The Next Frontier in Auto Physical Damage Technology

Looking back over the past couple decades oneitlaar &e impressed or disillusioned
with the development of the technology and tood support the processing and
management of Auto Physical Damage claims. WatcaAmguto adjuster work their
wireless laptop to manage assignments and crettitede data driven estimates proves
just how far we have come from the days of papgs,lpen and ink, carbon paper and 3”
thick crash guides. On the repair side, DRP shapgetrieve and close assignments
electronically, transmit estimates across the aguartd even get paid via EFT.
Customers can have their rental automatically dedig to them wherever they want,
whenever they want. Vast databases of vehicle galap be instantly accessed to almost
effortlessly establish the value of a customersicle in the case of a total loss. Shop
management systems can import estimate and adrativstinformation to help the shop
owner better manage their operation. CSI survegdeaautomatically triggered based
on the completion of repairs. All this electronfogessing creates volumes of data and
reports that can dissect every nook and crannlgjeoéstimate, supplement or valuation.

Given all this technology, why haven't things chedghat much? Field adjusters still
average four assignments or so a day, drive-iillhalve no shows and relatively poor
utilization, supplements are rampant, drivable stilsend up being inspected by field
adjusters, repair and/or claim handling cycle tiftage not improved significantly,
valuable salvage still gets “lost” for months, amel still need to create additional manual
reports (albeit in Excel) to analyze how we ardqgrening. This is where the
disillusionment comes in — we really haven’'t mdue gains other industries have
achieved deploying technology to enable fundameimahge and improve operational
performance.

Why not?

Before answering that question lets give creditneloeedit is due We got just what we
asked forWhether built in-house, co-developed with a tedbgy partner or purchased
outright, APD technology is generally what | cadtimate-centric. There is no doubt that
if an estimate is involved, we have great technpkog create it, modify it, communicate
it, audit it, report on it, and even archive it.€fé is no limit to the slicing and dicing we
can do to identify estimating components, facends, best and worst performers, how
we compare to our peers and on and on. Theselawésbeen instrumental in providing
carriers the data by which they have monitorediafidenced severity on either
repairables or total losses. | believe it is a $&@tement that carriers have a very good
handle on APD costs — and how to react if theyrbégistray from the norm.

What is missing, however, is that effective autrak handling is not about costs and is
definitely not estimate-centric. It's claim-centrithink flexible business strategies,
efficient resource allocations, effective methodnspection practices, optimal fixed
asset utilization, speed of settlement, high emgeqgyroductivity, an effective shop or 1A
network, and most importantly — information to asskow we are doing in all these
areas that have little to do with the estimate.



That is not to say we don’t have technology to smpmost of these business functions.
We obviously do. Unfortunately, many are old greereen applications with limited
flexibility and imperfect management reporting gyss. Other, newer systems were built
as add-ons to the FNOL or internal claim managemsgstem that's primary function is

to gather data about the claim rather than optirtneeclaim processes & workflow
related to handling APD claims effectively. Compdung the problem is that our
estimate-centric technologies are isolated froneoiusiness functions due to a lack of
an effective, flexible interface. Many of us widaognize this picture as a far too real
illustration of one of those multiple silos ourfiTends always warned us about.

This segmentation of disparate technologies ise¢hEbarrier to effective auto claims
handling, and the reason operational performansenbchanged significantly over the
past few decades. These technologies have, no,dmdiiled role-based functional
improvements in productivity and efficiency. We ltave better information and
improved workflow within the context of the specifiuto function being accomplished.
The real question is why haven't these technologiesbled the implementation of new
business strategies, new business models and pafjanial change. The answer, in my
opinion, is that none address the auto physicalg@nelaim procesacrossfunctional
areas and business units. And how could they, givey have been developed internally
for one functional area (FNOL processes, for exanghd externally for another
(damage evaluation and settlement).

