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Insurers face a challenging
environment
Insurers must constantly invest in new technologies to
harness the wealth of available internal and external data
to gain better insights and compete in shifting markets.
Changing customer expectations, brought about by
shifting demographics, preferences, and buying patterns,
are driving product evolution and the need for supporting
operational shifts. Nontraditional competitors have
accelerated entry and the rise of new, innovative business
models. Continued regulatory changes require significant
investment in sales standards, accounting, tax policy,
cybersecurity, and privacy protection.
Despite a myriad of industry pressures and
unprecedented economic volatility, insurers are
constantly expected to realize greater operational

2

efficiency while investing in new technologies, enhanced
capabilities, and an ever-evolving product portfolio. This
balancing act requires consistent, effective measures for
managing organizational expenses. Over the past decade,
life and annuity (L&A) industry premiums have grown
at a rate double that of operating income, suggesting
an inability to leverage scale for greater profitability.1
Property and casualty (P&C) insurers saw a rebound in
profitability during 2018 and 2019, reversing a trend of
steadily rising combined ratios going back to 2013, but
primary drivers of lower catastrophe losses, prior-year
reserve releases, and higher premium growth belie
potential vulnerability if premium and loss trends reverse
in the future.2

Reenvisioning expense management: How insurance companies can prepare for the future by establishing and maintaining expense-minded solutions

Challenges are amplified
by the pandemic
Compounding the pressures above, the economic
impacts of the COVID-19 pandemic are becoming more
widespread each day, with limited clarity as to when
or how a recovery will take shape. With the pandemic
estimated to continue into 2021, the global economy
could face up to $8.8 trillion in economic loss due to
lower GDP growth (equivalent to nearly 10% of the global
GDP).3 The economic contraction has already caused
significant unemployment globally (4.3% in China and
~10.5% in the United States and European Union as
of April 2020).4 Insurance regulatory authorities and
government bodies are reacting to protect policyholder
interests and reduce negative consumer outcomes. In
the United States, the National Association of Insurance
Commissioners has ordered insurers to adjust claims
remotely and seek to meet normal claims handling time
frames as well as requested extended grace periods for
insurance payments.5 Similarly, in India, life insurers have
been asked to extend 30-day interest-free grace periods
for payment of renewal premiums by an additional 30
days if requested by the policyholder.6 The China Banking
and Insurance Regulatory Commission has approved
and launched low-priced life insurance products, along
with a set of new rules to regulate the sector.7 Economic
shocks and service delivery challenges, coupled with
shifting regulatory and compliance burden, continue to
be major areas of focus for insurers across sectors during
the pandemic.

Impact on L&A providers
• Operational impact
– Challenges of virtualization on new business acquisition,
from front-end customer interactions to preliminary
health assessments
– Unemployment, income loss, and general market
volatility affecting customer appetite for new products
– Changing actuarial assumptions in the face of market
volatility, changing customer behavior, and uncertain
mortality and morbidity events related to COVID-19
• Economic and financial impact
– Premium lapses affecting revenue as individuals become
unable or unwilling to keep active policies
– Lower interest rates and equity valuations, widening
credit spreads, and increased implied volatilities have
negatively affected fixed-income and equity investments,
creating balance sheet and earnings volatility and
straining capital positions
– Reduced sales and less predictable policyholder behavior
could challenge the ability to predict and optimize
investment opportunities
Impact on P&C providers
• Operational impact
– Declining new business volume, with a disproportionate
decline among independent agent, channel-dependent
insurers (such as small- and medium-sized channels)
– Greater focus on customer retention, including the
potential need for greater operational support for
independent agencies and small brokers
– Falling auto claim volume and declining frequencies and
severities of property claims due to declining travel and
economic activity, leading to a renewed focus on usagebased pricing (for example, pay-per-mile auto policies
and demand-based coverage for personal property)
• Economic and financial impact
– Top-line pressure from changing customer behavior
(for example, decreased willingness or ability to pay
premiums or greater tendency to compare pricing among
carriers) and industry pressure to return premiums to
policyholders or accept flexible payment options
– Fixed unallocated loss adjustment expenses (ULAE)
costs creating margin pressure in an environment of
fluctuating volume and nonscalable infrastructure
3
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Respond, recover, and thrive
In the face of these challenges, insurers should refocus
and enhance their expense management capabilities to
optimize margins and sustain profitability, regardless of
top-line fluctuations. Integrating near-term operational
improvements to reduce cost, along with embedding a
sustainable culture of expense management in financial
planning and analysis (FP&A) processes, will allow insurers
to manage continuity, preserve margins, and make
strategic choices to emerge stronger from the crisis. By
leveraging a Respond, Recover, and Thrive approach,
insurers can move quickly and thoughtfully to address
immediate policyholder and employee needs before
introducing policies and processes to enable a sustainable,
cost-minded culture.

