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Foreword

Dear Colleagues,
Insurers face enormous challenges in the year ahead, and not just because the pace and durability of
the U.S. economic recovery is uncertain. Indeed, for carriers to expand their business and improve their
profitability over the long term, they should keep their eyes focused beyond the short-term obstacles
they may come across in terms of the business climate.
Many carriers have already made such a proactive approach part of their standard operating procedure. They continually
reexamine how they do business, realizing that achieving innovation across the enterprise is part of an ongoing journey.
They regularly reassess their product development and target marketing strategies. They initiate transformations in their
technology infrastructure, particularly when it comes to underwriting, policy administration and claims systems. They
periodically reevaluate their distribution systems, both to fine-tune the productivity of their existing sales force while
exploring the possibility of adding new channels to reach prospects with different needs and preferences.
The driving force behind such innovative carriers is their commitment to differentiate themselves and keep improving the
customer experience so they aren’t left to compete on price alone, or the sale of a commoditized product. In short, they
constantly look to add value to the equation for their clients to improve both acquisition and retention rates.
Leading insurers also realize that despite the rising importance of technology, insurance is still a people business. Cuttingedge carriers continuously adapt to the needs of the evolving workforce and make adjustments to develop and retain the
talent they already have within the company, while attracting those with the skill sets required to remain in the forefront
of innovation.
Such changes are not easy to contemplate or implement, but the longer strategic decisions and initiatives are delayed, the
more difficult it might be to catch up with, let alone surpass the competition. One factor in favor of insurers is that unlike
the economic conditions in which they operate, these challenges are usually very much within their control, leaving them
in charge of their own destinies.
This year’s Outlook has a different spin to it from prior editions. Our research team has picked out 10 important issues that
senior insurance executives should take into account as they make their way through the year. The list is not exhaustive,
nor are many of the issues raised new to the industry. But effectively addressing these topics is likely to put insurers in a
much better position not just to survive, but to prosper in 2013 and beyond.
This Outlook is based on original research combined with the insights and first-hand experience of many of Deloitte’s
leading insurance practitioners. We anticipate that it will be well worth your while to consider each of these challenges
from your own company’s perspective, so as to tailor an appropriate response for each insurer’s individual circumstances.

Rebecca C. Amoroso
Vice Chairman
U.S. Insurance Leader
Deloitte LLP
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Introduction: Macro issues expected
to affect the life insurance and annuities
industry in 2013

U.S. economic growth has been uneven and relatively weak over the past two years, keeping
unemployment relatively high. This makes it more difficult for carriers to expand their business with
consumers wary of committing their limited disposable income to discretionary purchases such as life
insurance and annuities.

Exhibit 1. Weak economic expansion undermines insurer growth prospects
U.S. Gross Domestic Product Growth Rate
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Source: US Bureau of Economic Analysis
http://www.bea.gov/iTable/iTable.cfm?ReqID=9&step=1

Perhaps the biggest headwind facing life insurers and
annuities providers is the sluggish U.S. economy. While a
recovery has been underway for quite some time, it’s been
slow and unsteady. Meanwhile, low interest rates and
an uncertain stock market are making it very difficult for
carriers to reliably offer guaranteed rates of return in
their policies.

The industry’s growth prospects are further hindered by
events outside the country, which threaten to undermine
or perhaps even derail the fragile U.S. recovery. In the
Eurozone, the possibility of a full-fledged financial crisis
remains. Although European policymakers have taken steps
to curtail the risk of a sovereign debt default, lingering
concern over the fate of the Greek and Spanish economies
is keeping the region and the world on edge.

And with millions still out of work or underemployed, and
many more focused on repaying mortgage, credit card
and student debts, a lot of consumers have shorter-term
financial priorities to worry about other than life or
annuity protection.

In addition, growth rates are slowing down for the world’s
biggest trading partner, China, as well as other developing
markets, which could further exacerbate sluggishness in the
U.S. and global economies.
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Still, there are significant signs of improvement in the U.S.
economy. Private sector rehiring, gains in the automobile
and housing markets, and expansion of domestic energy
production and manufacturing are among the macrotrends likely to instill more confidence in the economy and
spur stronger growth in insurance sales.

