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Abstract

This study focuses on the analysis of the efficiency of claims management within the health
insurance industry of Saudi Arabia. This includes the prospects and challenges of outside
(outsourced) and inside (in-house) management. The health insurance industry in KSA is
evolving at a very fast pace due to the changes in legislation at the regulatory level and the
growth within the industry and beyond. The decision of whether to handle claims internally
or externally has significant consequences on the efficiency and viability of insurance
companies. The research objectives of the study are as follows: to assess the current state of
health claims management in Saudi market; to determine the prospects and drawbacks of
inside and outside approaches and to evaluate the effectiveness and efficiency of the
approaches. The data for this research was collected through literature review, case studies,
surveys and interviews of the experts and specialists. The findings of the study enable the
identification of the strengths and weaknesses of each method. The best management
practices were identified to ascertain the optimization of process in order to support the
highest efficiency claim. Research shows that inside methods of claims management offer
better control and data protection; however, this option is more costly. When outsourcing
claims management, businesses gets cost benefits and the ability to retain scalability.
However, outside claims management may experience some issues in data security and
regulative compliance. The last section of the research offers suggestions on how insurance
companies can reduce the costs when operating claims management. Altogether, the
present research adds to the existing literature on health insurance management and will

offer insurance companies in the Saudi market data to enhance their claims management.
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Chapter 1: Introduction

The Saudi Arabian health insurance industry is a field that can be described as characterized by the
significant and continuous process of transformation. The specific history includes the field of
health insurance from a critical reading perspective as it is an essential grindstone to the
Kingdom’s Vision 2030, the goal of which is to provide all the citizens with a comprehensive and
highly qualitative healthcare service (Commission of Health Inspection CHI in Saudi Arabia, n.d.).
Therefore, as stated by the Commission of Health Inspection CHI in Saudi Arabia, the process of
starting the legislation of health insurance in the Kingdom can be traced back to 1999 when the
government set up the Health Insurance Council. However, an actual efficient regulation started in
2005 when the government provided SAMA the complete authority in the insurance sector. It has
also been subsequent by the employing of the particular capacity of SAMA to exert augmented
control over the sector regulating the processes of licensing, overseeing, and regulating the
incorporated bodies (Information Affairs Authority in Saudi Arabia, n.d.). SAMA has, over the last
decade, sought to impose considerable change to the overall legislations and frameworks to
enhance the best practice in aspects such as prudential standards, supervisory reviews and
disclosure standards.

The shift towards the financial soundness and stability of the domestic and international banking
sectors at the same time also helped the subsidiary insurance and reinsurance markets in their
search for efficiency and growth. The final result can be obtained — with no need for additional
analyses that require critical thinking — as the direct outcome of the change in the state policy
regarding the mechanism of financing healthcare services (Information Affairs Authority in Saudi
Arabia, n.d.). The SAMA market entry competitive framework and the policy of massive market
reform by enlargement and privatizing conduce to the government’s objectives of using the
particular forces of the market and the facility for universal enroliment. Such byproduct suggests

improvements in population health and systematic consumer costs staggering enlacement,




improvements in competition, stimulated efficiency, and the structure of individual choice and

responsibility.

The Health Insurance Council is considered of the independent government entities that has a
legal personality, on the decision of the Council of Ministers No. 71 and dated 27/4/1420H, it was
decided to establish the council with the aim of monitoring the implementation of health
insurance regulations. later, Insurance Authority is established by the decision of the Council of
Ministers No. 85 which made on 28/1/1445H, which exercising of all powers and responsibilities
that have been decided in relation to the insurance sector in the Cooperative Health Insurance
System, issued by Royal Decree No. M/10, date 1/5/1420H and in the Cooperative Insurance
Companies Control System, issued by Royal Decree No M/32, date 2/6/1424H (Information and
Communications Technology Authority, Saudi Arabia, n.d.). The increase in the regulation and
legislative transformation has been resultant in the overall market to significantly shoot upward
and alongside an increasing overall membership and the volumes of claims to be managed.
However, with these numbers, the workload has been rising and has therefore begun to exert
pressure on insurers, especially the conventional way of handling claims processing as part of the
overall means to cater for the bills on healthcare of the insured (AlJohani & Bugis, 2024). Whereas
the companies have been directly dealing with them through their capability, the same is through
manpower and concrete but now appears to be inadequate.

To address this increasing number of claims, insurers are now starting to consider the outsourcing
of one processing function or the entire spectrum of works to third-party administrators. TPAs are
involved in the handling of claims on a very big scale. The decision to centralize or decentralize
claims administration management, TPAs has strategic and operational consequences that are not
fully appreciated in the Saudi context. These corporate concerns are cost containment,
productivity, time to adjournment of bill, and members and provider satisfaction (Nabrawi &
Alanazi, 2023). Outsourcing helps the professional TPAs to use the latest technologies and

specialized knowledge, but at the same time, it weakens the insurers’ control and decreases their




direct communication with customers. Furthermore, this challenge is further supported since

there is no available standard performance indicators in Saudi Arabia that can distinguish both
approaches up to this date (Alharbi, 2022). Of course, the question does not turn into a
competitive advantage but it has to be answered through highly instrumental analyses — that too
with sound evaluation criteria.

Moreover, it is essential to note that the execution of these strategies through the use of ERM
frameworks is necessary. ERM enables insurers to manage and prevent risks that are inherent in
claims processing both internally and externally and all over the company’s various risks. It is
crucial to determine and analyze the key financial effects of risk indicators in order to assess the
financial solvency and productivity of insurance organizations. It is possible to use diagrams to
explain the ERM framework and financial effects of risk indicators in order to get a better
understanding of these aspects.

