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The top 10 myths
of technology
modernisation in
insurance
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Myth 01
The business impact of technology
modernisation is underwhelming

The reality

There are two main reasons why insurers might consider the impact of technology
modernisation as less than significant.

Firstly, insurers often undertake only partial or incremental modernisation programs.
This of course, will not result in the complete delivery of the potential that the
technology has to offer. Coupled with the many duplicate systems operating within a
company’s technology infrastructure, the operating expenses for such companies can
be two to three times higher than for those companies with just one or two different
systems. This variation is often underestimated when technology consolidation
programs are approved at a break-even of five years.

Secondly, the factors of business growth, retention and productivity are not always
taken into consideration during the planning phase of modernisation. Although the
benefits that accrue from revenue are harder to quantify than operational costs, even
directional estimates can be used to provide quantifiable details for consideration.
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The resolution

In order to be able to get a realistic estimate
of the value that is at stake, insurers need to
recognise—and commit to—a wide and
transformative program of technology
modernisation. A bits and pieces approach
just will not work. To justify the investment
towards this, insurers need to clearly
showcase the considerable gains in
productivity and business impact that
technology modernisation programs can
offer. The business case that they make
should include an attractive but realistic ROI.
A focus on the outcomes and business value
will help insurers plot their transformation
path and the timeframe in which it can be
achieved.
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Myth 02
Modernisation simply means replacing the
core platform with the best-in-class option

The reality

Most core platform replacements have a higher initial investment requirement than in-place IT
modernisation. This is because platform replacements need both software and hardware,
experts’ time and extensive testing. Also, the cost of migrating policies and the details of their
contracts onto a new platform is an expensive proposition and this needs to be factored in as
well. One of the major reasons for the high cost of modernisation is the age and quality of the
policy data and rules which are poorly maintained and therefore are expensive to reconfigure
into a way for it to work in a new system.

For example, in the US, because Property and Casualty Insurance policies are issued annually,
they have up-to-date policy data and rules. But in countries like Austria and Germany, the data
and rules change only when customers change over to a new policy - and this might not
happen for many years. Therefore, when policy rules that are not uniform for all policies need
to be transferred to the new system, it is a very time consuming process. Life insurance
policies are almost always issued for longer periods (often decades) and they present even
greater legacy-data challenges.
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The resolution

In order to reduce the risks of disruption,
some insurers could choose to adopt a
hybrid solution - where new policies would
be issued on the core platform while
existing policies would be maintained on
the legacy platform. While this approach
temporarily addresses the issue, in the long
term it will lead to process inefficiencies as
both platforms will need maintenance, and
training for operations staff to use them.
This will need to be taken into account and
insurers need to decide on a time-frame
within which the legacy policies will be
migrated, off-loaded or duly amended to be
standardised with the currently issued
policies.
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Myth 03
Using a vendor platform
will guarantee access to
the latest cloud-based
technology

The reality

Most vendor platforms are from the earlier
generation (such as on-premise, monolithic, or
two-or three-tiered client-server architectures)
and run the risk of being outdated by the time
they are implemented. Many vendors who are
leading the industry find that they regularly need
to develop custom solutions for their large
customers. This will force these vendors to invest
in bespoke platform solutions rather than
investing in the R&D that is required to allow
them to offer innovative solutions to their
customers.
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The resolution

Insurers will need to introspect and ask themselves if the latest
cloud-based technology matters to them and if access to
innovations such as the latest data analytics and AI services is the
motivating factor, or if it is sufficient to be a fast follower. Being a
fast follower would mean keeping an eye on developments in the
field and adopting technology once it has been proven by staying
updated on security patches? Once organisations are clear on
their own priorities, they will need to understand the strengths of
each vendor’s architecture. How, for example, the vendor handles
multi-tenancy and automatic software updates and if it can
integrate into the broader ecosystem of traditional and cloud-
based services.

Insurers need to understand if the system was designed for the
cloud or if it was a direct transfer approach to an older platform;
that is, the platform was moved to a new system without any
accommodating redesign or changes. If vendors did use a direct
transfer strategy, companies will need to ensure that the system
will meet their future business requirements. The frequency of
new update releases will also give a sense of the pace of
innovation.
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Myth 04
A vendor package will
give us prescriptive
guidance on how to
modernise our
business processes

The reality

Almost all vendor platforms deploy
frameworks that utilise best practices
for managing products and business
processes. However, they don’t
necessarily deliver a template for a fully
configured and plug-and-play business
model. These platforms were almost
always developed for specific customer
requirements and their functionality
was steadily increased over time.
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The resolution

More than customising their systems for each and every
customer, the best vendor platforms have platforms that
are very clearly configured. The vendors then explain the
platform parameters and workflows to show insurers
how their platforms can accommodate business
processes without compromising the insurers’ ability to
upgrade their core systems.