In the face of some of the macroeconomic challenges
mentioned above, U.S. insurers will have their work cut
out for them in attempting to secure new business while
bolstering their bottom lines. Their task might be further
complicated by stricter regulations concerning financial
disclosure, risk assessment and capital management.

However, insurers should be prepared to deal with a long
period of low interest rates and what might turn out to be
a “two-steps forward, one-step back” type of economic
recovery. To adapt to this “new normal,” there are actions
carriers can take not only to leverage opportunities
emerging in the short term but to set the stage for
longer-range gains, in part by improving their technology
and talent base as well as their marketing and
distribution capabilities.

But insurers have options to bolster their ability to
overcome many of these obstacles, as outlined below.
While there may be much going on in the economy that is
outside of the industry’s control, there are proactive steps
insurers can take in terms of how they do business so they
can better position themselves to change directions and
adapt to life in a slowly recovering economy.
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The list of 10 challenges

Exhibit 2. Leading life and annuity issues
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As we contemplate the competitive landscape in 2013,
senior-level insurance executives are likely to confront
a series of interdependent challenges that should be
addressed for carriers to thrive in the year ahead and
beyond. While many of the issues raised here are not
appearing on a list of this sort for the first time, they are
likely to play a much larger role in insurer growth over the
next 12 months.
We’ve broken the 10 leading challenges for 2013 into
four categories of concern—financial (how insurers can
improve their top- and bottom lines), marketing (how
they can more effectively reach and serve their clients),
4
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on the retirement
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management (how they can do a better job running their
companies), and regulatory (how they can deal with the
changing rules of the game).
There are undoubtedly additional threats and opportunities
on the radar of individual carriers, and each year brings
its own unforeseen problems to address. But few carriers
will be able to avoid this list of 10 challenges, while those
that can overcome them and even capitalize on the
opportunities that emerge will be far better prepared to
take on whatever other crises emerge in 2013 and through
the rest of what could be a turbulent decade indeed.

Financial concerns: How can insurers improve
their top- and bottom lines?

Picking your spots: Making hard decisions
about where to compete
With the economy still very much in flux, life insurers and
annuity providers will have to run a veritable obstacle
course to keep growing while remaining profitable in the
year ahead. One of the biggest hurdles is the low interest
rate environment, which is forcing carriers to rethink their
long-term commitments to policyholders with guaranteed
income products. The slow economic recovery is another
major challenge, given that many consumers are focused
on more immediate concerns such as getting a job, selling
their home, or paying off other debts.
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These conditions will leave many consumers wary about
discretionary spending, making life insurance and annuity
growth somewhat problematic as prospects address other,
more pressing financial priorities. Carriers must be more
focused and creative to grow organically, while some will
look to boost their reach and bolster economies of scale
via mergers and acquisitions.
What’s new for 2013?
Insurers are expected to put more emphasis into
reconfiguring their product mix, policy features and
distribution options. The sale of higher-risk, guarantee
products will likely be deemphasized by some carriers,
while others may exit the market. A number of insurers
will look to divest non-core operations to focus capital
on more productive lines, while others make strategic
acquisitions to provide access to new markets, products or
sales channels.

As noted later in this report, health care reform and the
expanding retirement savings market could also create
new opportunities for life and annuity providers to
leverage. The underserved middle-market could be a prime
target as well.
And while the U.S. economy struggles to regain its
momentum, developing markets in Asia and Latin America
might offer attractive complements or substitutes, as these
regions are generating above-average levels of economic
growth as well as a burgeoning middle class. However,
regulatory hurdles and competition with foreign and
domestic incumbents present their own sets of challenges
that new entrants will have to face.

Bottom line
Some of the biggest gains could be made by those who
target “emerging markets” in their own backyard. Indeed,
not all U.S. states are created equal when it comes to the
pace of economic recovery.
With domestic energy production on the rise, those states
with oil, gas and coal to exploit are experiencing faster
growth and lower unemployment rates than in the rest
of the United States. Carriers that refocus their efforts to
capitalize on such geographic differences could ride the
wave of more rapidly rebounding markets.
.

