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The life insurance industry in the United States is under- 
going critical and fundamental changes. The nature and degree of 
this change will present both problems and opportunities to life 
insurers. T o  overcome the problems and to take advantage of the 
opportunities, many companies will need to change their 
missions, strategic plans, performance standards and corporate 
structures. Clearly, this environment presents another set of prob- 
lems and opportunities to an organization wishing to provide 
effective management consulting services to the life insurance 
industry. 

The Environment of the 1980's 
Change and volatility mark today's environment. 
The primary environmental factors that we see affecting 

our life insurance industry and consulting to that industry are: 
I. Economic: Continuing high levels of interest rates and 

inflation, with wide swings from time to time. 
2. Compe~itive: Competition is broadening and intensify- 

ing both from within and from outside of the life 
insurance industry. We observe: 

The increasing difficulty of developing and main- 
taining traditional career agents on an  economical- 
ly justifiable basis; 
The growth of brokerage marketing, with more 
companies competing within this business with 
lower and lower prices; 
The increasing search for allernative marketing 
and distribution approaches . . . direct response 
marketing and employer focused marketing opera- 
tions have generated particular interest; 
The blurring of lines between products and 
marketing approaches of life companies, stock- 
brokers, banks and other financial and consumer 
institutions; 
The increasing encroachment on traditional life 
insurance company turf by many of these institu- 
tions. 

3. RegulaforytRegulation is increasing. The present life 
insurance tax law does not work well within the 
economic environment of the 1980's, and there is a 
strong likelihood that basic changes in that tax law will 
be implemented in the next several years. Because of 
the inequities created by the present tax law, many 
companies are spending a great deal oftime and energy 
in tax planning and tax minimization activity. 
The state regulators are actively attempting to deal 
with the many new products and approaches being 
developed. A new valuation and nonforfeiture value 
basis was adopted by the National Association of 
Insurance Commissioners ("NAIC") a t  their Decem- 
ber, 1980 meeting. . . The States and the life compan- 
ies are both in the process of adopting the new regula- 
tions. In addition, the states are grappling with issues 
such as  adapting the statutes to creative new product 
designs (e.g., those splitting the investment and protec- 
tion elements) and the development of stock subsidiar- 
ies by mutual companies. 
In addition to the IRS and the states, other regulatory 
authorities are looking at the industry. Examples here 
include the Federal Trade Commission ( . . . it issued a 
controversial report on the life insurance industry in 
the late 1970's). The Securities and Exchange Commis- 
sion ( . . . the increased investment focus in some ofthe 
new products has attracted SEC attention), and the 
Federal Home Loan Bank Board ( . . . thus an interest 
in the increasing insurance activities of the banking 
industry). 

4 .  Consumer Awareness: Consumers at all levels . . . 
individuals, corporations and others . . . are increas- 
ingly aware of the insurance coverage and price 

alternatives available to them, in the broad market- 
place. This affects life insurance companies in many 
ways. In addition to meeting their objectives to 
profitably sell new insurance policies, companies must 
also be concerned about how to preserve their existing 
in force policyholders and contracts. 

5 .  SociaNDemographic Palternst Examples of changes 
such as  the working woman and the  two wage-earner 
family have profound implications on the future 
approaches of life insurance companies. 

In addition to these environmental factors, the life 
insurance industry itself continues to rapidly change. As a conse- 
quence of many factors including natural evolution, necessary 
revolution and reaction to/anticipation of the other environ- 
mental changes that have been previously mentioned. No longer 
can many companies "live off the fat of previous production", 
allowing excess interest earnings and decreasing mortality rates to 
mask inefficient marketing and/or administrative machines. The 
importance of a clear business definition, a carefully designed 
strategic plan, and a consistent management and organizational 
structure is clear . . . and to  many companies this is a new and 
dramatically different ballgame! 

