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Summary

Overview

The insurance industry will be reshaped and won by those innovators who can
develop more flexible products, deliver new breakthrough services and create new
business models and operational efficiencies. Advances in business intelligence,
analytics, enterprise financial planning and risk management —all aspects of
performance management —are key to staying ahead. These capabilities enable
insurers to address changing customer demographics, reduce underwriting risk and
fundamentally alter traditional industry boundaries, while meeting the rigors of a

more regulated insurance environment.

This paper outlines the role of performance management technology in providing
competitive advantage for insurers. It highlights four key areas where performance
management is helping insurers win, and provides two real-life examples of
insurers that are leveraging IBM Cognos software to unite systems, reduce costs

and gain deep insight into key performance indicators.

Introduction

The insurance industry revolves around assuming and managing risk. Both
human-made and natural disasters are among the “known unknowns” insurance
companies confront regularly. 1o help its customers manage risk, the actuarial
community has made a science of understanding these unknowns, and making

sound business decisions based on many variables.

How are the leading insurance companies applying this discipline? One of the key

strategies is using performance management.
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In the current economic climate especially, insurers sense the urgency of gaining
better insight into their business processes and more transparency throughout the
enterprise. Rating agencies, government entities, supervisors and regulators are
demanding it. AM Best, Standard & Poors and Solvency 1I have brought heightened
capital adequacy requirements into the day-to-day operations of insurers worldwide.
With performance management, insurance companies can meet these corporate

goals and objectives.
erformance management helps insurers address four core business imperatives:
Perfi t hel dd fi b t

* Provide deep executive insight. Executive insight into operations has never
been more important. With increased competition, growing regulatory scrutiny
and increasingly informed customers, insurance executives, decision-makers
and board members need to make better use of their data. Turning data into
information and using it for timely and accurate decision-making is no longer a
nice-to-have. Transparency is also key. Insurance personnel need to be able to
report on and defend their decisions based on who knew what and when, and

prove that their decisions were reasonable and defensible.

* Manage and reduce risk. Insurers need integrated risk management capa-
bility —a combination of insight, control and optimization of daily business
practices. This is essential for complying with regulatory requirements such as
capital adequacy, data retention and provisioning, and to analyze risk patterns
and to identify and minimize fraud. The goal is to balance the cost of risk
management against the impact on potential revenue, while also projecting risk

effectively for customers.

* Improve operational efficiency. With a single view of business performance,
managers can make better, timely decisions. Insurers can more easily manage
multiple reporting and consolidation rules and requirements, such as IAS and
GAAP, and reduce operational and IT costs by providing self-service reporting
and analysis to users. The company can also provide timely, consolidated moni-

toring, analysis and planning of internal operations.
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* Increase customer service, satisfaction and profitability. Performance
management provides a single view of the customer for better service, sales and
risk management. Insurers can identify the most profitable customers, products,
services and regions, and analyze sales agent and claims process performance to

serve customers more efficiently.

Performance management optimizes business strategy by enabling integrated,
closed-loop, analytic processes that address financial as well as operational data.
This way, an insurance business can define, measure and manage its financial

performance against strategic goals.

Performance management software includes planning, budgeting, consolidation and
reporting, analysis, forecasting and scorecarding capabilities. With performance

management insurance decision-makers can answer these questions:

* How are we doing? Accomplished through measuring and monitoring.
* Why? Using effective reporting and analytics.

* What should we be doing? Applying planning, forecasting and budgeting.

PERFORMANCE
MANAGEMENT

MEASURING
MoNTTORM

PLANNING

s
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IBM Cognos solutions for insurers

The right platform

Insurance companies around the world choose IBM Cognos performance
management, including six of the top 10 insurance companies globally, and seven of

the top 10 insurance companies in the U.S.

IBM Cognos software leverages our wealth of expertise in property and casualty,
life and other insurance sectors. It addresses a variety of business initiatives,
while improving profitability in underwriting and claims, sales and relationship

management, marketing, operations and finance.

