Touche Tohmatsu, a Swiss Verein, and its network of member firms, each of which is
a legally separate and independent entity. Please see www.deloitte.com/about for a detailed description of the legal structure
of Deloitte Touche Tohmatsu and its member firms. Please see www.deloitte.com/us/about for a detailed description of the
legal structure of Deloitte LLP and its subsidiaries.

Copyright © 2008 Deloitte Development LLC. All rights reserved. Member of
November 2008  Item # 8271 Deloitte Touche Tohmatsu



