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How to avoid BPO legacy issues
Failing to understand the specificities of the outsourcing process will result in risk to an emerging underwriting business

Much has been said 
over the past 10 
years about the need 
to adopt new cost- 

effective and efficient business 
process outsourcing (BPO) models 
to enhance the performance of  
existing insurance businesses. 
The need to think strategically 
and creatively is, however, of 
even greater importance when 
launching a start-up.

This is especially true in the bur-
geoning managing general agent 
(MGA) space, where the ability to 
launch quickly to take advantage 
of a niche underwriting oppor-
tunity cannot be blunted by bad 
BPO decisions that result in crip-
pling upfront costs and potential-
ly long-term inefficiencies.

Before adopting any BPO strat-
egy it is vital the process and spe-
cific business requirements are 
fully understood. So often in the 
heat and excitement of building a 
new vehicle a damaging “fix it lat-
er” attitude can be allowed to pre-
vail as the capital is secured and 
potential brokers and their clients 
targeted. Operational planning 
needs to be given equal consider-
ation when selecting solutions to 
avoid costly re-engineering that 
can also create considerable dis-
ruption to the business model.  

Contrary to popular belief, in 
2014 outsourcing is not always the 
most appropriate option, in the 
same way that handling processes 
in-house has not always been the 
root of past problems. Failing to 
understanding the specific needs 
of the process will certainly lead 
to considerable risk to an emerg-
ing business. 

‘Best of breed’
Fortunately, the latest MGA cre-
ation models have been devel-
oped from the ground up to use 
a “best of breed” combination of 
outsourcing and insourcing. This 
enables start-up teams and indi-
vidual underwriters to tap into 
the extensive knowledge and ex-
perience of in-house experts. Out-
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Insurers should prepare now 
for the inevitable claims surge

Increased insurance penetration, coupled with increased natural 
catastrophes, are likely to result in a deluge of claims for a market  
which is far from prepared

On January 11, 1962, US 
president John F Ken-
nedy gave his State of 
the Union address and 

declared: “The time to repair the 
roof is when the sun is shining.” 
He gave this battle cry against 
complacency during some of 
the most prosperous times in US  
history and it has, I fear, a reso-
nance in the current insurance 
claims environment.

Insurers’ third-quarter results 
have been consistent in report-
ing lower catastrophe losses than 
usual and some commentators 
could be forgiven for thinking low 
claims volumes and severity is the 
“new normal”.  But let us examine 
the evidence.

All the drivers for natural ca-
tastrophes have not gone away. 
Scientists tell us climate change 
will result in more extreme weath-
er – hotter; colder; wetter; drier 
and windier – so this will only 
cause more and bigger claims. 
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What about location? Are in-
surers writing risks in more  
benign territories? Only this  
week, a report by the Boston  
Consulting Group exhorted 
London insurers to focus on 
fast-growing emerging regions 
such as Asia. However, a re-
cent look at the news shows a  
constant litany of natural ca-
tastrophes in that part of the 
world. Increased insurance pen-
etration, coupled with increased 
natural catastrophes, looks like a 
disaster waiting to happen.

But what about the internal 
environment? The Claims Trans-
formation Project in Lloyd’s has 
(quite rightly, in my opinion) 
focused attention in the role of 
claims and claims handlers – but 
what does this mean in practice? 
There is (again, quite rightly in my 
opinion) an increased emphasis 
on the quality of the claims adjust-
ment process and the importance 
of keeping all shareholders in-
formed as the claim progresses.  

Increased real cost
However, this is not a zero-sum 
game – it comes at a real increased 
cost in terms of time spent on 

each transaction and effort tak-
en. This change has resulted in 
increased competition for skilled 
claims resource and this extra 
work has been absorbed easily 
in today’s benign claims environ-
ment; but what happens when the 
in evitable deluge (real and meta-
phorical) happens?  

So what choices are on the  
table of the prudent London mar-
ket insurer? One option would  
be to do nothing and to hope for 
the best, trusting claims will only 
affect competitors – but this is 
barely rational. 