Figure 1 illustrates the application of enterprise risk management (ERM) in an organization:
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Figure 1: Enterprise Risk Management Structure in the Organization (Etges et al., 2019).
No such opportunities or challenges assessment compares internal processing with outsourced
processing against their primary local data. The decision of whether to perform claims

administration internally or externally is one of the most basic, and the available data at the




moment does not offer any solutions and simply deprives insurers of the metrics they could use to

make their choices (Al-Hanawi, Mwale, & Qattan, 2021). Hence, this research aims to fill the local
inadequate understanding by undertaking a research evaluation of the claims administration
strategies from several insurers through data collection and analysis. This will provide a clearer
picture of how performance is affected by approach and insurer- and claim-specific context factors
peculiar to the Kingdom (Nabrawi & Alanazi, 2023). Such adequately resilient data will help
insurers regain control of their decision-making processes through an improved appreciation of
their realities in managing an industry that is rapidly becoming modern.

Problem Statement

The Saudi health insurance industry has been growing at a fast pace over the past few years
because of the government’s push for the implementation of UHC. This has been among other
sector wide effects that have compounded a myriad of operational challenges to health insurance
providers. In particular, the most significant issue that is currently affecting insurers in Saudi Arabia
is the identification of the most effective claims administration strategy (Alonazi, 2020). To date,
market members have concentrated on internal claims processing in terms of claims
administration, which is the employment of the company’s own personnel and equipment.
However, a steady rise in healthcare costs and the frequency of utilization has put pressure on
claims processing. Due to this, many companies are now finding it hard to operate under the new
workload as this has affected the efficiency of the employees, availability of resources and
turnaround time (Puteh, Aizuddin, & Al Salem, 2022). Due to these new trends, most of the Saudi
health insurance firms are now contemplating on outsourcing their claims to third party
administrators. On the one hand, these TPAs are able to process medical bills for providers at a
faster rate than they could individually because of the scale of the organizations that employ them
and the special technology and knowledge that they possess (Alonazi, 2020). In general, potential

outsourcing advantages are faster and less costly processes for insurance suppliers. However,




making a deal with a TPA also comes with certain risks such as loss of control and oversight,

deterioration of the quality of service, and reliance on third parties.

There has been a growing interest in Third-Party Administrators (TPAs) in the recent past.
Nevertheless, there is a lack of studies on the Saudi market that compares the efficiency of internal
vs. outsourced management of claims. Currently, there is no clear local data and new trends, which
makes it difficult to make decisions in the industry. Insurers in Saudi Arabia are sometimes forced
to use experiences from other markets as a reference (Al-Hanawi, Mwale, & Qattan, 2021).
However, other countries may have different regulatory requirements, another economic setting,
and belong to a different culture, which are all likely to influence the relative price and
effectiveness of both methods. There are pros and cons of internal and outsourced claims
administration that are already in place (Al-Hanawi, Mwale, & Qattan, 2021). The claim of in-
housing processing provides a better feel for control, more standardization, and better security of
sensitive information. At the same time, this method is more costly and demanding in terms of
human resources. On the other hand, the use of TPAs is cheaper and can be extended to a large
number of clients, but it means the loss of control and deterioration of the level of satisfaction of
clients (AlHadlag, 2024). It is therefore necessary to undertake a thorough and structured
comparison of both these options. As it has been mentioned, the performance indicators are to a
significant extent universal and are determined by the characteristics of the studied system. In this
piece of research, the aim is to fill the existing knowledge gap with findings that are specific to the
Saudi phenomenon.

Study Purposes

The purpose of this mixed-methods study is to identify and describe the claims management in the
health insurance sector in Saudi Arabia and to identify the internal and external claims
management opportunities and threats. In this regard, the objective of the study is to examine the
efficiency, effectiveness and overall performance of the two types of claims management using

guantitative data analysis and qualitative findings. The research is to include a questionnaire to the




professionals in the industry, case studies of insurance companies using internal and external

management, and statistical analysis of such parameters as cost, productivity measures,
turnaround time, and customer satisfaction. On the one hand, the quantitative data collection and
analysis are to give a prima facie comparison of the cost, efficiency, and effectiveness of the two
types of claims management. Also, the data is to be complemented with the information obtained
from the qualitative part of the research, which involves conducting semi-structured interviews
and questionnaires to the industry practitioners about their practice and perception of in-house
and outsourced claims management. Therefore, the mixed-methods paradigm is to offer a
comprehensive view of the existing situation in Saudi health insurance claims management,
including the existing problems and the possibilities that can be opened. The recommendations
arising from the research are to be used to formulate policies that will help internal and external
claims managers to perform better, reduce costs, improve on service delivery and increase
customer satisfaction (Hazazi, Wilson, & Larkin, 2022). The result of the study will be useful to the
health insurance companies to make decision on the best practices to adopt in the management of
claims and also useful data to the policymakers in the Saudi health industry.

Study Importance

In the case of every health insurance company, there should be no questions as to what the best
claims management strategy is. It affects performance, costs, and satisfaction, so it is one of the
most significant factors to use when addressing the brewing competition in Saudi Arabia, a
dynamic and gradually becoming complex market that has recently adopted the obligatory
insurance state and faces a tremendous financial pressure that leads to growing expectations from
the insured population (AlJohani & Bugis, 2024). This study attempts to prove that claims
management is not just a back process, but it can contribute to the improvement of the
operational efficiency of a health insurance company, and reduction of its costs.