What do | mean “across functional areas”? Welom think about the auto claims
process in simple terms, there are really onlyetlivectional areas. First, we have the
initial claim processing that includes taking tbed report, coverage verification, making
physical damage assignments and perhaps schediilihgt assignment. Second, we
have the evaluation and settlement process thiaidies estimating, supplements, quality
control/re-inspections, ACV valuations and the likaally, we have the disposition and
recovery process, where vehicles are repairedagalis disposed of and subro potential
is pursued to a conclusion. Pretty simple, right?

Wrong — go back to paragraph number two. If it siasple we would have overcome the
serious operational issues raised there. In faetissues raised are indicative of an
industry that has failed to recognize and addtesgtocess cduto claims management
vs. the process @uto claim handlingThe former is strategic while the latter is
functional. While we have built or bought technoésgthat are excellent at improving
role-based performance, few if any address théegfi@implications of improving

overall operating performance.

This is the next frontier of technology developmenobols built to address issues such as
the execution of current auto business strategy,ogpiate resource allocation, true
productivity, efficiency, transparency of inforn@ti, and my pet peeve — organized and
effective management information vs. reporting.4.eall this concept “Integrated Claim
Management for Auto” and explore what it is, whg itnportant and how we might go
about assessing where a company is relative tolé&ad



But what is the “ideal™?

The ideal is not a 100% accurate estimate, customleo are 95% “completely satisfied”
or 60% of all new loss reports concluded withinn2idutes. These are results that must
be related to benchmarks, not ideals unto themselN& more experienced claim
manager would certainly question whether an eséroah ever be 100% accurate, a 95%
satisfied customer won’t defect or that a speedy teport gathered all the correct loss
information.

In addition, there is no single “ideal”. Each aney carrier operates differently based
on their current and projected auto business giiegeThese strategies are driven by
scale, organization and structure, resources aiddperating philosophies toward
customers, efficiency and cost management. Intedreaim management technologies
have to be flexible to account for these differenddore importantly, technology
providers and internal IT departments need to wstded how their tools enable (or
disable!) expert execution of auto processes régggadf where those strategies are
executed and by whom.

For example, let's say Carrier A is dissatisfiethwocal management of their current
DRP shop program and has adopted a strategy afgutiore company eyes on auto
physical damage claims. They have expanded thpistg staff and set up Drive-In
claim centers throughout a major metropolitan a@zarier B, on the other hand, still
prefers their DRP program over Drive-in claimslasit primary service tool, but has just
finished a difficult task of reducing the numbersbiops in the area to improve their
buying power. Both carriers have significant invesits in dispatching, scheduling and
estimating technology, and have communicated tiewr philosophy to their claim
personnel.

Claim #1 is called into Carrier A’s FNOL call censeveral states away, operated by a
third party administrator. Claim # 2 is called if@arrier B’'s local agent. The common
element in this example is the non-claims makefupeperson involved in the initial
claim processing role discussed earlier. At theamlter — young, inexperienced, non-
claim types measured against speed of loss repdrservice. At the agent office —
experienced sales-driven folks that know their @orgtr personally and want them
serviced the way the customer wants. Both havesadoea tool that allows for the
creation of an assignment to their DI, Field and@#ograms.

Given this example, what is the probability tha&i@l #1 will be scheduled into a Drive-
in and Claim #2 will be assigned to a preferred RBp? The answer, of course, is
anybody’s guess — and that’s the pofatybody’s guess is totally unacceptaldibe
inspection preference (please, not the customénrate choice of repair shop!) will
likely be driven by customer convenience and ofaetors, not the business strategy of
the APD management team. The technology used beghitss facts and make
assignments has no capability to “imbed” the prefiéand sometimes changing)
business strategy into the claim process. The tobw is great for making an
assignment to any particular business functionjtidatls to integrate the business



strategy into the process. Hence we have greatciaita handling, but poor auto claims
management.