Group life could provide growth opportunities as private
employers continue to add new hires to their benefit rolls.
In addition, there may be more deals transferring private
pension plan obligations to an insurer as part of a massive
group annuity contract.
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Mergers and acquisitions could change the
insurance landscape
With a confluence of challenges likely to inhibit organic
growth prospects for life and annuity insurers, it begs the
question whether 2013 will be the year that insurance
mergers and acquisitions take off to achieve both growth
and economies of scale.
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Low interest rates and new capital requirements will
compel some life insurers to shed unprofitable assets.
Moreover, as post-election uncertainty on regulatory
reform is now largely past, life insurers may be tempted
to invest closely held capital to acquire players or lines of
business to drive growth in new markets both here
and abroad.
What’s new for 2013?
It is anticipated that life insurer restructuring will move into
high gear in the U.S. and globally. With low interest rates
and unreliable equity markets undermining investment
income and making it difficult to fulfill product guarantees
to policyholders, and with higher reserve requirements
potentially on the horizon, many carriers may reevaluate
which businesses to remain in, and begin to sell non-core
or underperforming pieces.
While some insurers will consider buying out potentially
unprofitable legacy annuity contracts, others may spin-off
annuity businesses. Several large domestic and foreign
companies may divest life insurance assets in the U.S.
to concentrate on core businesses and regions. Merger
or acquisition deals may spring from carrier interest in
entering or growing within emerging markets to
pursue growth potential that seems more elusive in
mature regions.
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The overall M&A environment seems ripe for an acceleration of deals in 2013,
which should prompt insurers to reevaluate opportunities to spin off non-core
units or expand in areas of strength as well as new markets.

Bottom line
Difficulties in agreeing on deal terms may continue to be
an impediment in the near-term as many life insurers are
trading below book value. However, it appears spreads in
valuations have stabilized and are beginning to narrow.
While it’s tricky to predict where the capital markets—a
noteworthy predictor of M&A activity—will go over the
next six-to-12 months, the overall environment appears
ripe for an acceleration of deals. Life insurers should
reevaluate the profitability of their lines and products, and
position to concentrate on strategic, core businesses.

Low yields prompt search for more lucrative
investment options
There is no respite in the near future for insurance carriers
suffering the effects of falling investment yields, as the
Federal Reserve has indicated plans to try to hold interest
rates at low levels through mid-2015. The resulting
diminished investment income impedes the industry’s
ability to generate a return on equity that satisfies
stakeholders while still supporting previous rate guarantees
to policyholders and providing competitive product rates.
While carriers are trying to mitigate the impact of these
trends by scaling back on interest-sensitive products as
well as reducing guaranteed benefits, such adaptations
will likely provide only partial relief, with a corresponding
downside risk to earnings. Carriers will also likely require
new strategies to bolster income from investments as well
as their bottom line.
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With no indication of a change in direction for interest rates in 2013, life and
annuity carriers have been challenged to seek alternative investment options
to improve returns to meet their guarantees to policyholders and keep their
products both competitive and profitable.

Exhibit 3. Insurers struggle to respond to low interest rate environment

The implication is that carriers will continue to focus
on assets that generate higher absolute returns. The
drawbacks to this strategy include questions as to whether
incrementally improved spreads justify incremental
increases in portfolio risks and the potential for higher
capital requirements.
What’s new for 2013?
Insurers will likely become more aggressive in their quest
for higher yields by exploring various alternative asset
classes such as real estate, private equity, developingcountry stocks and bonds, hedge funds, commodities,
and oil and gas assets. In addition to higher yields, some
alternative investments can provide an additional hedge
to insurers against low interest rates, due to their negative
correlation with traditional investments.
Also on the horizon, particularly for smaller insurers, is
the outsourcing of alternative investment management
to third-party asset managers, who are more familiar with
such asset classes and might offer cost advantages.
At the same time, carriers are expected to continue their
efforts to de-risk, by scaling back on guaranteed products,
providing offers to surrender annuities with rich livingbenefit guarantees, or completely exiting certain life and
annuity product lines.