A second option would be to 
deal with the problem when it aris-
es; but this would put you in the 
same position as others clamour-
ing after the same scarce resource. 
From the perspective of individual 
claims handlers, this might not be 
a bad thing, as demand and scarci-
ty would in evitably drive up their 
salaries; but from a corporate 
point of view, it would be much 
less compelling.  

A third option would be to buy 
in extra claims resource now 
and keep it in a metaphorical 
cupboard. This would mean re-
source would be available when 

it is needed but the major dis-
advantage is you do not know for 
how long these expensive individ-
uals will be kept on the bench. 

Outsourcing agreement
The option that makes the most 
sense is to put in place a claims 
outsourcing agreement. That way 
the prudent London market insur-
er can set up the mechanics to deal 
with an inevitable surge in claims 
at some time in the future and re-
serve quality claim resource.  

They should set up the agree-
ment to respond on a transaction 
basis, thereby only paying for 
the resource they use and giv-
ing them an option to outsource 
those claims where they consid-
er they can add least value – for 
example, low-complexity and 
high-volume classes.

The sun is out, but there are 
storm clouds on the horizon and a 
few slates missing from the roof. 
So maybe it is the right time to 
heed JFK’s warning and act ahead 
of your competitors. n
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Floods in Bangkok, Thailand 
in 2011: while insurers are 
urged to focus on emerging 
markets, Asia has suffered 
a number of major natural 
catastrophes in recent years
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sourced technology platforms are 
then used to maximise efficiency 
and labour arbitrage facilities se-
lected to handle repetitive admin-
istrative tasks without hiring and 
training additional employees.

Start-ups also benefit from zero 
legacy issues. As a result, they 
have a “green field” opportunity 
to build a lean and efficient busi-
ness process that covers all bas-
es and provide a stable platform 
from day one that will continue 
to cater for the changing needs of 
the business as it grows.

Many see technology as the pan-
acea to the majority of the BPO 
issues facing the market at pres-
ent. While this may hold true in 
a considerable number of cases, 
especially for existing business-
es suffering from a recent lack of 
infrastructure investment, new 
businesses must focus on select-
ing the best applications and pro-
viders for their specific needs.

Cloud computing in particular 
offers considerable advantages to 
new insurance entities, especially 
MGAs. By their very nature, MGAs 

are often created and run by en-
trepreneurs who want to trade 
24/7 from anywhere in the world 
at the same speed and level of effi-
ciency as working from their desk 
in the City of London. Regardless 
of whether they are writing aero-
space or engineering risks, to 
them paper is an anathema and 
should be a relic of the past.

While the adoption of a paper-
less office is now seen as standard, 
paperless trading within the insur-
ance market, especially in London, 
remains problematic to businesses 
seeking ultimate efficiency. It will 
eventually win the day, but it can-
not come fast enough for the new 
breed of underwriters.

But the lingering inability to 
trade entirely electronically also 
leads to potential regulatory is-
sues. With the burden placed on 
underwriters increasing year 
on year and the costs associated 
with compliance rapidly rising, 
the case for being able to report 
all elements of your business at 
the touch of a button is certainly 
compelling. Workflow monitor-
ing to ensure tasks are tracked 
and involvement from related 
parties co-ordinated is of partic-
ular importance.

Human function
However, regardless of the tech-
nology on offer, imparting regu-
latory knowledge and the ability 
to interpret and apply rulings as 
they develop does, for now, cer-
tainly remain a human function.

While creating a new under-
writing business from scratch is 
certainly not easy, the range of 
support available from the new 
class of incubators, coupled with 
the availability of pick and pay 
technology and outsourced ad-
ministrative facilities, can ease the 
burden and speed up the process.  

The key to success is obtaining 
a clear understanding of the long-
term needs of the business before 
selecting the providers. Creators 
of today’s green field start-ups 
certainly do not want to become 
managers of another phase of 
BPO legacy issues in the future. n
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Contrary to popular belief, in  
2014 outsourcing is not always  
the most appropriate option, 
in the same way that handling 
processes in-house has not always 
been the root of past problems

Business plan: operational 
planning needs to be given 
consideration during the 
initial stages of starting 
up to avoid expensive re-
engineering later on