The integrated capabilities of performance management supply insurance decision-

makers with valuable and actionable information throughout the organization.

IBM Cognos 8 Business Intelligence

With all capabilities on one Web-service SOA platform, IBM Cognos 8 BI
provides visibility into operations and strategy so people understand the part
they play in making the business succeed —along with metrics to measure their
success. Communicate your strategy and objectives through metrics-based
scorecards and dashboards that provide an aggregate view of information from
many different sources. Reporting and analysis consolidates your critical data
and turns it into meaningful information and reports that everyone can use. You
can quickly spot trends and drill down to discover underlying causes. Flexible,
user-friendly reporting means everyone has the right information delivered in

the right way —across all departments, locations, functions and roles.
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IBM Cognos Analytic Applications

IBM Cognos Analytic Applications are purpose-built for leading ERP and other
data systems. They sit on top of a single data model, allowing the solution to
rapidly integrate into enterprise environments with a minimum of I'T effort. I'T
also benefits from easy customizations to reflect the organizations unique ERP
environment and built-in best practices in Bl and data warehousing, including
automation of incremental data updates and slowly changing dimensions. Of
particular interest to insurers is IBM Cognos 8 Banking Risk Performance —
Credit Risk, an application that provides standard reports and dashboards to
accelerate access to credit risk insight.

IBM Cognos Now!

IBM Cognos Now! is an operational Bl solution— delivered as a prepackaged
hardware, software or virtual appliance — that monitors time-sensitive KPIs
and operational metrics. Operational Bl lets decision-makers proactively

track and respond to continuously updated operational metrics, with minimal
I'T intervention. The solution offers access to self-service dashboards with
embedded query, reporting and analysis, tightly integrated with IBM Cognos 8

BI. It provides up-to-date, actionable intelligence for rapid, fact-based decision-

making,
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IBM Cognos TM1

IBM Cognos TM1 is a highly configurable solution that performs a wide variety
of financial performance management functions, from basic planning and
reporting to advanced forecasting and analysis. It provides a real-time approach
to consolidating, viewing, and editing enormous volumes of multidimensional

data, using a patented, 64-bit, in-memory OLAP server.

IBM Cognos 8 Planning

Connect strategy to plans, targets and operational objectives. This finance-
managed solution provides real-time visibility into resource requirements and
future business results. Set strategic initiatives and turn them into discrete
plans and budgets for the entire enterprise. Plans can also be built to maximize

operational effectiveness, and easily realigned as conditions change.
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and metrics to drive better performance management.
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The fastest methods

Performance management
in action

From data disparity to deep insight

IBM complements these integrated performance management capabilities with
award-winning Global Customer Services and Consulting Services. Customers

and support professionals consistently put us at the top of the list for best software
support and innovative services. And customers gain additional insurance-specific
expertise through our successful partnerships with industry-focused providers who

can enable, augment and extend our performance management offerings.

Insurance organizations have no time to waste in implementing software to achieve
maximum value and ROL IBM Cognos Performance Blueprints address planning
and performance management process areas that directly impact an organizations
ability to create business value. Blueprints consist of targeted, pre-built data,
process and policy models based on proven best practices in insurance planning,

budgeting and forecasting,

The IBM Cognos Insurance Product Profitability Performance Blueprint enables
insurers to create profit and loss statements and balance sheets at the business
segment level, by product line, product and brand. The solution allows business
analysts, product managers and finance executives to report on and analyze

profitability, and to plan initiatives to improve business segment results.

This story is about a global insurer that offers diverse coverages ranging from

personal automobile to satellite insurance.