U.S. Treasury yield curve

Bottom line
Carriers are likely to look to boost investment yields so they
have a better chance of generating their targeted return
on equity. Insurers may therefore revisit their strategic asset
allocation, including consideration of potential increases in
alternative assets to generate higher returns and diversify
their investment portfolios.
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their portfolio risk, carriers are likely to embrace more
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Source: U.S. Department of Treasury
http://www.treasury.gov/resource-center/data-chart-center/interest-rates/Pages/Historic-LongTerm-Rate-Data-Visualization.aspx
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Marketing concerns: How can insurers
more effectively reach and serve their
customers?
Special delivery: Expanding distribution
options
Life insurance and annuity companies face a number
of hurdles hindering their ability to reach the uninsured
and underinsured markets, with gaps in their distribution
models being one of the most challenging.
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For example, millions in the middle market either need
life insurance (or additional coverage if they already have
a basic term policy), yet agents and brokers often find it
difficult to economically reach and service such consumers
given the lower commissions generated in this segment.
What’s new for 2013?
Carriers looking to overcome challenges reaching the
middle market might consider developing or bolstering
direct-to-consumer options to supplement their agency
distribution system. At the same time, to gain additional
market share in the upscale customer segments, carriers
selling through independent agents and wholesalers should
reassess their intermediary relationships to promote greater
productivity and economies of scale going forward.
While exploring new distribution options, carriers will also
depend more on advanced analytics not just to underwrite
their products, but to identify performance drivers, better
value indicators and industry benchmarks for best practices
to make certain they are aligned with those agents and
brokers with the highest growth potential, both among
established as well as up-and-coming intermediaries.

Bottom Line
The evolving distribution matrix is expected to require
carriers to anticipate and manage potential channel
conflicts so they can expand into new markets via
alternative business models, even as they work to retain
and refine their traditional agent/broker network.

Expanding the net: Bringing new segments
into the fold
Business as usual is no longer a prudent or profitable
philosophy in the life and annuity sector. Persistently low
interest rates and the uncertainty of tax reform’s impact
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combine with a still struggling economy to create a
“perfect storm” for life insurance and annuity
(L&A) players.
Insurers looking to pursue organic growth in this
environment should start thinking more broadly about
how to innovate with products and distribution channels
to remain relevant with consumers and penetrate more of
the under-served market segments.
What’s new for 2013?
Overcrowding in the mass affluent space will likely prompt
many carriers to cast their net down-market, seeking to
inexpensively distribute simplified products to previously
under-targeted and subsequently underpenetrated low-tomiddle market segments.
This will require design of simpler, more flexible, lowerpriced products and lower-cost distribution vehicles.
Expect insurers to align with retail centers and even health
exchanges for ease and convenience that appeal to the
low-to-middle market.
Other strategies are likely to include more targeted
marketing, expanding use of predictive analytics, sales
force diversification, and a greater push to educate the
low-middle market on the need for protection products.
Some may enhance capabilities to inexpensively tap into
this opportunity via the Web through simplified issue.

Bottom Line
Innovation is now an imperative, as insurers are less likely
to thrive unless they quickly adapt to the new low-interest
rate environment. Penetrating underserved markets may
require product remodeling and more cost-effective
distribution strategies.
Profitable growth opportunities might also be available
for those who employ predictive analytics to customize
product design, micro-targeting and marketing efforts.
The winners in the “new normal” environment will have
to look out of the box and delve into new arenas with
innovative strategies that will make the efforts worthwhile.

respondents turned to a professional to help advise them
on planning their retirement, while six out of 10 said they
have not been contacted by any financial institution or
intermediary about their retirement savings and
income needs.
There are also trust issues to overcome, with three
out of 10 respondents saying they don’t trust financial
institutions offering guaranteed income to be able to fill
their commitment when they retire. One in five don’t
trust insurance agents and financial planners to provide
objective advice to address their retirement savings and
income concerns.
What’s new for 2013?
Financial services institutions in general, and those writing
life insurance and annuities in particular, should rethink
their approach to gain more trust and generate growth in
the retirement savings market.

