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3 Basic Rules of Finance



Rule #1:  Know your costs!

Ingredients:  $1.50 

per cupcake

Wages for baker, 

decorator etc. :  

$2.00 per cupcake

All other direct costs 

to make a cup cake :  

$ .50 per cupcake

Direct cost 

of cupcake: 

$4.00 per 

cupcake

Marketing 

and Sales 

expenses

R&D General and 

Administrative



Rule #2:  Price appropriately

?



Rule #3:  Harvest the $$$$

$



How is the insurance industry different?

A contract is written 

and cash is received

Payouts specified in 

the contract may be 

years in the future

Assumptions made to 

price a product may 

not come true!

The role of 

investments

Regulatory 

impacts

General 

and Admin 

expenses

Marketing 

and Sales 

expenses



How is the insurance industry different?

Nature of business- pricing, costs, reserves

Importance of the investment portfolio- risk versus return

Statutory requirements versus GAAP

Target customers changing needs



How do life insurance companies make money?



Three pricing factors…

Operating Expenses
Cost of Benefits/Cost of 

Insurance

Potential Investment 

Income



Minimizing risks…



Sourceline: Title, Company, Year. 

Challenges in today’s environment…

• Interest rate changes

• Market volatility

• Changing accounting rules



How is the insurance industry different?

Nature of business- pricing, costs, reserves

Importance of the investment portfolio- risk versus return

Statutory requirements versus GAAP

Target customers changing needs



Sourceline: Title, Company, Year. 

STAT versus GAAP

GAAP

•Focus on info for investors

•Shift over time from income 
statement focus to balance sheet 
focus (fair values)

STAT

•Focus on solvency and claim paying 
ability of insurer

•Protection of policyholders



How is the insurance industry different?

Nature of business- pricing, costs, reserves

Importance of the investment portfolio- risk versus return

Statutory requirements versus GAAP

Target customers changing needs



Sourceline: Title, Company, Year. 

Target customers changing needs

• Aging demographics

• Global implications

• Financial knowledge or customers… or 

lack?

• Digital implications



What’s the Score?





Key questions to answer include:

• Where is the company making the most money?

• How much money is the company making from 

new business? Existing business? and why?

• Are key product features adequately priced?

• Which customer segments are most profitable? 

Are customer retention levels favorable?

• Which distribution channels are the most 

profitable and effective?

• Are expense levels reasonable?

• Are investment management operations safely 

optimizing returns?

Income Statement: Gives an Overall View of Profitability



Sourceline: Title, Company, Year. 

Balance sheet basics – Insurance Style!

• Assets start with Investment portfolio 
instead of cash

• Liabilities to policyholders and customers 
is biggest component

• Investment portfolio versus liabilities

• Owners’ investment = Equity=> Surplus



Balance Sheet: A Picture of the Financial Strength

65% of assets 
are 

investments



Obligations 
to pay future benefits 
is the biggest liability 

component for insurers

Balance Sheet: A Picture of the Financial Strength of an Insurer 

and its Ability to Support Growth



Equity levels 
determine the amount of 

business a company can write 
and its ability to support growth

Source: BestLink – Best’s Financial Suite

Balance Sheet: A Picture of the Financial Strength of an Insurer 

and its Ability to Support Growth



What’s My Role for the Future?



Main Risks Facing the Industry Over the Next Few Years



Sourceline: Title, Company, Year. 

Financial Literacy at Any Level!



What’s the future?

Mc Kinsey Report:  Global Insurance Report 2025: Growth and relevance in life and beyond



29

McKinsey

     & Company

Compared with other industries, the insurance industry has not 

yet structurally addressed operating costs.

Cost efficiency evolution per industry, 1 0/0, normalized at 

100% in 2009



Efficiencies in the Industry



Please Provide Your Feedback on the Conference App



Thank You
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