The management of claims can enhance the efficiency of health insurance firms by enhancing the

claims process. It can benefit in several ways, the most apparent of which is the enhancement of




the speed of the process, which will also be of advantage in meeting the company’s obligation to

pay claims to providers on time. Additionally, if the process is efficient, the company involved will
not be overwhelmed with a lot of administrative work during the busy times, which is a major
cause of inefficient work and unhappy employees (AlJohani & Bugis, 2024). This in turn will help
efficiency, and thus reduce the operational cost of the company in question even more.
Furthermore, with the right software solution that is fine-tuned to the requirements of a health
insurance company, it is possible to sustain efficiency even during the peak periods. This scalability
is also a major factor that enables cost leadership because it means that companies can handle
more clients while incurring the same costs (AlJohani & Bugis, 2024). The non-life structure of their
spendings guarantees that even with the rise in benefits paid to providers and insured patients,
the fixed costs of managing the rise in claims remain the same.

Optimization of claim management is significant for both carriers and clients. For the latter,
outstanding performance of this function may guarantee that all services provided in the policy
would be considered during the decision-making process (Hemrit, 2022). Besides, the promoted
level of faster claim adjustment and overall service may also serve as a justified incentive to renew
an insurance contract. In its turn, for carriers, it is vital to manage claims appropriately to avoid
potential issues and achieve economies of scale through enhanced productivity. This way, the
given research is aimed at deepening our understanding of which claim management approach is
more beneficial from both an internal and external point of view and what is their specific impact
on the Saudi Health Insurance industry (Hemrit, 2022). It is necessary to emphasize that the
developed project may be particularly required for major market players that are curious about the
best route for optimizing their claim management. In the case of an internal management
approach, the given project may help to determine which of the developed tools and practices
served as sufficient (Hemrit, 2022). By the companies that partly chose self-management aspects,
the mentioned research may help to develop a profound understanding regarding the drawbacks

and potentials of the already selected outsource teams with their subsequent upgrade.




Cumulative advantages of having both claim management types covered in the research project.

Since the internal claim management approach is more time-tested and conventional, its
advantages and disadvantages are mostly determined (Al-Faryan & Alokla, 2023). Itis a
comparatively minor challenge to gather data and make a conclusion about tools used in the
standardized situation. In the case of the outsource claim management approach, the situation is
different. There is no time to test all possible routs of how to do it to identify which of the tools
were, in fact, useful (Al-Faryan & Alokla, 2023). Treading paths made by others is associated with
risks, and a product with real, showcased examples, aimed at assisting health insurance
companies, guarantees its significant demand.

Also, the recommendations will provide some useful insight for the health insurance sector as a
whole. Even though the present study addresses the needs of stakeholders from the Saudi health
insurance industry, evidence regarding the efficiency of certain types of claims management as
opposed to the alternatives can influence the decision-making process of policymakers and
regulatory authorities (Hemrit, 2020). Specifically, the tools provided on the basis of the current
research might inspire the above-mentioned authorities to consider enhancing the transparency
and effectiveness of the Saudi health insurance industry further. Overall, the significance of the
study in question is particularly high since determining the appropriate claims management
approach is one of the key aspects that will allow firms working in the health insurance area to
expand. The ability of health insurance companies to redesign their claims management processes
and, therefore, improve the overall efficiency of their performance, reduce costs, and increase the
quality of experience for their clients is crucial (Hemrit, 2020). The current study will allow
enhancing the toolbox for both identifying the target claims management and design the most
suitable strategy. The solutions for different types of the claims management process offered in the
study will help firms working in the field of health insurance in Saudi Arabia to overcome their
currently existing challenges and tap into their full potential.

Study Questions




1. What are the prevalent methods of claims management in the Saudi health

insurance sector?
The question asks about the prevalent methods of claims management to determine the baseline
of current Saudi health insurance practices. Its purpose is to find out which strategies and
technologies are the most common among insurers and whether they are efficient, effective, and
compliant with the existing regulations. In this visual, this concept is generally illustrated by a chart
including different lines indicating strategies based on their intensity. Specifically, if all of them are
identified, it can be easier to gain insight into standard industry practices and compare them with
both internal approaches and its alternatives (Nabrawi & Alanazi, 2023). Finally, this information
will help in figuring out which technologies and practices should be adopted by insurers to address
the need for greater competitiveness and regulatory compliance.

2. What opportunities and challenges are associated with internal claims

management?
It is essential to understand the opportunities and challenges of internal claims management to
realize whether this activity influences the efficiency and quality of service of insurers. Internal
management is characterized by the possibility of control and the high level of data safety, allowing
to provide the customers with unique service products (Alonazi, 2020). Simultaneously, this
approach has some disadvantages, such as staff expenses, deficiency of resources, and negative
impact on the systems operation during active seasons. Thus, a response to this question will help
to discuss the identified factors in more detail, providing the insurers with an opportunity to
evaluate the advantages of an internal strategy of claims management over the drawbacks and
decide on the purchase of corresponding internal facilities or search for an alternative solution.

3. What opportunities and challenges are associated with external claims

management?

Considering the opportunities and challenges that external claims management presents can help

insurers better understand the potential advantages and risks of managing expenses through third-




party administrators. While external management allows for cost reductions, scalability, and the

potential to benefit from specialized knowledge, there is also a variety of risks such as reduced
degree of conducted control, potential data leaks, and the necessity to rely on third parties or
agents for some of the company’s critical operations (Puteh, Aizuddin, & Al Salem, 2022). To some
extent, the following question provides a holistic view of both aspects of the issue, which may be
useful for insurers seeking to make a decision about outsourcing, and ensuring that the identified
opportunities form the basis of a company’s advantage, with the challenges being effectively
mitigated.

4. How do internal and external claims management approaches compare in

terms of efficiency and cost?

In order to determine which approach is more cost-effective and efficient, conducting research and
comparing the efficiency and cost of internal vs. external claims management is required (Al-
Hanawi, Mwale, & Qattan, 2021). This research question focuses on the type of quantitative metric
including processing time, administrative cost and error rate. By comparing these metrics, the
research will give clear insights into efficiency and cost effectiveness of both approaches. The
comparison will allow the insurers to optimize the claims management process and balance cost
efficiency with the requirement for effectiveness and reliability of the services.