Only about one-third of those responding to a recent Deloitte survey seek
professional advice when planning their retirement, which is a prime reason
why 60 percent do not have a formal plan to save and provide income for their
post-working lives.
Cracking the code on the retirement income
market
Only three out of 10 U.S. consumers feel very secure
about having enough savings and income to maintain
a comfortable lifestyle when they retire, according to a
recent survey conducted on behalf of Deloitte’s Center for
Financial Services.

Educational marketing should be a major component to
better explain how the industry’s long-established life
insurance and annuity products can serve a multitude
of purposes, including retirement income. Affordability
concerns also have to be alleviated, as nearly half of those
surveyed believe they don’t have enough disposable
income to commit to retirement savings.
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The survey queried nearly 4,500 Americans representing
a wide range of income and age groups. It found that
the lack of security could be in part because 60% of
respondents do not have a formal retirement plan, while
many (particularly younger consumers) don’t understand
some of the basic products designed to address retirement
needs—including life insurance and annuities.
At the same time, the survey found a failure to connect
between financial services providers and consumers
when it comes to retirement. Only about one-third of the

Bottom line
Life and annuities carriers and their intermediaries should
consider taking a more holistic approach to crack the code
on the retirement income market. The survey found that
while consumers often have a multitude of conflicting
financial priorities to address, including retirement, fewer
than half tend to think of their retirement savings and
income needs as part of an interconnected financial plan.
Therefore, those pitching retirement products and services
will likely have to broaden their approach to help clients
brace for additional concerns—especially healthcare, given
that six out of 10 surveyed said they feared no matter how
well they prepare, health and long-term care costs could
overwhelm their retirement savings and income goals.
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Healthcare reform may shake up life
distribution
With implementation of the Patient Protection and
Affordable Care Act now assured following the reelection
of President Obama, life insurers will need to carefully
assess the challenges and opportunities posed by the
possibility of life and other protection products being
marketed along with health insurance via the new
distribution ecosystem of health exchanges and direct-toconsumer outlets.
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Such outlets may help life insurers lower distribution costs
and better connect with historically underpenetrated
low-to-middle income and small-business segments.
However, it will require deft maneuvering with new and
traditional distribution partners for life carriers to reap
those benefits.

Developing new hybrid products or revising underwriting
and pricing guidelines based on combined analytics and
data management capabilities are further avenues for
potential partnerships with health plans.

Bottom line
With the uncertainty around health care reform resolved,
life insurers should begin now to position themselves to
take advantage of emerging cross-selling opportunities as
well as ward off potential threats from new competitors.
Simplified, lower-premium products sold through new
low-cost channels are likely to have the biggest impact in
reaching this emerging market of mostly low-to-middle
income consumers. This could be a win-win for life carriers
and consumer segments with inadequate health and
life coverage.

What’s new for 2013?
Public health exchanges will come online in preparation
for individual and employer mandates going into effect
in 2014. Taking advantage of the prohibition preventing
public exchanges from selling ancillary products, private
exchanges are expected to enhance their value proposition
for businesses and individuals seeking one-stop shopping
for health and ancillary coverage.
Health plans are poised to gain access to millions of new
consumers through these exchanges, along with direct
sales and via their agency partners. This potentially puts
them at an advantage if they choose to leverage this
access to cross-sell life, disability, and accident products.
Life insurers can take advantage of the new opportunities
by focusing their core marketing and underwriting
strengths on these growth segments. Products might have
to be simplified, operating platforms might need to be
enhanced to plug and play with new channels, and brandbuilding may be required to compete effectively for this
segment’s business.
Another option for L&A players would be to explore
partnering with health insurers to offer their life, disability
and accident products. Several carriers are already testing
out this strategy, and the trend is anticipated to accelerate.
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With millions of consumers prompted to buy health insurance or pay a penalty
next year under a new federal mandate, there might be an opportunity to
cross-sell life insurance and annuity products via the same channels.

Operational concerns: How can insurers do a
better job running their companies?