Respond
Responding to current challenges involves strict
prioritization and resource deployment to achieve
operational stability and manage continuity. Actions in
the Respond phase have a primary focus on managing
customer service and retention while deploying effective
remote work capabilities for employees. As customers
and employees find solid footing amid the volatile macro
environment, insurers should then look for opportunities
to reduce noncritical expenditures and leverage
technology and tools to optimize service delivery and
business operations. Many organizations across the L&A
and P&C sectors have already sought to pull various
levers in response to COVID-19, including the following:
• Assess remote work technologies
• Retire, rather than maintain, legacy hardware
and applications
• Triage in-flight project portfolio and reprioritize
• Leverage strategic spend management approach to
optimize and reduce external spend
• Work closely with finance and actuarial partners to
assess exposure and potential impact of COVID-19 on
the portfolio
• Analyze workforce for cost hotspots and opportunities
to redeploy talent based on shifting needs
• Optimize cost structures through managed and
operate services
• Perform third-party risk review, especially with suppliers,
to ensure business continuity
• Assess operational capacity and flexibility to manage
volatile claims volume
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Recover

Thrive

In the Recover stage, insurers can identify which
Respond actions are sustainable and which can be
phased out while layering on additional strategies
to sustain operating margins and improve service
delivery. Organizations may adjust post–COVID-19
growth expectations and realign medium-term
strategic priorities, prioritizing digital transformation
and modifying service models to better meet customer
needs and wants.

Insurers continue to expect their finance organization
to enhance value delivery and strengthen business
partnering while using fewer and fewer resources. To
deliver on these lofty expectations, finance leaders will
need to cultivate an effective, efficient blend of talent
and technology through timely, reliable information
and a consistent methodology for managing expenses
and driving organizational alignment beyond the walls
of finance.

• Rationalize software and application portfolio with a
focus on robotics and cognitive technologies to increase
automation and operational efficiencies

The planning and forecasting process is a key mechanism
through which organizations can deploy strategies
to enhance transparency and improve modeling of
expenses. As CFOs and FP&A leads review monthly or
quarterly forecasts and evaluate projected bottom-line
results, they contemplate how to create and maintain
an expense-minded culture to improve margins and
maintain fiscal discipline throughout their organization.
Rather than applying a surface-level strategy (like acrossthe-board cuts) or looking to deploy a process that is
prohibitively complex, costly, or time-consuming (for
example, comprehensive zero-based budgeting (ZBB)
for all expense-line items), insurers can use the following
approaches to better understand what drives expenses
in their organization, how to counteract (or leverage)
observed expense trends, and how to build a broad,
sustainable culture of expense management over time.