5. What best practices can be recommended for optimizing claims management

in Saudi Arabia?

Best practices for claims management are known to play a crucial role in helping insurers optimize
their operations and the quality of service they provide (AlHadlag, 2024). As such, the primary
purpose of this research project to investigate and synthesize the information about the successful
strategies for claims management, both internal and external, in the Saudi context. By comparing
and contrasting the identified best practices, technologies, and organizational aspects, the study

will provide recommendations that insurance agencies can adopt to enhance their practices of




managing claims in ways that would help them to meet the specific requirements of the Saudi

market.

Theoretical Model:

Transaction cost theory provides a useful lens to examine and evaluate whether health insurers in
Saudi Arabia should internally handle the transactions related to processing claims, and tractions
that would be outsourced to third-party administrators. The theory maintains that, as transaction
volume increases, the marginal cost of undertaking the transaction internally is also likely to rise
because of the diminishing returns (AlJohani & Bugis, 2024). This is central to the problems that
health insurance companies have because the transaction volumes of these organizations are
probably going through the roof. They are experiencing rising claims demand partly because of
previous market reforms and newly opened markets. According to the theory, at the beginning,
when tractions were less involved and with low amounts or value, it was only efficient to
internalize the transaction costs. This implies that the companies should bring under their roofs,
claims function and the attendant facilitative functions such as reports and customer service
(Nabrawi & Alanazi, 2023). The companies were able to control and coordinate the efforts of all
the support departments ensuring that a considerable part of fixed and variable costs was
incurred. Such efforts were efficient in the short run when the policyholders and claims were still
few.

According to transaction cost theory, there is a volume at which it becomes cheaper for the
insurers on the scale to outsource such specialized processes and gain scale economies for TPAs.
Due to the high volume, the service may be contracted out to another firm that is not affiliated
with the insurance company (Nabrawi & Alanazi, 2023). It may have lower processing fees,
technological efficiencies, or specialized human resources to perform the product or specialized
processes relatively cheaper than TPAs. Based on the extent of the overlap, larger transaction
services may be acquired at a cheaper price to the company, thus a possible decrease in the

growth of in-house operations, compared to the company, although some specific transactions




may be in the organization. But it will also result in other costs. When services are performed

outside, other risks are attached to the frequency of intervention that the final supplier of the
services sold directly to the insured person has no control and is directly controlled by the third
party (Alonazi, 2020). This increases the chance of following their interests at the expense of the
company. It is like not providing the quality and quantity of services that is expected of you.

Also, the external party may be tempted to use the consumer and contractual information for
other purposes. Transaction costs theory states that when asset specificity is high, which is a very
regulated industry, with data security being of high importance, such opportunity costs rise
(AlJohani & Bugis, 2024). This could be addressed by good contract, incorporation, and long-term
contract governance mechanisms by providing the right hedging. Persistent gaming and cautious
strategies can maintain the external transaction costs in proportionality even if they are charged
high fees (Al-Hanawi, Mwale, & Qattan, 2021). In general, the transaction cost theory
demonstrates that, given the volume of claims that insurance companies have to process,
outsourcing may obtain scale efficiencies proportional to internal costs as the cost of outsourcing
goes into consideration to overcome insurers’ internal control rents if contingency and contracts
are kept at a minimum (Alonazi, 2020). These roughly bound the hypothesis of the degree of
outsourcing at which the flat scale ceases to compensate for the internal cost of component

manufacture.




Chapter 2: Literature Review

Introduction

Claims management is one of the operational activities that are central to the running of health
insurance. Medical claims payments are the base of a relationship that insurers have with
customers by paying Naushad et al., (2021). Automation of claims processing is beneficial to the
process while poor management of the same is detrimental to the quality of service. Maintaining
the efficiency of the Saudi insurance industry is important during this transition (Saber & Ali, 2021).
This literature review examines what is currently known about claims management practices in
general and sheds light on the internal versus outsourced process of effective claim management
recommended within Saudi Arabia. Thus, by looking at the previous empirical studies, one can
identify the impact of each one on cost, time for the process, and satisfaction. It revisits the
theoretical underpinnings of the organization policies, cost benefit analysis and customer loyalty.
Integration of perspectives at this level is aimed at placing the current research challenges and
hypotheses within the framework of existing theories so that the gaps that can be filled by
studying social media in higher education can be identified.

Dependent Variable: Efficiency and Effectiveness of Claims Management

Efficiency and effectiveness of claims management are the two dependent variables in this study.
What Efficiency Means for Claims Management and Insurance Companies. This requires less
administrative burden, shorter process times and efficient resource use to manage claims faster
without undue delays. Smooth running and more effective claims management system translates
to fewer errors and delays when dealing with claims, enabling faster resolution of these same
claims (Sabert & Ali, 2021). On the other hand, effectiveness has to do with the quality of claims
processing as a whole and consistency in it (Konrad et al., 2020). It helps to establish that valid
claims are recognized and paid on a timely basis, at the appropriate amount showing adherence of
insurer to its obligations towards policyholders. This is especially important as it illustrates the

insurer's ability to process claims professionally and with transparency, which also helps in




retaining customer trust and satisfaction. As a result, customer satisfaction increases since

policyholders have an easy claim process involving as little effort from their part. Broadly, the study
examines how well a claims management system can reconcile proper trade-off between speed
and accuracy (process efficiency) vs. quality and reliability of service being delivered to the
respective clients for maximum outcomes on each side - both insurer as-well-as insuree247
Independent Variable: Internal (In-House) vs. External (Outsourced) Claims Management
Approaches