Insurers may find it tough to fill their most skilled personnel openings with a “Help Wanted” ad, and would
be wise to upgrade their internal development programs to better leverage those already on board.
Exhibit 4. Help wanted
U.S. insurance industry critical workforce requirements projection 2008-2018
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Solving the talent paradox: Switching focus to
internal development
How is it that while millions of workers are unemployed
and eager for a job, many insurers are finding it very
difficult to fill critical positions requiring more specialized
skills, such as underwriters and actuaries? That paradox
can be explained in part by the fact that unemployment
among highly-educated individuals is far lower than it is
with the population at large, creating stiff competition for
able job candidates.
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This challenge is exacerbated by the fact that a growing
number of carriers are losing experienced personnel to
retirement because of an aging workforce. At the same
time, insurers find themselves in need of more highlyskilled individuals to handle the advanced data analytics
and predictive models being deployed throughout their
operation, as well as comply with new regulatory and
financial reporting requirements, among other emerging
personnel needs.

In addition, reputational challenges and a lack of
awareness about opportunities in the industry continue to
hinder insurer efforts to recruit the best and the brightest
out of college and graduate schools.
What’s new for 2013?
Many insurers will likely not be able to fill their personnel
needs by placing a “Help Wanted” ad or recruiting talent
from competitors. Instead, they will have to more precisely
identify what it takes to get the job done in each critical
function so they can proactively and creatively seek out
non-traditional candidates through alternative sources.
To fill the personnel gap, insurers should refocus their
human capital initiatives. To accomplish this, they should
take steps to better understand the background and skill
sets required of those in specialized positions, facilitated by
the development of in-depth proficiency profiles that go
well beyond basic job descriptions.
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They also should recognize that employees of various
generations, ethnicities and levels of development often
have very different outlooks on what they expect and value
from their employers, and customize how they approach
and motivate each segment.

Bottom line
While insurers need to do a better job recruiting talent
both from within the industry and among the most
promising graduates, due to the talent paradox they are
not going to be able to fill all of their critical roles with
external candidates. They therefore would be wise to
build from within as an equally important priority, focusing
their talent retention investment dollars on retraining and
moving existing staff into critical, hard-to-fill roles requiring
specialized knowledge and skills.
Insurers should expand their available talent pool by diving
deeper into the knowledge base, behaviors and personal
attributes required to make their skilled players successful.
Such data can be incorporated into predictive models that
spot personnel already working at the company who can
assume more valuable roles, as well as those beyond the
industry altogether who could most easily and productively
transition to a new career in the insurance business.
In addition, to attract and retain top talent, carriers should
recognize that different segments of employees do not
have the same expectations and preferences when it comes
to the workplace experience, and respond accordingly.

Tech infrastructure requires regular upgrades
Burdened with legacy systems and business practices,
insurers are struggling to adapt to the accelerating
momentum of technology advancements and subsequent
shift in consumer behavior and preferences. Consumer
expectations are being set by other industries, and as a
result the use of smartphones, tablets and computers is
now virtually ingrained in society, and demand for real-time
service and convenience is the standard to meet.
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New technology, including the widening use of predictive
modeling and advanced analytics, are instrumental in the
industry’s quest to enhance the customer experience and
speed up the business process to allow placement of new
policies in a matter of days or hours rather than weeks.
Meanwhile, industry players are being challenged to
consider how to harvest and leverage the boundless
supply of real-time structured and unstructured data to the
long-term benefit of their business.
At the same time, privacy, liability, regulatory and
reputational risk concerns make data security a renewed
priority, as the increased use of social media, mobile
computing and other technologies opens insurers to a
wider range of potential cyber-exposures should their
systems be compromised.
Finally, regulators are demanding greater transparency and
oversight through increased reporting and self-disclosure,
which will require technology system modernization.
What’s new for 2013?
L&A insurers will likely expand their footprint in the digital
world with the use of new technologies such as content
analysis, social computing, sentiment analysis and
digital identity.
Carriers may move to take their customer cycle mobile,
from sales through claims, while leveraging social media
more productively than merely as a billboard for the
company’s brand. Investments in digital technology
will meet a need for enhanced customer service,
product and service education, and connection with
younger generations.
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A critical need for advanced analytics is expected
to drive more targeted investments around related
technology. Insurers will enhance their capabilities for core
underwriting and policy administration functions.
Finally, life insurers pursuing product and process
simplification strategies will actively evaluate the option
of cloud computing. This strategy provides a breakout
opportunity for insurers to migrate off their legacy core
systems, rationalize products and processes, and reassess
the validity and relevance of existing business rules.