As with many businesses, this insurance organization had relied on the ubiquitous
spreadsheet as the primary tool for day-to-day financial activities, including
information gathering, storing, analyzing and reporting, At the time the spreadsheet
was the method of choice for actuaries and risk analysts when it came to exercising
their insight against other company data. But was a spreadsheet really suited for all

these functions?
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Beyond spreadsheets

Insurers have to consolidate raw data from many sources — databases containing
policy information, claims transaction systems, accounts receivable, accounts
payable and other corporate systems. One fairly common approach is to gather the

information manually and input the data into a multi-tab spreadsheet.

As an example, one of the insurer’s international units gathered information into
more than 80 spreadsheets. Then, after the time-consuming process of gathering
information, the company stretched the spreadsheet by making it a “home” for
the data. Through a combination of spreadsheets and basic database management

systems such as Microsoft Access, the information was stored for future reference.

However, static spreadsheets offer limited collaboration functionality and present
many challenges for version control, data accuracy and integrity as well as usage
tracking and logging. For analysis, spreadsheets might allow an actuary to view
numerical and financial information, see how numbers relate to one another and
make judgments on that information. However, analysis on multiple dimensions
is very limited — the actuary typically would want to consider a dozen or so

dimensions.

And when the users reached the reporting stage, the spreadsheet again
demonstrated its limitations. Any kind of ad hoc or production reporting required
extensive formatting and adjusting. Despite this, many insurance companies

continue to rely on the spreadsheet as their primary business tool.

Surveying its data systems, the insurance company realized it had 20 databases and
seven systems from which it pulled information. To address the multiple challenges
of data gathering, storing, analyzing and reporting in this complex environment, the

insurance company realized it needed more than spreadsheets.

But it wasn't ready to give them up, either. Spreadsheets were a familiar, flexible and

trusted tool, despite their many drawbacks.
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“The company uses these
applications for many
different functions—
profitability analysis,
reserve analysis and report
tracking by different
variables such as time,
business, geography

and others.”

By eliminating the need for manual input— through a data management and
transformation capability that imports data directly from, or into, Microsoft Excel —
the company could both minimize spreadsheet errors and significantly reduce the

amount of time required to present its results.

And with real-time analytics and reporting capabilities, managers could take
financial performance management from a quarterly process to an ongoing process.
Managers and executives could perform analyses based on current information,

resulting in more accurate predictions and expectations for the business.

To achieve these new capabilities while keeping the flexibility of spreadsheets, this
insurer turned to IBM Cognos TM1 as its performance management solution. TM 1
provides a Microsoft Excel-based solution for desktop and Web-based financial

performance mana.gement.

Even though the company’s worldwide operations are dispersed and independent,
the solution offers a single view and a single approach to the business —making it
very easy for executives to grab a “snapshot” of the current state of affairs on an
ad hoc basis and to perform “what-if”” analyses to estimate the impact of a new
demographic study. This single view also enables quarter-by-quarter comparisons

for monitoring the performance of the business.

Other features in the spreadsheet interface can complement the real-time

analytics — such as security, spreading and holds. For example, a spreadsheet
environment based on a single platform can have cell-by-cell security, enabling
actuaries to view and change vital information, but also not allowing them to
mistakenly change other data. Or by being able to spread and hold, the actuary and
executives can see the true impact of claims payouts on the company without the

risk of losing current data. Such features improve accuracy and accountability.
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The TM1 solution provides “cubes” of data into which the multiple data sources
feed. The company has between 50 and 60 cubes of data, stored and replicated
on a single server in Asia, and single servers in the U.S., Canada, Australia and

England. "Twenty-five people work with these applications.

The insurance company in our example has moved beyond spreadsheets and is

using an Excel template for summary reports, as in the example below.
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The actuary performs the analysis in Excel, but grabs the data from the analytical
tool. The actuary then selects different patterns, saves the forecasts and then
creates reports. It is still Excel-like, which is comforting to the end user, but has

powerful drill-back capabilities and allows users to look at summarized data.