In the analysis of the research objective, the independent variable is the internal (in-house) and
the external (outsourced) approach in policy holder claims management by insurance companies.
Working loss control is when an insurance company handles all of its claims with the tools that it
has developed and deployed for this purpose. This method helps the insurer to have control over
the whole process by ensuring that internal standards are complied with (Nabrawi & Alanazi,
2023). It also allows for direct supervision of everything and provides a chance to respond to issues
immediately what can lead to higher accuracy and better customer service. On the other hand,
external claims management is where you hire TPAs to work for your company and manage all
your claims. This method leverages on the experience, technology and other specialized resources
that TPAs possess which in most cases leads to reduced turnaround time and the related costs
through the economies of scale (Konrad et al., 2020). TPAs can provide complex data analysis,
fraud detection and other high-end equipment which may be beyond the reach of individual
insurers to develop on their own. However, there are some challenges that are faced with
outsourcing which includes; loss of control over the claims process and security risks concerning
data as well as reliance on the external provider’s service satisfaction (Saber & Ali, 2021). This
study will further elaborate on this issue by comparing these two other implementation methods
of the chosen strategy, in the context of Saudi health insurance market and its own regulatory
economic and cultural environment to determine which of the two methods would yield higher

efficiency effectives.




Summary of Past Studies

Internal Claims Management

Internal claims management on the other hand allows an insurer to have full control of the total
life cycle of a claim for its own team. It guarantees compliance and equal treatment in accordance
with the provisions of data protection legislation. Similar to previous studies, internal processing
may be linked to higher customer satisfaction because of insurers’ quick response and individual
attention. However, this is at the expense of key resources operating sophisticated claims
processes internally (Jovanovic et al., 2021). Performance is limited to the current headcount and
system infrastructure and thus fails to improve performance as a response effort during high
demand, and scale up with business growth. Particularly, when the volume number is rising across
KSA market, cost control and Productivity are the major issues.

Research has provided knowledge on how to manage claims. For instance, a study conducted by
Chen et al A study conducted in a large Asian market (Ting & Bay, 2021) compared the impact of
internal and outsourced models. They concluded that private commercial internal claims
adjustment always provided superior protection of highly sensitive customer health and financial
information. On the other hand, insurance firms were not more willing to open up their data
repositories for delivery and storage elsewhere such as third-party platforms because they have
better ways of accessing the data through internal systems than through outside vendors. The
research also revealed that conflicts were solved faster with internal instruments since insurance
workers could quantify the exact circumstances of a case and had broader jurisdiction to
coordinate progress (Chen et al., 2021). However, Jovanovic et al. (2021) pointed out that self-
administration had a significant amount of redundant overhead that required the maintenance of
different claims processing departments for each group. Some of the insurance firms were small
with limited resources to fund the cost of handling claims internally and it was becoming costly to
manage the claims in-house — hence many required a solution that outsourcing service delivery

would provide.




Further work by Eckert et al. (2022) found that internal claims management in effect granted

insurers virtually free rein to sift through enormous heaps of highly sensitive and private records of
individuals’ health and financial lives. Working with enterprise-level APls makes the application of
national data privacy regulations seamless and is critical in industries that are highly regulated like

Insurance. However, Eckert et al. (2022) also found that during the rush of claims, while being
triggered by crises or market booms-is administered internally that more limits are put on
productivity. The researchers noted that internal claims teams could not maintain the processing
throughput when the volume was high and thus faced an increased backlog level as well as
operation stress. Any decline in such figures has implications for customers’ satisfaction and
growth since the competition can inch forward with better performance levels.

Bourova et al. (2020) focused their study on the manner in which internal claims handling affects
the customer satisfaction level. Customers in general expressed a preference for directly dealing
with the insurer’s own claims personnel, as per the customer feedback. The reasons given by
insured consumers are mostly service-related, such as quicker replies to inquiries, a different
method of problem-solving, and a friendly relationship with familiar adjusters. However, Bourova
et al. (2020) also pointed out that direct service coordination of this kind can increase the level of
well-being and credibility among clients at the claim level, while being costly for insurers who need
to maintain a large number of highly qualified employees in the insurance claiming department.
The cost exposure includes training of the personnel to ensure that their skills are in par with the
technological & regulatory requirements of the industry besides the constant upgrade of the
claims processing systems. This is the kind of expense that puts a lot of pressure on the resources if
one is to source all the needs internally.

External Claims Management
To the insurers, outsourcing of claims management implies that there are opportunities as well as
risks. The most frequently cited expected benefit in numerous articles is the savings that can be

achieved through the use of TPAs. From what we have studied, the more the number of claims




volumes that a TPA has from their several insurer-clients, the operational efficiencies that they get

in terms of infrastructure and workforce. This enables lower per-claim processing fees than if we
were to grow in-house capabilities in a stepwise manner (Kunnath, 2020; Njegomir and Bojani¢,
2021). Also, external administration has certain advantages in terms of scalability because most of
the TPAs have large operational capacities to accommodate fluctuations in the workload. It gives
exposure to core-competence in claims technologies and regulatory-compliance — the learning
curve is boosted exponentially (Kunnath, 2020). However, there are some inherent risks in this
course as well; lack of supervision, potential issues with data security, and heavy dependence on
external vendors for the continuous functioning of the course. Otherwise, you require some form
of performance measurement at least in the vicinity.

Sunder and Kunnath (2020) investigated the impact of outsourced claims administration in insurers
in India. The researchers also found that the latter method increased the processing time by 30%
less than the former through the statistical study of the invocation counts reported over several
row by pattern intervals documented with operators Insurance companies that outsource their
claims management to TPAs had an average of about 20% lower operational cost per claim. These
productivity and efficiency gains offered some backing to the potential advantages of scale
economies and specialized competence that might be obtained from outsourcing arrangements. In
the same regard, Sunder and Kunnath (2020) noted that there are still concerns of loss of control
and possible security vulnerabilities arising from outsourcing customer medical records and
financial data to third parties. Also, there are issues concerning the fact that outsourcing models
eliminate personal touch and reduce service satisfaction whenever policyholder interaction with
insurers is taken out.

