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Transforming the insurance claims life cycle using analytics
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Introduction

For years insurance companies have concentrated on improving their operational
systems, such as policy, claims and billing, often neglecting the vast amount

of information that is held within these applications. Insurance is a data-rich
industry, and the claims process is no exception, with a huge amount of
information collected on each claim. Analytics can help insurance companies
mine this data to improve their combined ratios and gain competitive advantage.

Claims is by far the biggest expense within a property and casualty (P&C)
insurance company. Claims payouts and loss-adjustment expenses can account
for up to 80 percent of an insurance company’s revenue. Thus the way an
insurance company manages the claims process is fundamental to its profits and
long-term sustainability. Equally important is the role claims processing plays in
customer satisfaction, renewal and retention. Unfortunately, the claims process
is typically time-consuming and labor-intensive, involving multiple systems,
outdated technology and distributed business units. The resulting inconsistent
processes slow turnaround times and sap resources, leading to negative
customer experiences.

Predictive insurance claims processing, or claims analytics, is the process to
analyze the structured and unstructured data at all stages in the claims cycle
to make the right decision, at the right time, for the right party. Rather than
analyzing one case at a time — based on only the current information available —
analytics gives you added perspective by allowing you to view this one claim in
context — by comparing it with previous claims settlements in your database.
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Figure 1. A simplified claims life cycle - from first notice of loss through to payout
and closure of the claim.
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Settlement Optimization

Bringing consistency to the claims settlement process is an important objective. Claims
managers face ongoing pressure to settle faster, with transparent fairness, while also
using fewer resources and reducing loss-adjustment expenses. To lower costs and
ensure fairness, insurers have implemented fast-track settlement processes that settle
claims instantly. But settling a claim on the spot can be costly if the insurer overpays.
Any insurance company that has seen a rash of home improvements in an area hit

by a natural disaster knows how that works. By analyzing claims and claim histories,
companies can optimize the limits for instant payouts.

Other key factors that heavily influence the settlement amount are the duration of a
claim and reporting lag time. For example, let’s consider the number of days between
when the loss happens and when it is reported. Research has shown that cost of a
claim is nearly 40 percent greater if the claimant delays reporting the claim by as few
as four days. A 2007 survey by JD Power showed that for automobile accidents,

it takes an average of 16.2 days to repair and return a customer’s vehicle from the
day the loss is reported. In addition, the survey proved there was a direct correlation
between duration of the claim and customer satisfaction. (See Figure 4.)

By using analytics, insurers can shorten the claims cycle times. Not only does

this lead to higher customer satisfaction, but a reduction in labor costs, as claims
adjusters will be able to close claims more quickly and therefore process more claims
each year. This also ensures significant expense savings on such things as rental
cars for automobile repair claims.

Figure 4. Repair cycle time and customer satisfaction (JD Power Insurance Claims Studly,
2007).

Claims Benchmarking

The first ongoing problem with managing claims leakage comes down to one simple
thing: Insurers have no effective way of predicting the size and duration of a claim
when it is first reported. Accurate loss reserving and claims forecasting is essential,
especially in long-tail claims like liability and workers’ compensation.
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Consistent claims management from the beginning of the claim life cycle reduces
the need for incremental increases of loss reserve. Analytics can more accurately
calculate the loss reserve by comparing a loss with similar claims. In addition,
whenever the claims data is updated, analytics can reassess the loss reserve.
Improved loss reserving accuracy enables insurers to move funds from bulk reserves
into more flexible investments.

Activity Optimization

The insurance industry is facing a crisis in the shortage of qualified experts. With
the declining number of claims adjusters the initial assignment of claims to the right
resource is more important than ever. Claims are usually assigned to an adjuster at
the first notice of loss using business rules based on limited data. This unscientific
approach often results in high reassignment rates that affect loss adjustment
expenses, claim duration, settlement amount and the customer claims experience.
Activity optimization ensures that priority claims receive priority treatment. By
implanting data mining techniques to cluster and group loss characteristics (such
as loss type, location and time of loss, etc.), claims can be scored, prioritized and
assigned to the most appropriate adjuster based on experience and loss type. High
severity and more complex cases are assigned to the most qualified adjusters, while
low-exposure claims are channeled to less-experienced adjusters or in some cases
automatically adjudicated and settled.

