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Improve business performance
by selecting and managing the

“right” KPls

Top performing insurance
companies align and integrate their
key performance indicators (KPIs)
with their forward-thinking strategic
and tactical decision making
processes to enhance their bottom
line and to give them a substantial
edge over their competition.

Market leaders have adopted
integrated frameworks, which

align KPIs with critical business
activities, internal accountability
and employee compensation. Still,
many insurers struggle to catch

up and are handcuffed by poor
information technology management
infrastructure that cannot cope with
the increasing volumes of financial
and non-financial management
information.

PricewaterhouseCoopers LLP
(PwC) launched two finance-driven
surveys' in 2006 and 2007, which
were designed to better understand
the challenges faced by insurance

company CFOs in corporate
decision making and strategic
planning, as well as to gauge how
finance structures and processes
compared to those of their peers.

Both studies drew the following
similar conclusions:

e The highest performing
insurance companies have
an integrated, companywide
approach to corporate
performance management
and associated KPIs.

¢ |Integrated systems provide
companies with a framework
for aligning KPI metrics, with
financial and management
reporting, roles, responsibilities,
rewards and compensation.

e Those companies, who have
an integrated framework, often
implemented this by virtue of
“trial and error,” frequently
adopting many “hybrid” models
along the way.

e QOrganizations tend to use
too many KPIs, which greatly
impact their ability to success-
fully measure progress against
strategic goals.

e Many companies lack
integrated data systems,
which creates data aggregation
and management reporting
challenges. This, in turn, results
in lengthy workarounds and
detracts management from
value-added decision related
activities.

¢ The changing role of the
CFO has made management
information more critical for
corporate decision makers.
At the same time, the quality
of management information
available (both financial and
non-financial) in many insurance
companies is not sufficiently
organized to support the in-
depth analysis that key company
decision makers require.

" The Insurance Advisory practice and the Global Best Practices team at PwC launched their survey in 2007, which included 17 global life, health and
medical, property and casualty company participants with revenues from $1 billion to $25 billion. The 2006 CFO study was prepared for PwC by
CFO Europe Research Services (part of The Economist Intelligence Group) and was based on the survey results of 193 finance executives and CFOs

at leading global insurance companies.
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Understanding and responding to
these challenges is vital to success
in the increasingly competitive
insurance industry. The good news is
that companies can take a proactive
approach in addressing these
obstacles to achieve success.

Key performance indicators —
getting the balance right

PwC’s survey results indicate the
number of KPIs currently measured
within many insurance companies
is excessively high. On average,

28 operational KPIs and 22 financial
KPls were being captured.

Executives consistently highlighted
the need to reduce data overload
and eliminate information that does
not track progress against strategic
objectives. The sheer number of KPIs
in use is indicative of a number of
ongoing concerns, including:

e difficulties in defining a
fundamental core set of KPIs
that drive critical business
functions and steer long-term
planning in accordance with
strategic plans;

¢ inability to respond to critical
business issues in “realtime”
due to inadequate or
ineffective strategic KPlIs;
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e |imited utilization of external
market information and pro-
duction of useful and insightful
“predictive” analysis; and

e additional workload and
analysis at the line manager
level, created by inconsistency
in KPI definitions, roll-ups and
linkages to management
information.

PwC’s research into corporate
performance management has
found that top performers

successfully align and evolve

their KPIs to reflect ever-changing
relationships between organizational
goals, personal goals and reward/
recognition systems. The diagram

in Exhibit 1 illustrates key character-
istics of top performing companies.
These may include, for example,
aligning KPIs with company strategy
by drawing input from various
organizational sources such as
marketing, risk, planning and
operations as well as finance.

Exhibit 1: Critical management information of top performers*

Provides metrics that are aligned
with the company strategy
Links to strategy through KPIs UL
Tracks progress toward
strategic goals
Alows my organizaton o
benchmark its performance
i i
against competitors

B Top performers

B Underperformers

*Percentages are those answering “agree” or
“strongly agree” to each statement.