The Life Industry needs of the 1980's 
The needs of each particular life company will depend on 

its own unique character, objectives, strengths and limitations. 
However, as a starting point in identifying those needs and 
positioning for success in the 1980's, each life insurance company 
must develop: 

I. A broad spectrum view of the future . . . looking not 
only a t  the extrapolation of the past history of the com- 
pany, but also at potential opportunities and alterna- 
tive future paths that can serve as  the foundation to 
optimize future success. 

2. A facility to anticipate relevant changes and to modify 
direction in a quick and effective manner, and 

3. A market-focused strategic plan, based on the specific 
strengths ofthe particular organization. 

There are really six fundamental issues that each US life 
insurance company must resolve in its own unique way in order to 
emerge from the 1980's as a success. They are: 

Development of a Clear, Appropriale Long-Range 
Strategic Plan: The special characteristics, strengths 
and limitations of the company should be evaluated 
against its perceived external and internal operating 
environment to evolve a realistic long-range plan. 
Long-range means five or ten years, not one or two 
years. A well conceived strategic plan will provide the 
corporate mentality for future decision-making, and as  
such. should provide a consistent foundation from 
which to make key future decisions. 
Strategic planning is really a dynamic process, with the 
plan bending and changing as time unfolds and new 
information emerges. A thorough strategic plan 
includes the development of alternative future possi- 
bilities and contingency plans. The core is the annual 
business plan, which could encompass alternative 
acquisition tactics as well as the direct sale of new 
insurance and annuity coverages. 
The organizational structure, compensation plans, 
EDP systems and management approaches must all 
interrelate with, facilitate and support the defined 
strategy. Obviously, as strategies change, these com- 
ponent elements will change. 
Eslablishmenr ofEficienr Dis~ribu~ion Syslems. . . The 
changing environment has forced most companies to 
re-evaluate their approach to distributing their 
products. Scores of companies really had unprofitable 
marketing and distribution functions in the 1960's and 
1970's. but were "bailed out" by favorable interest 



income and mortality conditions. Other companies are 
finding that career agency systems that were marginally 
profitable previously cannot be supported under 
current conditions. 
Those companies that have a career agency system that 
might be salvageable need to look at improving the 
eff~ciency and effectiveness of their operation. Possible 
areas for improvement include: 

Better hiring and management ofagents, 
Better long-term agent retention, 
More effective agent training and motivation, 
Higher agency compensation (through improved 
productivity, broadened product line or other 
methods). 

Those companies that d o  not have a salvageable career 
agency system will often look at one or more of the following 
distribution approaches: 

Brokerage 
Personal producing general agents 
Part time or specialty agents 
Property and casualty agents 
Existing distributors of other organizations 
Direct response marketing (including direct mail, 
newspaper, television and other media) 
Employer and other sponsored marketing 
Financial institution based marketing 
Financial "supermarkets" (design reflects targeted 
market segment or market center). 

3.  Create Capacity to Evolve Innovative, Relevant 
Producti: When a company begins its mission- 
fulfillment planning by developing clear long term 
goals and a consistent strategy, a fundamental part of 
the process is to define target markets and appropriate 
distribution systems. Once the characteristics and 
needs of these markets and distributors are clear, a 
variety of "ideal" products and services can be 
identified. 
Many US life insurance companies are not experienced 
with this process of starting with target market (includ- 
ing a demand analysis) and distribution needs and then 
defining product. Extrapolation and duplication have 
often been the basis of earlier product development. 
These companies must create a mentality and a 
mechanism for innovative product development. 
Included in this creative new product development 
mechanism should be a capacity to anticipate changes 
in markets and distributors and to quickly adapt 
products appropriately. Mental and systems flexibility 
are musts. Aggregate dynamic pricing and performance 
measurement must be utilized. 