The above example is somewhat contrived, but thatgr issue is that each and every
auto claim for each carrier has as much potergibktsub-optimized as brought to the
desired conclusion. Taking the example up a levehdnagement, how would auto
claims management address the issue on a largg?ddalv would auto claims
management get to Sales management to plead #sei? ¢dow would auto claims
management get an audience with the call centifrseteeral states away and beholden
primarily to the Fixed Operations business unit? ddpse is it would take much time and
too many meetings to impress upon non-claims managethe need to execute on the
APD business strategies.

Here’s where we have to break new ground. Methadsgfection is but one auto
business strategy — there are untold more that geed decision support tools to imbed
strategy into the auto claim process. Think eartgltloss or subro identification, salvage
follow up, re-inspection triggers, status on “uricapd” or late DRP/IA assignments, and
the like. Most if not all are fairly simple “if >hen” decisions that are second nature to
good APD personnel — but somewhat mysterious tersthot experienced and/or
charged with auto claims operating performance.né&d tools that recognize and
compensate for the lack of experience/skills ofgaesonnel in APD claim handling
roles, including management. There is a differdreteveen call center personnel, agents,
processors and even dispatchers vs. appraiseusiad), evaluators, quality assurance
and auto claims management personnel. For yeargeuvan, we have asked the former to
think like experienced auto claims handlers. Thayimave worked in the days of the old
claim office, where there was an “answer man” supipdrastructure across the room.
Today, however, we have geographically dispersentralized and specialized locations
and business units, segmented roles, and as medteznlier — disparate technologies.

| would stretch the definition of decision suppirinclude the business information
necessary for auto leadership to assess operanfgmance. In this sense, decision
support would take the form of a new portfolio mformation. Information that is
organized around operating performance vs. funatiparformance. Rather than ten
measures of how an estimate was written, how atroeiimeasure of estimate accuracy
and nine measures about how the estimator was wéedl type of claims they inspected,
if an inspection was necessary, assignment capdtes, success at referring to preferred
shops, quality assurance productivity, et al —ratldd up by office, business unit,
Region and Countrywide. This information is crititm Sr. Auto leadership’s
understanding of the effectiveness of their busirstsategies — and where the top and
bottom performers can be found.

Gathering, much less organizing this informationtowies to elude us, as the data
necessary to assess operating performance is haosgess those “disparate
technologies” discussed earlier. Combining datenfroultiple data bases has always
been technically complex and difficult to cost jiyst and then there would be the
requirements meetings where consensus on justasdtundamental operating



measures” would be debated ad infinitum. (As adegsnsurers may want to look to the
repair segment, especially the MSQO’s, for exampfgsossible new approaches to
management information. Their much smaller scatelack of legacy systems have
enabled more innovative and focused approachesbagng service, efficiency and
profitability across multiple locations.)

So is our concept of achieving the ideal of intégplaclaims management hopeless? |
would suggest not — it simply is in need of an wvatove new framework which we and
our technology partners must build upon over tiitee framework must be adaptable to
different carriers having different business sgas. In addition, the framework must not
be burdened by role-based functionality, but foduse the overall operating
performance of the business unit and departmert ffEimework must imbed decision
support where the skills, motivation and experievicéne end user is less than optimal.
Finally, management information on key operatindriog must be readily available in
almost real-time, with flexible hierarchies anduititve interfaces that “shout” for
management’s attention.

This final point above is where | truly believe thext frontier lies. It's time to build tools
for management with the same fervor we have boalistfor assignment makers,
appraisers, dispatchers, shop estimators, baategigrsonnel, et al. These role-based
technologies have served us well, and created taigdases of information about all
things Auto. The next frontier belongs to those pamies that can create and effectively
use tools that serve the role we call “managememiich of whose time and effort is
currently wasted gathering numbers and creatingrtepo analyze what happened in the
past. We need tools that clearly identify whatapfening today, where success stories
are developing and the effectiveness of curreninless strategies.

Much has been written to date about the power t&, @aalytics and business
intelligence — it’s time for our industry to recopa the importance of management tools
that support the need to gather, organize, disptayeffectively use Auto information to
improve operating performance. Then we can getitmtive challenge of improving the
fundamental operating performance that so far seéermakide most of us.
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