Bottom line
The insurance industry is fast becoming a technology
business, so carriers should deal with business and
technology issues under one unified strategy.
Legacy systems should be modernized to support
enterprise-wide risk management and shifts in consumer
behavior. However, with each new tech initiative,
insurers should reexamine and consider how to fortify
their data security systems and put in place rapid
response risk management plans in case of a breach.
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Regulatory concerns: What should insurers do
to keep up with new rules?

Regulatory reform: Time to look
ahead again
While the reelection of President Obama provided some
regulatory certainty in that Dodd-Frank will remain the
law of the land, life insurers are still faced with concerns
as 2013 dawns, including increased scrutiny by regulators
over risk management practices just as continued low
interest rates make it even harder to meet desired
investment return goals without increasing risk.
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Insurers have a number of regulatory challenges ahead, including scrutiny of
the use of captives by life carriers.

Exhibit 5. Putting the regulatory puzzle together

Solvency II

Among the top regulatory issues facing life insurers is
preparing for full implementation of the Risk Management
and Own Risk and Solvency Assessment (RM-ORSA) Model
Act, put together by the National Association of Insurance
Commissioners. First reports are due in 2015, and
getting ready for that first filing may involve changes to a
company’s operating model, enterprise risk management
system, information technology systems, and its human
capital. The positive side for life insurers is that ORSA may
help them prepare for and reduce the impact of future
economic incidents.
For large and multinational insurers, concerns over the
development of the various solvency regimes and their
capital impact may still continue, and the impact of the
long overdue Federal Insurance Office report on state
regulation remains to be seen. But federal legislative
concerns, most notably any changes in the tax treatment
of life insurers, may assume more importance as ashington
searches for ways to reduce the budget deficit.
What’s new for 2013?
Expect to see insurance regulators continuing to look
closely at existing practices for possible consumer harm or
economic concerns. Chief among these may be the use
of captives by life insurers. Some regulators have privately
expressed concerns that such captives may not have been
used for what they consider legitimate risk transfers, but as
a means of moving risk off balance sheets.
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Insurers should be prepared to defend these practices
as legitimate accounting and risk-transfer measures, and
consider how much transparency they may be able to
tolerate as the price for regulatory approval.

Bottom line
“Some of the regulatory overhang since the financial crisis
is slowly receding,” said Howard Mills, Director and Chief
Advisor of Deloitte LLP’s Insurance Industry Group. “Those
who will be designated as Systemically Important Financial
Institutions should know that in 2013. We know the new
normal for risk management requirements. We can expect
some continued difficulty in the investing and growth
environments, and more regulatory scrutiny of existing
practices, as well as the possibility of an active Federal
Insurance Office.”

Systemically Important
Financial Institution
(SIFI)

Consumer Financial
Protection Bureau

NAIC Solvency Modernization
Initiative (SMI)

In the Final Analysis…

It’s relatively easy to identify the challenges facing insurance carriers and their distributors, but it’s a lot harder to
determine how an individual insurer should respond. Each course of action has its own risks and rewards, but perhaps
the one certainty is that doing nothing is rarely an option. Even carriers that consider themselves successful under their
own version of the status quo should evaluate the potential vulnerabilities of their business models in a rapidly evolving
economy and insurance marketplace.
For now, senior executives at least should begin assessing how the challenges raised in this report might affect their ability
to generate growth and profitability. Each issue is both a threat as well as a potential opportunity, depending on how a
particular carrier chooses to address the challenge.
As noted earlier, there is a lot going on in the world that is beyond the control of insurers. But risk is their business, and
by taking both small and bold risks now to get a better grip on their larger exposures and biggest challenges down the
line, their stakeholders and customers will likely be better for it.
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