Some of the benefits of outsourcing in the Serbian insurance market that Njegomir and Bojanic
(2021) pointed out include the following. TPAs have a tendency to gather claims processing
systems which are technically much superior and even more advanced in digital tools than

anything that the insurers could have been able to procure on their own with limited funds. For




instance, this entailed using RPA processes to automate manual tasks and Al tools for real-time

fraud detection; these were not possible in the previous years. Thus TPAs delivered claims
processing like no other and that was possible only by leveraging these modern day techs to the
optimum. In a later study, Njegomir and Bojanic¢ (2021) also observed that the insurers who used
TPA partnerships reported their performance in terms of per-claim costs and turn around/error
rates. However, researchers pointed out that while outsourced models for some security functions
could indeed be advantageous in minimizing risk of insufficient supervision and revealing
weaknesses, this was only possible if there were stringent contractual service level agreements
(SLAs) and periodic reviews.

In a similar manner, synthesizing data from various studies carried out in different countries, John
and Parikh (2020) made the observation that insurance firms in general realised significant gains
when they outsourced claims handling to professional TPAs. TPAs were said to have cut per-claim
processing expenses for insurers by 15-25% on average, depending on the volume of claims in
multiple client portfolios. The economies of scale and robust digital platforms have also reduced
the turnaround times by 20-35 per cent. But they stress that insurers must be careful so that
outsourcing benefits do not translate into a loss of control and oversight. John and Parikh (2020)
recommended that there should be compliance with the contractual requirements on data
protection, record keeping, customer service standards and regulatory compliance. They will be
subjected to all sorts of “privacy violations, disputes and reputational loss arising from
unsatisfactory TPA outcomes” if there is no constant third-party oversight supported by robust
mechanisms of responsibility.

Advantages and Disadvantages of Internal Claims Management

There are several advantages that can be attributed to the internal-based claims management,
these include: Insurance companies that oversee the management of claims processing internally
have full control on how their administration lifecycle is going to turn out to be. This makes it

possible for an insurer to enforce its highly specialized service standards and data privacy policies.




Customer healthcare and financial information remain within the insurer’s IT perimeter through

internal processing. Consequently, internal personnel take care of individual policyholders by
focusing on each case and the history of claims (Orlando & Bace 2021; Andreeva. 2021). However,
some studies also reveal some demerits of internal models as well. However, higher customer
satisfaction that may be achieved through more-personalized interaction is balanced by the fact
that self-administration is costly to an insurer. Consequence: Having dedicated claims departments
are major variable expenses — people, systems and equipment maintenance, for example. The
fixed costs vary with the workload changes slightly and would be high when a given volume of
claims in the market is low (Orlando & Bace, 2021; Andreeva. 2021). While such paid services may
not be necessary for larger carriers, for smaller or even insurers with rather weak capitalization
who are not willing to perform personnel expansions and thus directing most of the outward-eye
in controlling escalating per-claim costs would also contribute to operational solvency if they could
outsource administrative tasks.

Andreeva (2021) studied how specific claim operating model impact insurers in various regions.
Carriers adopting an inside approach offered better service due to accurate record keeping and
faster dispute resolution than outsourced options, the research found. By the in-house staffs
adjudicating end-to-end, errors born out of communication gaps between insurer and TPA were
decimated. Direct participation also made it possible to take quicker action in response to
customer complaints, and denied liability. However, customer-centric merits notwithstanding, self-
management placed heavy financial demands on insurers with size-able salaries and technologies
required to maintain claims staff were inundated by a frenetic wave of new claims (Andreeva,
2021). The thesis argued the increase in ongoing costs could eat into precious capital needed to
margin up other core activities such as product development, marketing or technology
investments over time. Escalating internal costs would be allowed to go unchecked at the possible

expense of profit potential and competitive positioning for carriers.




Orlando et al completed an additional contextual analysis (Orlando & Bace 2021). Their work

specifically intended to quantitatively study the scalability of internal claim administration models
common among insurers. Researchers assessed the performance of an organization during
previous catastrophic events and found that although in routine workout conditions, internally
managed system worked fairly well yet when there were sharp spike volumes it exceeded its
capacity. Namely: the processing power and levels of staffing required to deliver outstanding
customer service in normal caseloads were not equipped to dynamically scale up when confronted
with a surge brought about by large-scale disasters such as hurricanes or pandemics. The existing
fixed infrastructure had a very hard time keeping up, leading to massive backlogs and increased
speed of response times needed ever increasing overtime work hours as well as expensive
temporary hires per claim. Orlando and Bace (2021) ultimately concluded that the failure to be
scalable is a weakness of internal models, as major events will overburden what resources are
available rather than relying upon retain external partnerships.

Advantages and Disadvantages of External Claims Management

Direct handling of claims within the insurer’s company has the advantage of direct control while
outsourcing to TPAs has the advantages of cost, flexibility, and expertise if well managed.
Implementation of TPAs brings down the unit cost even lower as they are normally able to obtain
economies of scale by utilizing infrastructure and resources across many insurer-clients, thus
providing 15-25% savings compared to the incremental buildup of in-house capacity(Zanke,2021).
Also, they can scale features ages-wise for different workloads because features are highly massive
in their nature. Advanced digital technologies coupled with the core competencies in managing
different volumes enable TPAs to handle large volumes of claims in the most efficient way.
However, outsourcing also poses other challenges to insurers like; loss of operational control,
cybersecurity threats and over reliance on the vendors (Zanke, 2021). The reports also point out
that in order to obtain the maximum benefits of outsourcing activities and minimize potential risks,

insurers have to sign more specific contracts that would describe in detail what is expected from




partners in terms of results accomplished, as well as testing provisions that would state how these

deliverables would be checked and what sanctions would be applied should performance
standards not be met or privacy regulations breached. It also has the responsibility of confirming
whether contractual obligations have been well managed and spells an increase to the concept of
continuous auditing.