Additionally, analytics is helping claims managers to measure the effectiveness of
the claims handling process, in particular adjuster efficiency. Traditionally adjuster
productivity had been based on an open/closed claims ratio. The objective of
adjusters was to close more claims than they opened each reporting period.
Analytics enables insurers to produce key performance indicator (KPI) reports to
measure adjuster performance based on customer satisfaction, overridden claims
settlements and other related metrics.

Litigation Management

A significant portion of a company’s loss expense ratio goes to defending disputed
claims. Every insurer can relate to the typical horror story claim where the passenger
of an auto accident broke a finger and walked away with a $250,000 settlement.

Litigation optimization enables insurers to use analytics to calculate a litigation
propensity score. Claims that involve an attorney often double the settlement amount
and significantly increase an insurer’s expenses. Analytics can help determine

which claims are likely to result in litigation and assign those claims to more senior
adjusters, who can, it is hoped, settle the claims sooner and for lower amounts.
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SAS° Business Analytics Framework

As insurers seek to improve the often complex claims process, it's apparent that

one size does not fit alll Insurance companies need to implement a framework that
incorporates data integration, advanced analytics and reporting capabilities. The SAS
Business Analytics Framework gives insurers the flexibility to address the most critical
issues right away, while also expanding to support future objectives and changing
market dynamics.

Data Integration

The success of any claims analytics project depends on the amount and quality of
available data. SAS software’s comprehensive data integration environment meets
the full spectrum of data integration needs, combining structured and unstructured
claims data and providing the integrated, accurate information insurers require. It can:

e Access virtually all data sources.
e Extract, cleanse, transform, conform, aggregate, load and manage data.

* Support data warehousing, migration, synchronization, federation and
provisioning initiatives.

* Support both batch-oriented and real-time master data management solutions.

e Create real-time, reusable data integration services in support of service-oriented
architectures and data governance.

Analytics

Data is the lifeblood of insurance companies, but while an insurance company’s claims
are a rich source of data that could help speed processes, optimize resources and
detect fraud, it's a source that remains largely untapped. SAS Analytics provide insight,
reveal patterns, anomalies, key variables and relationships that provide competitive
advantage. Our unmatched integrated suite of analytics capabilities includes:

SAS® Enterprise Miner™

SAS Enterprise Miner streamlines the data mining process to create highly
accurate predictive and descriptive models based on analysis of vast amounts
of data from across the enterprise.

SAS® Text Miner

Up to three-quarters of the claims data is considered unstructured data.
SAS Text Miner provides a rich suite of tools for discovering and extracting
knowledge from text documents. It transforms textual data — such as
adjuster notes, police reports and medical records — into a usable, intelligible
format that facilitates classifying documents, finding explicit relationships or
associations between documents, and clustering documents into categories.
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Reporting

Senior claims management must have more and better information about KPIs (e.g.,
settlements, loss expenses), patterns and trends to benchmark its performance
against the industry. SAS Business Intelligence gives you the information when you
need it, in the format you need. By integrating data from across your enterprise

and delivering self-service reporting capabilities, SAS ensures that information is
disseminated throughout the organization quickly and efficiently.

Business Solutions

Our organizational and industry-specific solutions address issues common to all
organizations. These packaged solutions incorporate the combined strengths of
SAS software, our domain and industry expertise, professional services, training and
ongoing support. These business solutions include:

SASP® Fraud Framework

The SAS Fraud Framework for Insurance is an end-to-end solution for
detecting, preventing and managing claims fraud across the various lines

of business within today’s insurance companies. The framework includes
components for detection, alert management and case management, along
with a category-specific workflow, content management and advanced
analytics. These components are fully integrated with SAS Social Network
Analysis, a solution that offers both top-down and bottom-up functionality for
making hidden and risky networks visible to investigators. The SAS approach
provides enhanced fraud detection and improved operational efficiency while
decreasing fraud spending from a total cost of ownership perspective.

Conclusion

As insurance becomes a commaodity, insurance carriers need to consider how they
can differentiate themselves from their competitors. Adding analytics to the claims
life cycle can deliver a measurable ROl with cost savings and increased profits; just a
1 percent improvement in the claims ratio for a $1 billion insurer is worth more than
$7 million on the bottom line. Claims analytics will also deliver intangible benefits,
such as improved customer satisfaction, resulting in a win-win arrangement for both
the customer and the insurance carrier.
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