Source: Insurance Advisory practice and the Global Best Practices Survey 2006/2007



impact assessments and Exhibit 2: The KPI value creation wheel

core competency maps;

Minimizing KPIs, maximizing
organizational performance
management * incorporation of a balanced
scorecard approach, including
both financial and non-financial
management reporting data;

The first step in a successful KPI
review process is the identification
of the primary enterprisewide
indicators. To effectively and * monitoring the frequency of
regularly determine business KPI evaluation in a fiscal year

performance and overall business
health, these need to be continually
monitored and adjusted. Top

and percentage of unique
company KPIs;

tracking the percentage of

KPI Value
Creation

Uonenene

performing companies realize that
this process is a “living” system and
one that is impacted by changes in
corporate strategy.

employees who are aware of
the organization’s KPIs; and

developing a company-specific
KPI-focused performance
culture through internally
promoting and integrating
effective processes for
leveraging “top talent,”
employee training and
leadership development.

Once KPIs have been established,
they should be cascaded to the
relevant business units. This

includes: the alignment of behaviours and

motivation toward an agreed set

* defining unique corporate and of enterprisewide objectives.

business unit KPIs that act as
internal company and external
environmental “early warning
indicators,” also known as
predictive KPIs;

Management must also embark

on a process of communicating,
operationalizing, continuous
monitoring and evaluating the KPIs
by cascading them enterprisewide
(Exhibit 2). Along with this process,
the roles, responsibilities and
accountabilities around these KPls
need to be established. Cultural
change often is required to facilitate

Coming to grips with effective
KPI data governance

How well a company manages
its technology infrastructure can
make the difference between a
successful, fluid and proactive
company and one that is reactive
and unresponsive to evolving
external and internal conditions.

e |everaging the benefits of the
predictive KPIs to develop
and track potential change
strategies/scenarios, respond
to changes in the business
environment, complete
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Over the years, advancements in
technology have led to a rapid
increase in the availability of financial
and non-financial data, but more
data does not necessarily equate

to good quality management
information and associated KPIs.

Our surveys highlighted a number of
technology management challenges
including the development of
technology solutions to support
management information in isolation
from the business (viewing data as
simply a technology issue) and the
organizational complexity associated

with a high proportion of unlinked
key management reports. The latter
can result in multiple perspectives
on the same reported data leading
to management confusion. Best
practice guidelines can be useful
to reduce technological complexity
and establish effective controls.

Leveraging integrated systems and
data models has the potential to
reduce time spent gathering and
validating management information
and increases time available for
value-added management activities
that contribute to the bottom line.

Exhibit 3: PwC’s performance management framework

Enable

Behaviours &

Motivation >

Reporting
Processes

Systems
Infrastructure
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Key Performance

Consolidated Ml
(Financial/Non-
Financial Data)

Indicators (KPlIs)

Data Models &
Technology
Governance

Balanced
Scorecard

Conquering the challenges

A “holistic” corporate performance
management (CPM) framework—an
integrated approach that can be
applied across the entire company
to support KPI development and
management—has been developed
by PwC (Exhibit 3). This framework
provides a useful starting point to
assist organizations in linking their
corporate objectives with the
management of KPIs and employee
rewards to drive change and
achieve goals.

e o Accountabilities

Corporate
Strategy



While the implementation of

an integrated management
performance framework provides
a solid foundation for future
enhanced performance, the
resources and management time
required to develop, execute and
continually manage a program can
be extensive. To be successful,

it requires a high degree of
commitment and management
buy-in from the outset.

At the end of the day, designing a
high-performing management culture
based on the strategic use of KPIs is
going to be an endeavour unique to
each individual organization and its
particular needs.

Selecting the most appropriate
and pertinent KPls, including

the supporting management

and technology framework,

is a time-consuming and
challenging, but critical, step
toward becoming a proactive
and adaptable organization.