4.. Develop an Eflective Capital Management Approach: 
Every strategic possibility must be measured against 
other available alternatives. A proper measuring stick 
will reflect required levels of investment, potential 
return and inherent risks and uncertainties. 
Generally some form of discounted cash flow (a 
discounted statutory earnings in most cases) will be the 
best base for managing capital and evaluating oppor- 
tunities. Factors such as  available capital, expected 
existing cash flows, desired surplus levels, desired 
shareholder dividend levels and the need to success- 
fully deal with competing financial institutions must 
be considered. 
As interest rates (and discount rates) increase. it often 
becomes more attractive to buy an operation than to 
develop it from scratch . . . many recent life insurance 
company mergers and acquisitions have evolved in 
part from this kind of"buy or build" analysis. 

5 .  Establish EJectire Managen~ent InJbrmation Systenls: 
Successful resolution of the first four issues can be 
certain to lead to new management information 
requirements with such information being developed 
more rapidly and focused more clearly than has been 
typical of past life insurance company management 

reports. In addition to the more normal experience 
analyses, accounting statement development and com- 
parisons of actual experience to expected results, 
special reports will often be required in many if not all 
ofthe following areas: 

Sensitivity analysis 
Alternative scenario analysis 
Cost analysis, accounting and control 
Surplus requirements 
Capital deployment effectiveness 
Line ofbusiness control 
Participating policyholder equity analysis 
Federal Income Tax analysis 
Analysis of earnings by source (both current year 
and value-added accounting) 

6 .  Establish Sound Performance Monitoring and Control 
Mechanisms: A company must continually measure 
results against the standards established by its strategy. 
Where deviations occur, the reasons for such devia- 
tions must be determined and appropriate adjustments 
made as  efficiently as possible. 

Obviously, today's life insurance company managers are 
faced with tremendous challenges, particularly those who 
matured in the previous era where "keeping the store" was 
generally the watchword. T o  be successful in the 1980's, a 
manager will usually have to be a creative risk-taker, as well as 
being flexible and having a capacity to anticipate desirable direc- 
tional changes. Those managers who possess the required tools 
and resources can most certainly create opportunities out of the 
obvious problems. 

An Approach to Consulting with the Life 
Insurance Companies of the 1980's 

There are different ways to approach consulting with the 
rapidly changing life insurance industry of the 1980's. The 
ultimate path chosen by a particular firm will depend on a 
number of factors, including: 

I .  The firm's historical evolution and current situation 
(e.g., client characteristics, assignment types, geo- 
graphical location, perceived competition, and size), 

2. The firm's long term growth, profit and consulting 
assignment objectives, 

3. The capabilities of the firm in terms of consulting 
skills, computer resources and financial strength, and 

4. The image of the  firm as  perceived by its clients, other 
life insurance companies, its consultants, its competi- 
tors, other industry professionals and industry regula- 
tions. 

In developing the life insurance industry consulting plan in 
our firm, we first evaluated the life industry much as  has been 
described in prior sections of this paper. We then established a 
mechanism to stay on top of changing conditions, to anticipate 
emerging issues and to quickly develop approaches and tools to 
resolving these issues. This gave us what we believed to be the 
necessary "continuing fix" on the industry . . . obviously our 
consultingactivity would provide much ofthe required raw data. 

Next, we attempted to identify the special characteristics 
and strengths ofthe firm.. . they included but were not limited to: 

There was an existing consulting practice of substantial 
size and extremely high quality, primarily in the 
employee benefit area, but also including significant 
resources in the areas of general management and 
strategic planning, human resource management, com- 
pensation and communication. 
The firm's clientele included many of the largest US 
and multinational companies, including a number of 
life insurance companies. 
The firm had more than 25 offices in the US, Canada, 
South and Central America, Europe and Asia. . . 
The consulting assignments ranged from normal 
"mandated" employee benefit activity, to substantial 
broad management consulting projects in strategic 
planning and executive compensation. 



5 .  The competition, both perceived and real, was the top- 
tier consulting organizations in virtually every major 
practice area. 

6. The firm obviously had the skills, resources and 
financial strength to support any new consulting 
venture that it committed to. 

7. The firm had a long record ofgrowth and profitability, 
and clearly wanted to maintain these patterns by con- 
tinuing to develop major consulting assignments from 
larger companies. 