• Rethink technology total cost of ownership by
consolidating and converging similar platforms and
migrating infrastructure to cloud
• Leverage cost-effective middleware to stitch together
legacy systems and enable automation
• Consider robust segmentation criteria and rules
to reduce cycle times, drive more straight-through
processing for underwriting, and reduce the need for
field adjusting
• Engage in strategic partnerships to enable remote
claims handling
• Utilize gig economy workers instead of expensive
loss engineers for field data gathering and required
inspection of one-off or remote locations
• Cultivate outsource and operate partnerships for
finance functions where it may be cost-prohibitive to
invest in human capital, resources, and technology
development required by competitive and regulatory
pressures (such as tax)
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• Establish a central expense management team
within finance to evaluate expenses across the
organization and share leading practices among
business units: Having an established central team is
critical to cultivating an expense mindset throughout
the organization. The central team should drive
standardization in ongoing expense management
activities, governing standards, cadence, and an approach
for reporting and analysis. It is important for regional
teams, functional teams, or business units to also have
shared accountability in achieving the goals set by the
central team, especially as those regional, functional,
and business unit finance teams play the role of effective
influencers and business partners. In instances where
accountability to drive expense targets is not shared
with regional or business unit leadership, the central
team may fail to achieve the desired results. To drive
transparency and create a mechanism of accountability,
expense-focused dashboards and visualizations should
be deployed to help identify and monitor expense
trends. The central expense team should be staffed with
effective business partners who have strong data and
analytics skills, understand the data available, and own
the expense management mindset. This team should also
understand the “heart of the business” and have deep
relationships across the organization, especially within
claims and the actuarial business functions. Working
closely with other functions, this group can help shed
light on pressing expense items like acceptable methods
to allocate ULAE, how commissions should be forecasted
during times of stalled revenue, and how costs should
behave in LDTI models. Through strong business
partnerships and an expense-centric mindset, a central
team can help drive cost-conscious behavior across
the organization.
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• Take a detailed, bottom-up approach to replanning
initiative and project spend: A lack of visibility into
project or initiative spend often means a lack of scrutiny.
To build a strong expense management culture, it is
critical that executives and managers understand
whether projects generate results in line with the
expectations identified to justify the initial investment.
To do this, actual results should be sourced and tagged
to a specific initiative—another responsibility that should
reside with a central expense management team. In the
absence of actual data, an estimate of expenditures
and results should be maintained over time. Optimally,
both planned and actual results associated with a given
initiative are available to enable comparisons and make
informed business decisions.
• Conduct materiality and accuracy analyses
to inform plan and forecast methodology: A
fundamental first step is to understand how material
each expense category or line item is in relation to
overall performance. Material expenses often include
commissions, personnel, and claims-related expenses.
Immaterial expenses fall into two main categories: minor,
stand-alone expenses (such as boards and bureaus),
and major expense categories planned at an immaterial
level of detail (such as individual travel expenses). With
a solid foundation of materiality, organizations should
compare historical expenses with their associated plan
or forecast to see how accurately each one projected.
Given a potential need for increased near-term liquidity,
greater focus should be placed on planning for material
expenses that have shown poor historical accuracy, as
future negative variances may absorb liquidity reserves.
Additionally, organizations should look to deploy
advanced data modeling techniques to identify how
historical macroeconomic drivers have affected these
line items.
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• Implementing targeted ZBB through driverbased planning: The relationship between materiality
and accuracy should inform planning logic. Material
expenses are often strong candidates for driver-based
logic, especially when they vary predictably based on
an underlying driver. Algorithmic modeling capabilities
(see "What is algorithmic modeling and forecasting?")
can be deployed to find and quantify these predictive
relationships using historical financial results, along with
internal and external driver data. In these instances, it
is critical to ensure access to (and integrity of) source
data at both the account and driver levels. Driver-based
planning is often a crucial element of implementing a ZBB
strategy, where expenses are projected by starting from
zero, identifying core business drivers and associated
expenses, and then planning driver volume to justify
a budget. For many organizations, a near-term ZBB
deployment may not be feasible given the need to align
organizational objectives, incentives, processes, data, and
governance controls for a successful implementation.
As an alternative to a potentially long and arduous ZBB
deployment, organizations can utilize driver-based
planning to realize some of the core benefits of adopting
a ZBB mindset (what resources are needed to truly
support the business, as well as the costs associated with
those resources). As organizations become comfortable
with the driver-based concept, they can start deploying
ZBB for specific expense line items, like external
contractor spend or strategic initiative investments.
Organizations should also reconsider the value of
deploying ZBB for all expense line items versus a select
number of material accounts.