Furthermore, business users can apply no-code or low-
code approaches to directly configure business
processes without IT involvement. As these platforms
are still relatively immature they need to be thoroughly
tested to ensure that they can handle realistic
production volumes and use cases. Insurers need to look
for vendor platforms that come with level-five specificity
for typical business processes so that existing processes
can be reverse engineered and meet the organisation’s
needs and processes not already in place can be
adequately planned.
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Myth 05
A simple one-size-fits-all technology
solution to our ‘spaghetti integration’
challenge already exists

The reality

While many insurers might think that the latest advancements in integration
technology will solve their concerns of “spaghetti integration” with absolute ease, the
fact remains that there is no single, off-the-shelf solution. New integration patterns
have seen the light of day - from point-to-point integrations to ESBs and of late, API-
based patterns, While this should go a long way in simplifying the architecture
landscape, it is not always the most simple of tasks. Many insurers have tried
implementing an ESB to replace the spaghetti mess caused by point-to-point
integration. However, the ESB brings in an extra communication layer (the “bus”),
which can increase latency and become a single point of failure. In order to overcome
this issue, some enterprises have recently fragmented their systems into hundreds of
reusable microservices. However, this leads to unnecessary complications that can
quickly become a nightmare if microservices have overlapping functionality and data.
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The resolution

A carefully thought out and strategically
applied mix of approaches to resolve the issues
faced by legacy systems with spaghetti
integrations is what is needed. In situations
where incompatible legacy systems need a
heavyweight solution, ESBs are useful.
However, they must be deployed along with
lighter-weight APIs (especially where fewer
information fields and data exchanges are
needed) and the judicious use of point-to-
point integrations.
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Myth 06
Modern automated tools
ensure smooth data
conversion

The reality

It is well known that the data held by insurers is
quite messy. This is because the way that some
of the data fields are used, changes over time.
There could also be a number of undocumented
data changes and these lead to unexpected
surprises during any conversion processes.
While a metadata conversion tool will be able to
partially address challenges of this type by
tailoring the logic of data conversion to factors
such as the date the record was created, the
entire conversion process by itself is rarely
seamless.
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The resolution

In order to finalise what data needs to be
migrated to the new platform and what data
can be archived, insurers will need to carry out
a data profiling exercise.

As Property and Casualty and retirement lines
usually renew plans every three years or so,
that can be the basis of a natural cutoff for
data conversion.

While automated tools can also help insurers
identify which customer segments have
enough consistent data to be converted,
some data elements will need to be manually
converted or refreshed through new or
external data. IT leaders will need to
collaborate with their business teams to find
practical and viable approaches to obtain or
clean this data. The use of low-cost labour in
data cleansing is an option that can be
implemented fairly easily.
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Myth 07
It is always best to use
industry-standard data
schema

The reality

Mapping data to industry-standard data
schema is not the easiest of tasks. This is
largely due to the many decades of constant
policy changes in the insurance industry.
Either the Financial Services Logical Data
Model or ACORD insurance standards can
serve as a starting point when defining a data
model. However, the guidelines will need to
be tailored and governed based on an
individual insurer’s products, customers, and
financial-data domains and definitions.
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The resolution

There are two approaches available to insurers.
The first one is to align their target product
portfolio with the industry standard schema and
extensively profile legacy data sources in order
to minimise the number of iterations to the final
schema.

The other approach is to use the target system’s
data schema itself. While this method has its
drawbacks in terms of a possible lock-in to a
target system (as the schema might in all
probability, be proprietary in nature), it could be
a more direct option since the schema has
already been tested and mapped against the
corresponding business processes in the
relevant insurance domain.
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Myth 08
Going from legacy to cloud-
based platforms will reduce IT
cost

The reality

The fact is that savings often materialise only from app
or platform rationalisation and not from the cloud-
based platform per se. Insurers do not realise that the
cloud can be more expensive - the initial excitement
over the cloud is often replaced by surprise when the
monthly bill arrives. It is not advisable to go with a lift-
and-shift approach to the cloud as it can add more
complexity and lead to higher data egress and software-
licensing charges, which cancel out any per-unit cost
efficiencies on storage and computing. To add to thism,
cloud platforms often come at a higher level of service
quality than legacy systems, thus significantly improving
IT stability but increasing cost.
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The resolution