Martinelli and Yautsiukhin (2016) analyzed the impact of outsourcing process on wide number of
european insurers. The research mentioned that the carriers were able to achieve an average of
30%-40% less expense per claim when they interact with focus based TPAs because they derive
advantage from the size in terms of unit cost of handling. Outsourcing arrangements also led to a
reduction of average claim resolution time by 3 — 4 weeks as well. However, the researchers
pointed out that these could be realized only if insurers have effective security measures in place
to safeguard clients’ information. It suggested SLAs that require compliance with stringent
information security standards and the periodic assessment of the TPA infrastructure
environments and backup plans. Martinelli and Yautsiukhin (2016) stated that carriers required
strict reporting procedures and agreement remedies to ensure that the level of service quality
remained as it was when outsourcing carriers directly eliminated any influence. If risk management
strategies are well implemented, then, insurers could get the best out of productivity through TPA.
Likewise, research by Prentice et al, 2023 focuses on the impact of outsourced claims management
on the customer side. According to their findings, they noted that the scale efficiency gains could
be achieved on the operational benéefits if and only if proper measures were taken to guard against
the negative impacts of outsourcing on the client loyalty perception. In particular, the analysis of
the policyholders who faced claims showed that most of the dissatisfaction stemmed from the
changes in the frequency and the nature of the interactions with TPA rather than directly with an
employee of the insurer. Another area of disconnect is brands and respondents stated that they do
not always have a single point of contact where they can take their grievances to regarding

solutions offered by TPAs. To mitigate these customer experience risks, the research by Prentice et




al (2023) also advised that insurers put in place compliance verification procedures that are of high

standard, including the regular validation that is done with and involving the policyholders. Issue
escalation routes and awareness of redressal mechanisms were also emphasized for enhancement
of the relationships that get compromised with direct or indirect involvement of third party in the
value chain.

Comparative Analysis of Past Studies
Previous research has only provided a partial answer to the question of the advantages and
disadvantages of insurers’ decision to have internal or outsourced AlMs. For example, Bourova et
al., seminal research amongst multiple European carriers (2020) They surveyed operational
statistics and obtained customer feedback to compare self-administered administration with TPA-
controlled operations The results showed that unit costs were cut by 15-25%, and cycle times were
shortened by 20-30%, which was consistent with scale effects from outsourcing. However, Bourova
et al At the same time it was identified that the customer satisfaction ratings are 5-10% higher
where benefits are managed internally because of the relationship staff fosters with employees
primarily due to their direct and personal interaction and not through TPA-only arrangements. But
the study revealed that no single approach was found to be superior in all the performance
indicators and insurers had to evaluate their specific portfolio needs in conjunction with their
resource strengths and risk tolerance levels for the best fit. The last one was the continuous
monitoring to act in case outsource partnerships did not deliver the expected productivity or
service level in the long run as well.

Among the identified meta-analysis synthesizing comparisons, one was found to be published by
Hanafy and Ming in 2021. Their assessment, based on collating research conducted across a
variety of geographies and periods, identified clear signals as to the relative performance for
internal vs outsourced claims administration functionality used by policyholders wherever they
were located or when policies crossed international boundaries. At the top-end and on average,

external management through TPAs delivered significantly lower per-claim costs with a faster




throughput for large insurers handling thousands of claims annually -doubling down during periods

of heightened volume. However, the meta-analysis also incorporated that smaller-volume carriers
as well as those with specific market segments, usually benefited more by maintaining internal
control to avoid direct customer interface and customized offers. As Hanafy and Ming (2021)
pointed out, insurers required prudence when matching the business profile with the claims
operating models they wanted. The advantage of outsourcing was greater than meaningful
economics in the same breath as individualized care through self-directedness was preferred by
insurers seeking high touch as opposed to low touch mass production.

Building Upon or Differing from Previous Studies

This study seeks to build on these prior studies by providing a comprehensive qualitative analysis
of the Saudi health insurance market. As opposed to prior studies that have primarily focused on
Western markets, this research will consider the Saudi health insurance market’s specific
government structures, economic necessities, and cultural factors affecting and considering claims
management. By employing both quantitative and qualitative data, the study aims at offering a
better understanding of how different management decisions influence the key performance
indicators including cost, efficiency, and consumer satisfaction. Although previous research
differentiates between internal and external claims management programs, none of them has
been aimed at the Saudi environment. Therefore, there is at the present time a lack of literature
that evaluates the best claims management approach in this specific market. The described lack is
important because the two examined approaches seem to be equally efficient. While AINemer
(2021) has identified the local distinctiveness affecting internal and external claims processing in
Saudi Arabia in a prior study, this work seeks to buttress that evidence with actual data and
analysis.

The conclusion drawn from this study will be useful for insurance companies to learn how to
improve on their claims management strategies and improve their operations in the health

insurance sector of Saudi Arabia.




Theoretical Framework of the Study

In order for the theoretical framework to be applied in this paper, there are several models and
theories that need to be taken into account. The models and theories that are used to establish
the most suitable theoretical framework for this paper include the resource-based view, cost-
benefit analysis, and customer satisfaction theories. As pointed out by Varpio et al. (2021), these
theories and models can assist the researcher navigate through the core domains of the research
and data collection. They are useful in enabling the learner to arrive at the best comparison
between the two approaches with regard to the health insurance industry in Saudi Arabia. The
models and theories can be divided into management models, cost benefit models and customer
satisfaction models.