What is algorithmic modeling and forecasting?
Algorithmic modeling and forecasting uses statistical
models to describe what’s likely to happen in the future.
It’s a process that relies on warehouses of historical
company and market data, statistical algorithms chosen
by experienced data scientists, and modern computing
capabilities that can make collecting, storing, and analyzing
data fast and affordable. Forecasting models offer more
value when they can account for biases, handle events and
anomalies in the data, and course-correct on their own.
That’s where machine learning comes into play. Over time,
forecasting accuracy improves as algorithms “learn” from
previous cycles. Deloitte’s own PrecisionViewTM solution
combines data science, machine learning, and advanced
visualization to help companies accelerate their planning
and scenario modeling efforts to more quickly move
to action.

• Simplify allocations and the complexity of expense
allocations: For organizations to improve profitability
and accountability, it is critical that all products and
services receive their appropriate share of revenue and
cost allocations and that organizations understand the
“cost to serve” their customers. Finance organizations
seek to provide comprehensive, credible, and actionable
information about their expenses, and the business
seeks to obtain as much information as it can to better
understand allocations. This gives rise to a vicious
circle of inefficiency. Cost allocation pools and dynamic
drivers developed to face this challenge are onerous to
manage and explain. Furthermore, the allocation process
becomes an exercise of making contra entries across
the organization, rather than an initiative to manage and
reduce costs. For effective expense management, an
organization—finance and the business—can pull many
levers to simplify and improve allocations. This shifts
expense-related conversations from debating outputs
and results of an allocations process to evaluating and
executing relevant business decisions through buyersupplier conversations. Changing the allocation dialogue
will improve expense management and further support
the expense-minded culture.8
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What’s next?

Case study

1

Identify new opportunities
(in typical hotspots such as technology,
customer service, operations)

2

Validate and refine opportunities
(in core capability areas such as
underwriting, distribution, claims)

3
4

Execute cost transformation plan

Deloitte recently worked with a leading L&A player to
identify $40–50M in run-rate cost savings by making
transformational changes across the business and
operating model.
Process optimization (core business processes)
• Redesigned end-to-end underwriting process with
greater data integration to improve employee and field
representative experience
• Developed a servicing capability to support “orphan”
clients and eventually become a stand-alone servicing
organization
• Assessed current revenue- and expense-sharing model
to identify opportunities to improve within the field
Technology projects and infrastructure rationalization
(technology and infrastructure)

Sustain expense management

• Rationalized software and application portfolio,
software licenses, and projects
• Enabled better cost allocation to businesses

Insurers should take a fresh look at cost opportunities
that may exist within their organizations. As cost
opportunities are identified, a customized approach
should be taken. Deloitte can help organizations identify,
validate, and refine opportunities through our rapid, datadriven diagnostic assessment. This can help guide an
organization’s strategy to manage costs.
Laying the foundation for future recovery and sustained
operational excellence is key for insurers. Organizations
should focus on dealing with the present, managing
continuity, and making strategic choices to emerge
stronger from the crisis with a plan and structure that
sustains an expense-minded culture.

Outsourcing, consolidation, and real estate
optimization (corporate functions)
• Eliminated and/or outsourced low-value-added activities
(for example, documents retrieval and review and
simple compliance checks)
• Expanded span of control
• De-duplicated functions and tasks across central and
dedicated teams
• Rationalized real estate footprint and implemented new
work-from-home policies
External spend reduction (purchased goods and
services)
• Implemented new sourcing and demand management
governance to reduce third-party spend
• Revisited purchase authorities and controls and
implemented policies to reduce maverick or higher-cost
buys (such as off-contract)
• Consolidated like-spend and reduced vendor
fragmentation to take advantage of supply
market changes
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