KPIs based on more reliable
management data and reflecting
relevant performance results can
help insurance companies develop
greater capabilities in strategic
decision making, contributing

to increased market value and
enhanced external reputation.

Authors

Allan Buitendag

Vice President, Advisory Services
416 815 5239
allan.c.buitendag@ca.pwc.com

Matt Morrison

Manager, Advisory Services

416 941 8407
matthew.j.morrison@ca.pwc.com

PricewaterhouseCoopers LLP | 5



Putting Canadian insurance IFRS

IN Motion

While the move to International
Financial Reporting Standards (IFRS)
is expected to significantly impact
the Canadian insurance sector,
exactly how remains unclear.

The complexity of accounting for
insurance contracts resulted in the
International Accounting Standards
Board (IASB) taking a two-phase
approach. The first phase was the
issuance of IFRS 4: Insurance
Contracts in 2005, which was
limited in scope but, for the first
time, provided insurers with a
universal definition of an insurance
contract. However, it did not address
the measurement and recognition
of insurance contracts and left in
place the valuation methodology
currently followed under the
various local GAAPs.

In May 2007, the IASB published a
discussion paper setting out draft
proposals for the measurement of
insurance contracts (Phase ll). This
standard is not expected to come
into force until after Canadian
insurers move to IFRS in 2011.
The Phase Il standard redefines
how insurance liabilities will be
valued and attempts to provide a
more economically relevant
valuation that will allow for
consistency and comparability
across borders.

Despite uncertainty around the
valuation model and the extended
time horizon for implementation,
companies cannot afford to ignore
the proposals. The direction that the
IASB would like to follow is clear and
the implications to the industry could
be significant.

Key differences between
Canadian GAAP and IFRS

Phase I, IFRS 4, while not a
fundamental overhaul for the
industry, could still have significant
implications on the financial
reporting for insurance companies.
Some products currently sold by
an insurance company may not
meet the IFRS insurance contract
definition. In this scenario, there
will be a shift from reporting the
issuance of these products as
revenue to a financial liability on
the balance sheet that will require
accounting in accordance with the
financial instruments standards.

This standard also includes
significant disclosure requirements,
with the objective of enabling the
users of the financial statements to

On February 13, 2008, the Canadian Accounting Standards Board confirmed that
publicly accountable enterprises will be required to use International Financial Reporting
Standards in interim and annual financial statements for fiscal years beginning on or

after January 1, 2011.
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evaluate the nature and extent PricewaterhouseCoopers will be For further information, contact:

of risks arising from the insurance publishing a brochure discussing ,

contracts. Such disclosures would implementation, regulatory and Alodie Brew

. R P . ’ g. ry Partner, Audit and Assurance Group
include sensitivity analyses to transition issues of insurers 416 947 8957

changes in assumptions as well moving to IFRS. alodlie.brew@ca.pwc.com

claims development tables.
Leigh Chalmers
. . . Partner, Audit and Assurance Group
Othe_r dlffe_rences that will require 476 869 2359
consideration: leigh.chalmers@ca.pwc.com

¢ Financial instruments— Philippe Thieren

re_COQnition and measurement, Partner, Audit and Assurance Group
disclosures 514 205 5377

* Deferred acquisition costs philippe.thieren@ca.pwc.com
e Segregated funds

e Insurance contracts/policy
liabilities, including unearned
premium reserves
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GST developments

In the Summer 2007 issue of Insurance Review, we outlined a number of important and imminent GST
legislative developments for financial institutions. The new rules:

e broaden the scope of expenses outside Canada, which are subject to GST self-assessment; and
¢ limit the ability of financial institutions to claim input tax credits.

In addition, an onerous Annual Information Return is required to be filed on June 30, 2008 by most

financial institutions. Please contact Mike Firth at 416 869 8718 or at michael.p.fith@ca.pwc.com for
more details.
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of this newsletter, please contact Judy Perle via fax at 416 814 3220 or email at judy.f.perle@ca.pwc.com

The newsletter can also be viewed on our website, at www.pwc.com/ca
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