Insurers need to consider pragmatically, their
business case of moving to a cloud-based
platform. The infrastructure cost of a cloud-based
platform is most often, many times the benefits
that can be derived as a result of the
corresponding business acceleration and
development productivity. However, the off-book
benefits of gaining an increased stability and a
reduction in risk needs due consideration so that
insurers have a caler and realistic understanding
of both the desired outcomes and what a cloud
platform can (and cannot) achieve. Insurers will
then be in a good position to make an informed
decision about investing in migration to a public
cloud-based platform.
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Myth 09
Getting rid of mainframes will
automatically improve
productivity

The reality

Mainframes often outperform multitier, modernised
applications—their reliability and performance for high-
volume transaction processing are best in class. Because of
this, mainframes will still be used by insurers for a long time in
spite of hurdles in extracting embedded data and rules to be
used as part of digital services and analytics. Many
companies that try to move to the cloud could most likely
continue to use mainframes, as the cloud is not yet ready to
handle critical workloads. In addition, improving productivity
for applications migrated off the mainframe will require
updates to both the infrastructure and the operating model.
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The resolution

The first step for insurers is to carefully consider and finalise what
data needs to be extracted to support their new-business
capabilities and also, what rules will help to focus their
modernisation efforts. For all of the other functions, insurers will
need to focus on modernisation of the software that is run on their
mainframes, shrinking and exposing APIs, improving million-
instructions-per-second (MIPS) consumption, spurring
productivity by implementing DevOps techniques on the
mainframe, and potentially considering mainframe-as-a-service
options. While all of these tasks can be combined with efforts to
modernise the mainframe, they need not be undertaken at the same
time. Insurers can decide what to start with and work their way
through.

Modern infrastructure-as-code practices transform “precious pets”
into “commodity cows”. This means that instead of focusing on an
expensive one-off system that can never go down - like a mainframe
platform, the architecture falls back on many interchangeable
virtual machines that can quickly spin up if a neighbour fails. This is a
new approach that can phenomenally decrease the cost and time
needed to set up and test new environments.
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Myth 10
Microservices will
make architecture
agile and digitally
savvy

The reality

In instances of core ERP functionality, it is
not easy to break down the scope of the
scope of an enterprise-wide system or
business capability into micro
capabilities. Force fitting microservices
into a situation of this nature could very
easily result in increased complexity in an
insurer’s architecture as teams end up
creating hundreds of overlapping
services.
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The resolution

Understanding that each service needs to own its data
and be sufficiently autonomous, insurers will need to
carefully consider if they can feasibly re-architect an
existing system into a microservice. For example,
insurance applications such as claims applications can
be broken down into a set of microservices such as
“update policy info,” “authenticate customer identity,”
“get claims info,” and “auto-adjudicate claims
decision”. All of these services should be designed to
be interchangeable and autonomous.

They can also be developed in different languages and
interact over lightweight APIs. One of the advantages of
having a dedicated ownership of each microservice by
a product team is the emergence of a “you build it, you
own it” mentality. This will lead to a situation of the
product team focused on continuous improvement
over time. Further, as new microservices are built,
previous integrations are rationalised thereby
simplifying the portfolio.
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It is critical that insurers understand all the complexities at
hand and strategize and plan their implementation in
technology modernisation to get it right the first time.
Oftentimes, both the value at stake and the risk of failure are
commonly underappreciated or misunderstood - and this is
where things begin to go wrong. By understanding these ten
myths and knowing how to avoid their pitfalls, insurers can
start (or reset) their technology modernisation programs with a
solid, realistic understanding of how and where technology can
add real value to their businesses.
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Leveraging on inherent technical
experience and expertise along with
a deep understanding of client
requirements, Neutrinos offers in-
built capabilities for the adoption of
emerging and futuristic
technologies such as IoT, AI, ML, and
more. Some of our insurance clients
are already implementing and
benefiting from our bespoke
solutions, across the world.

Talk to us!
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Neutrinos is a Multi-experience Development company that
offers a platform to ideate, transform, and build complex
enterprise applications within days – or sometimes hours.
Neutrinos is headquartered in Singapore and has operations
across South Africa, South East Asia, India, Australia, the UK
and the USA.

comms@neutrinos.co

www.goneutrinos.com