8. The firm had a high quality image, both from the inside 
and from the outside. 

The major limitation, in terms of developing a life insur- 
ance company consulting practice, was the lack of visibility within 
the life industry. Those life companies that were aware ofthe firm 
developed that awareness from the other practice areas. 

Our analysis led to the following major conclusions: 
I. The firm had all of the pieces needed to effectively 

deliver the broad-scope management consulting assis- 
tant needed by the life industry. 

2. The key to overcoming the lack of industry visibility 
was to create that visibility by (a) developing major life 
company assignments and providing professional 
results of the highest quality, and (b) writing articles 
and giving speeches evidencing our awareness of and 
approaches to key industry issues. 

3. The practice would be neither a specialty consulting 
practice (i.e., pure actuarial or only compensation 
work), nor an extension of the general management 

. consulting practice. The firm would seek to carve out a 
unique consulting approach characterized by: 

A special life industry consulting unit staffed by 
broad-based and experienced -life insurance 
personnel. 
A firm committment of providing consulting of the 
highest quality and timeliness. 
An orientation to the critical industry success 
factors and related issues. 
The primary consultant on each assignment being 
an industry-sensitive individual from the special 
life industry unit. 
A bottom line focus, with the commitment to pro- 
vide an analysis of the expected financial impact 
from implementing recommendations. ' 
A cross-fertilization of each major assignment with 
the other firm disciplines and practice areas as 
needed to obtain the proper consulting breadth for 
the project. 
International practice coordination. 

The actual consulting process that was to be followed looks 
like this: 

The specific strategic focus of the practice included larger 
companies with an international scope, building the consulting 
I*rorrr an iri6iisii-y-sensitive consultant to the broader cross- 
industry and cross-function firm resources. Each consulting 
project would be linked back to sirategy to assure that the result- 
ing changes would be consistent with the company's financial and 
non-financial objectives. 

It was anticipated that many projects of the 1980's would 
involve planning for and managing change. There would be a 
conscious effort to build on growth aspects of change wherever 
possible . . . Seeking to build effective marketing mechanisms, to 
increase productivity or to appropriately diversify (through inter- 
nal development or acquisition) as contrasted with "trimming" 
tacks. Those US life companies that would be successes in the 
1980's would prosper through soundly planned, aggressive growth 
and development and not through constricting! 

The environment within the firm was conducive to the 
development of this kind of consulting practice. The key to build- 
ing the practice would lie in attracting and obtaining the right 
combination of people and developing appropriate consulting 
support resources such as computer systems. The practice organi- 
zation would be flat, with all consultants on an equal plane being 
coordinated to assure broad consistency, quality, and effective- 
ness. 

Each consultant would work with the practice coordinator 
in establishing hidher long term and annual plans for individual 
and practice development. Included in these plans would be 
anticipated client time, business development time (including 
speeches, articles and research), professional time (e.g., the 
development of specified specialties) and general management 
time. An important portion of compensation would be linked to 
practice success and to the individual consultant's contribution to 
such success as measured by meeting his established personal 
plans. 

This is one of a number of possible ways to build a life 
insurance company consulting practice in the 1980's. We believe 
it is the only way to provide the industry sensitive, broad scope, 
high quality bottom-line orientated consulting that we established 
as our basic goal. Our experience to date confirms the validity of 
our underlying assumptions regarding life insurance industry 
needs and effective consulting approaches. 

Although not covered in this paper, it should be mentioned 
that our life insurance company consulting unit is linked very 
closely with a comparably developed property and casualty 
company consulting unit. Many of our clients involve both life 
and P & C companies, and we anticipate a continued future 
industry trend in this direction. With the blurring of lines between 
group and individual life and annuity coverages, between life and 
casualty companies, and between all types of financial institu- 
tions, a cornerstone of our practice is the cross-fertilization evolv- 
ing from the multi-disciplinery flow often put together for many of 
our broader strategic projects. 
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