Resource-Based View (RBV)

The resource-based view of the firm is grounded on a conceptual framework that focuses on
internal resources. Thus, these resources and capabilities can be considered as the foundation of
competitive advantage. For example, according to the theory, organizations have specific
resources, for example, knowledge, personnel, or technologies that are exclusive to the
organization. From this perspective, the specialty insurance companies with better internal
capacity are more likely to handle claims internally (Kosiol et al., 2023). It is probable for these
organizations to use sophisticated data analysis systems, their skilled claims adjusters, or a
complicated and efficient claims procedure. Therefore, the practice contributes to the assurance
that an organization is in charge of important operations; thus, high service quality and
appropriate data security are provided (Kosiol et al., 2023). It is also important to note that not all
insurance companies are blessed with comparable internal capabilities. In this regard, it could be
logical for organizations with relatively low internal capacities to delegate the management of
claims to third-party administrators. These TPAs are probably to have specialized knowledge,
sophisticated tools and scale advantages to offer high productivity of claims handling (Ahmed et

al., 2020). The solution enables insurance companies to obtain resources that they could not afford




to invest in order to build the required competencies. At the same time, since not all

characteristics can be purchased, competence of organizations can be useful to them, while they
concentrate on their strong points. In the long term, internal resources can be needed (Ahmed et
al., 2020). Therefore, the practice to outsource claims management might be conditionally
accepted.

Cost-Benefit Analysis

Cost-benefit analysis is the major tool for evaluating the financial consequences of internal vs.
external claims management. The basic principle is that cost consists of several components. First,
there are operational expenses, such as the payment of salaries and fees. Second, each approach
demands a different kind of technology investment, both in initial implementation and subsequent
upgrades, and can be seen as a part of costs (Koopmans & Mouter, 2020). For example, internal
claims need a variety of expenses, such as salaries, training, maintenance, and upgrades of the
equipment. External claims management requires only the TPA fees, although there may be costs
associated with maintaining and checking their performance. Third, it is essential to consider the
savings that can be achieved through efficiencies (Koopmans & Mouter, 2020). Salaries and fees
would not require consideration of additional safety measures as expensive as technology
upgrades, but may call instead for the active management of the outsourcing firm. The main
benefit of both approaches is the speed and cost of claims processing along several dimensions.
Internal claims may decrease fraud because the process is more under the control of the company.
Outsourcing substantially decreases costs through economies of scale and specialized knowledge
of the service and might be faster in processing (Mishan & Quah, 2020). In addition, TPA services
are likely to possess software, the implementation of which the company would find significantly
expensive. The advantage of the first scenario would be the relatively tight control over the service
by the company and the convenience of having the data on-site. However, the advantages of the
second proposal are so significant that the best cost-benefit ratio is probably to be had with

external claims management.




Customer Satisfaction Theories

There are many theories within the domain of customer satisfaction. It presupposes the
importance of satisfying or even exceeding the customers’ needs and expectations in the process
of service provision. There is also a concept of customer satisfaction within the domain of
insurance (Méndez-Aparicio et al., 2020). Some theories suppose that the satisfaction of the
customers is critical to client retention and loyalty. In the domain of claims management the two
key determinants of customer satisfaction are: speed with which the claim is processed and the
accuracy of the claim. Another important factor is providing the clients with information and
quality of the customer support, in general. Speed is one of the key determinants since the client
expects the claim to be processed quickly (Méndez-Aparicio et al., 2020). Any undue delay may
result in client dissatisfaction, especially if money is required for essentials. A claim should be
accurately processed — any inaccuracies will result in inconvenience, and the client’s trust may be
damaged.

Clear and open communication are other aspects that can be regarded as vital. The researchers
stress the fact that policyholders value the frequency, transparency, and accuracy of information
concerning the status of their claims (Sreedharan & Saha, 2021). Therefore, such opportunity can
be used to improve the understanding of the aims as well as to control the expectations of the
customers. Thus, it can be very important in minimizing the uncertainties and enhancing the
experience in general. Thus, it is important to stress that there can be many factors that can and
should be taken into account when assessing the overall customer experience. Therefore, with the
assistance of the theoretical framework, one might strive to compare two approaches, which are
stated by the given research, concerning the nature of claims management. These may include the
following differences: whether an insurer engages an external or internal firm for that purpose
(Sreedharan & Saha, 2021). Last but not the least, depending on the assessment, one may try to

find out whether a particular approach can be deemed to be more effective in meeting the




expectations of the policyholders and whether it can be a factor that contributes to the

enhancements in satisfaction levels and the subsequent loyalty.

Summary

The literature review has outlined the current state of research regarding claims management in
health insurance in general and that in the Saudi market, in particular. Advantages and
disadvantages of internal and external management were also presented, and theoretical
frameworks were described. Past studies have shown that internal management allows for more
control, better data security, and higher customer satisfaction due to personalized service. External
management, in turn, is beneficial because it can deliver large cost savings, as well as scale better
and include provider expertise. The present study is expected to go beyond the existing findings
and provide a detailed overview of the field. All peculiarities of the Saudi case, such as its
regulatory environment, economic conditions, and specific cultural traits influencing claims
management, would be taken into account. The results of the literature review section supported
by these frameworks, such as the transaction cost theory and the resource-based view, would be
relevant in the discussion chapter to provide recommendations. Customer satisfaction theories
and cost-benefit analysis would also be integrated, allowing for the development of a clear and
practical set of suggestions. It is possible to note that the theories’ information is necessary to gain
a better understanding of the topic. It would also be useful for the health insurance professionals
in the region, making their strategic choices effectively balancing cost-efficiency and the cost of
providing a service of high quality. The next chapter would describe research methodology that
helped to collect and analyze data allowing to achieve a relevant, context-bound approach to the

research question and address the objectives.
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