Insurance Performance Management: Four ways to win with IBM Cognos software

12

Triangulation — A visual
representation of the data

The team has the flexibility to change data structures and dimensions as the
business itself changes —and receive responses within a few seconds to a few
minutes. To speed reaction time, the solution works highly effectively with data
sparsity. Its calculations show matrices and provide patterns that are immediately
obvious to the user, who can see how things develop over time. It also summarizes

the data in a way that makes it possible to present to management.

The insurance company in our example uses performance management
applications for many different functions — profitability analysis, reserve analysis and
report tracking by different variables such as time, business, geography and others.

Perhaps the most strategic use is for triangulation.

The analysis of many statistics is enhanced by looking at data in a triangle format.
The insurance company’s actuarial department performs triangulation for reserving,
rate-making and planning. Using the TM Isolution, actuaries in each region perform

“what-if” analyses on quarterly and ad hoc bases.

o illustrate the approach, consider the impact of a natural disaster. Businesses

in areas prone to hurricanes, such as the Caribbean and Florida, have those risks
factored into their premiums. However, any given year might have no hurricanes,
or might have three (in the case of 2004). Or they may hit in unexpected areas like
the deadly New England Hurricane of 1938. The timing, location and impact of a

natural disaster cannot be accurately predicted.

By using the flexible TM1 solution, the insurer can quickly triangulate the
submitted claims, expected claims and projected payouts in order to understand

how those events affect the insurer’s bottom line and core assets.
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From spreadsheets to speed

In a similar case, another US insurer experienced challenges when actuaries
shared their insight across the organization. They honed their predictive analytics
formulae, then reported results using spreadsheets. The actuaries spent hours
creating scenarios, exchanging and rationalizing versions but still had no way to

effectively apply their insight across the organization. A quick review revealed that

80 percent of the staff’s time went into creating and maintaining the spreadsheets.
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269814 | 2,597,669 | 255173 | 2,532,835 | 2,500,855 | 2,477,271 | 2,454,000 | 2,430,893 | 2,406,178 | 2,331,634 | 2,357,208
2602491 | 2,560,992 | 2,528,905 | 2,497,025 |2,465299 | 2,442,2% | 2,419,305 237215 | 2,347,961 | 2,323,881
Sep09  2,55,0 2696,95 2,766,217 | 2,706,285 | 2664017 | 2,621,952 | 2,560,092 | 2,597,816 | 2,515,697 | 2,483,734 | 2,460,508 | 2,437,396 2389897 | 2,365,518 | 2,341,258
Oct:09. . 2,919,709 033 | 2800452 2,759,986 | 2,700,193 | 265,017 | 2616 2574280 | 2,502,077 | 251000 | 2,475,190 | 2454966 | 2,431,906 2354514 | 2,360,190 | 2,335,985
Nov:09.| 2,754,471 | 2765705 | 277,00 | 2689440 | 263,146 | 2575122 | 2534900 | 2494873 | 2455002 | 2,424330 | 2,395,763 | 2,363,354 | 2,341,254 | 2,319,262 | 2,297,376 | 2,274,065 | 2,250,368 | 2,227,754

A new alternative

Using IBM Cognos CAF E- Cognos Analytics for Excel - allowed the actuaries to
continue to use Excel but with the added capabilities of Bl along with powerful
scenario analysis. Working within the secure IBM Cognos 8 platform also made the
actuarial analyses available for other reports and analyses across the company. Now
less that 20 percent of the actuary’s time is spent creating analyses, leaving more

time for interpreting and applying results.

Loss development analysis is also a straightforward exercise within the IBM Cognos
BI environment. Once done, the results can be reported and applied to other Bl as

well as enterprise financial planning, reporting and forecasting.



Insurance Performance Management: Four ways to win with IBM Cognos software

14

Summary

Today’s global economic uncertainty demands that insurers be flexible and resilient.
Yet, many are unable to do so because of factors ranging from outdated technology

to out-of-date business processes.

The organizations that will succeed and thrive know how to strategically adopt
performance management to manage the “known unknowns,” both today and in
the long term. Consider how performance management solutions from IBM can

help your business.
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