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SIMPLIFYING THE TASK OF ALLOCATING 
INSURANCE PREMIUMS
Allocating portions of overall insurance policies to 
the covered participants is one of the risk manager’s 
most critical responsibilities. There’s a simple theory 
behind this process—that those who need or use the 
insurance the most should cover the highest share of 
the costs. However, once you get into the details, the 
task becomes much more complicated.

If premiums aren’t allocated properly using a consistent, 
well-defined methodology, there is a significant chance 
that some participants will be overbilled or under billed 
for their portion of the covered risk. This not only affects 
costs for all of the other participants covered under the 
policy, but also leads to strained working relationships 
and financial uncertainty.

This article examines the challenges associated with 
current methods of allocating insurance premiums and 
outlines best practices that organizations can use to 
make this task simpler, faster, and more efficient.

SHORTCOMINGS OF CURRENT 
METHODS
Insurance premiums are allocated in many different 
ways. The process is often manual: the risk manager 
will examine each participant’s exposures and losses 
to evaluate their risk and allocate portions of the overall 
premium accordingly.

This manual approach impedes efficient premium 
allocation in a number of ways, making it difficult for risk 
managers to ensure the quality of their work and move 
beyond day-to-day administrative responsibilities to 
play a strategic role in managing risk.

MANUAL PREMIUM ALLOCATION IS TIME-
CONSUMING AND LABOR-INTENSIVE

There is a vast amount of data involved in premium 
allocation decisions—and the system of record needs 
to be updated constantly as things change over time. 
In many organizations today, each of these changes 
needs to be communicated to the risk manager, who 
must then update the individual data elements and 
determine how the changes should be reflected in 
premium contributions.

This administrative burden represents a constant drain 
of time and energy for risk managers, leaving them with 
little time to devote to strategic thinking. The constant 
flurry of data inputs and updates also makes it hard 
to ensure the accuracy of the data contained in the 
system of record.

INACCURATE DATA AND INCONSISTENT 
DOCUMENTATION CREATE RISK

The more human intervention is required to complete a 
process, the greater the potential for error. And in the 
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insurance industry, no one wants to be surprised by 
inaccurate data when the time comes for an audit or 
when a claim occurs. 

The impact of flawed premium allocation decisions 
is never isolated to a single unit that has been billed 
incorrectly. There is a ripple effect throughout the 
organization, which can necessitate a large backdated 
audit adjustment—the bane of CFOs everywhere.

Lack of documentation is also frequently a major 
issue when premiums are allocated manually. In the 
event that a division manager or another stakeholder 
complains that they are being overbilled, the risk 
manager must be able to provide a sound justification 
for the way the overall premium is distributed. 

Pulling together disparate documents on an ad-hoc 
basis each time there is a billing question is inefficient 
and unreliable. Risk managers need a system that 
makes pertinent data readily available. Having all the 
information at their fingertips not only helps to settle 
disputes, but also helps to prevent mistakes in the first 
place.

BEST PRACTICES FOR 
ALLOCATING INSURANCE 
PREMIUMS
DEFINE A CONSISTENT METHODOLOGY

It is important for risk managers to use a consistent, 
clearly defined process to allocate premiums among 
plan participants. This is best achieved using a modern 
risk management information system (RMIS) that 
provides a comprehensive view of insurance policies 
and covered participants.

Ensuring that all stakeholders are aware of the 
methodology used to allocate premiums can help to 
mitigate the risk of billing disputes and maintain good 
working relationships between all parties involved in the 
process.

ENGAGE ALL OF THE STAKEHOLDERS

Proactive communication and engagement with 
covered participants and other stakeholders helps to 
ensure that data entered into the system of record is 
accurate, complete, and up to date. Ideally, covered 
participants should be able to take ownership over their 
information by viewing and updating it directly within 
the RMIS.

AUTOMATE THE PROCESS

Once you have an RMIS in place that can consistently 
handle all of the necessary data management tasks 
while facilitating communication and collaboration, it’s 
time to automate the process. Automation enables 
risk managers to spend less time on administrative 
and clerical work—and invest more time in strategic 
thinking.  It also gives the risk manager all the needed 
information (i.e. policy premium info, risk attributes, 
claims history, participant’s involvement in loss control 
activities) at his fingertips so he can accurately allocate 
the premium and justify it to the covered participants.    

Automation also reduces the potential for error by 
limiting the amount of human intervention involved in 
premium allocation. Each time a person touches a data 
element, the risk of error is increased. With the right 
RMIS, you can let your people do the types of things 
they are good at (i.e. strategic thinking and relationship 
management) and let machines do the more data-
oriented tasks (i.e. crunching numbers and generating 
reports).

DOCUMENT EVERY STEP

Thorough documentation of premium allocation 
decisions and the underlying data is essential. Risk 
managers must be prepared to not only answer plan 
participants’ questions about premium allocation, but 
also to challenge underwriters about questionable 
premiums or surcharges. When you have all of the 
relevant information in your hands, you have leverage. 
Without that critical data, you’re forced to rely on what 
you’ve been told.
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FIND THE RIGHT RMIS FOR 
YOUR ORGANIZATION
To implement these best practices, you need a risk 
management platform with robust functionality. When 
selecting an RMIS, look for a system that offers:

• VISIBILITY into your policies, covered 
participants, and premiums

• ACCESSIBILITY to facilitate collaboration with 
all stakeholders

• AUTOMATION with algorithms and mechanisms 
to ensure accuracy and consistency

• DOCUMENTATION to justify premium 
allocations and give risk managers leverage in 
discussions with underwriters

Armed with these capabilities, risk managers can more 
effectively allocate insurance premiums, control costs, 
and nimbly navigate between carriers, brokers, policy 
types and coverage options.


