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V. Agenda for action

@ Next generation claims capabilities: Tech and analytics driven claims

processing (2/2)

Rules are techniques
to predict outcomes,
support decisions
and automate
processes by
codifying and
embedding business
intelligence and logic
into day-to-day
claims workflows

SOURCE: McKinsey analysis

Deliver significant financial impact — identify and
capture 3—4 points of combined ratio improvement
with benefits accruing rapidly

Differentiate through distinctive customer service —
provide on-going competitive edge and differentiation
to personal and commercial lines customers

Enhance claims operating model — improve accuracy
and productivity of claims handling processes (e.g.,
segmentation/assignment recognising capability and
capacity)

Use best practices consistently — systematically
leverage institutional expertise and internal and
external data sources for decision making, transparency
and internal/regulatory compliance

Energise the claims organisation — enhance quality of
work for adjusters and maximise impact of talent in the
organisation
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@ End-to-end fraud management capabilities

Core processes

® Fraud indicators = Case segmentation ® |nteraction with other units

® Triage of suspicious claims * Desktop investigation * Incorporate fraud alerts in
to be investigated = Cognitive interview subscription

* Proactive analysis = Cross-insurer investigation * Internal and external

* Engage 3" parties communication programme

" Fraud funnel = Automated = Awareness * Dedicated triage unit
granular KPIs detection system programme with dedicated fraud

® Fraud scorecard ® Fraud workflow ® Training programme coordinators and
* Key analyses * Investigation tools (e.g., detection skills) desktop investigators
for claims handlers Coordination
* Internal best practice mechanisms with other
sharing functions/units

Performance i S Capability Organisationa
management building structure

Enabling factors

SOURCE: McKinsey analysis
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To achieve full potential, individual actions will need to be supplemented by industry
conduct and enabled by policy and regulation

= Foster innovation and
deepen penetration through
product and distribution

reform
= Strengthen industry Individual
structure through focused capabilities

regulatory intervention and
supervision (e.g., risk based
capital)

= Raise profile of Gl in the
Indian ecosystem
(consumer awareness,

= Enable and guide efforts to communication plan)

strengthen common industry

. . = Contribute in defining
infrastructure (e.g., enabling

_ ) : Policy and industry standards and
information sharing) regulatory Industry protocols (fraud

= Launch targeted initiatives framework conduct definition, medical
to ensure consumer standards)
protection = Co-sponsor building of

= Create enabling common infrastructure
environment to attract (in concert with policy
capital (projecting India as makers/regulators) (e.g.,
an attractive destination for claims bureau)

FDI and reinsurance)

SOURCE: Stakeholder discussion; McKinsey analysis
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Initiatives for industry-level collaboration to address priorities of the Indian General
Insurance industry

A. Raise profile of Gl in the Indian ecosystem

Industry conduct . ) . .
1. Launch a nation-wide consumer awareness drive including insurance week,

awareness ads, associate with drives for healthcare and road safety

2. Initiate a systematic communication plan for phase-wise dissemination of
information about industry initiatives and policies to stakeholders

3. Drive awareness of importance of insurance to other stakeholders, e.g., banks risk
losing customers if they insist on coverage only up to the value of loans and not total
assets

B. Contribute in defining industry standards and protocols

1. Collaborate to develop a standardised definition of claims fraud across lines of
business

2. Collaborate with healthcare industry to develop standard protocols for medical
treatment (on lines of DRGs seen in markets like US, Germany, Australia)

C. Co-sponsor building of common infrastructure (in concert with policy
makers/regulators)

1. Create centralised claims information centre under the aegis of Insurance
Information Bureau with appropriate governance and private funding

2. Co-sponsor a fraud investigation unit to undertake on-ground investigation, legal
action and develop analytics model for early detection

3. Institutionalise skill building by promoting an industry accredited insurance
academy catering to development of technical skills at scale and incorporating
certification standards

SOURCE: Stakeholder discussion; McKinsey analysis
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Q Case example: GDV coordinates industry effort towards customer a'j?

education and represents a concerted position of the industry

The Berlin-based Gesamtverband der Deutschen Versicherungswirtschaft (German
About GDV Insurance Association) is the umbrella organisation for private insurers in Germany, with
470 member companies

Key roles lllustrative list of activities performed by GDV

* GDV articulates and represents the ® Press articles: GDV publishes press releases targeted at
positions of the German insurance industry insurance customers almost every week. Recent list of topics
before society, politicians, businesses, the published:

media and academia. It works to achieve
regulatory conditions which will allow
insurers to perform their responsibilities in
the optimal fashion — Going on vacation: Get the right insurance

— Flooding losses: How to protect yourself

— Climate change challenges for Germany

* |tis also a source of expert information — How to avoid damage to solar cell units
about all matters relating to the insurance

— Be safe in the garden
industry, making available its wealth of &

experience and information to the public — Secure children in the car

" GDV informs and supports its member
companies as a service provider, identifies = Radio and TV campaigns: GDV also runs radio and TV
political and social developments of campaigns. TV campaigns, which would normally cost a
relevance for the sector and proposes player €200 per spot, is fully sponsored by GDV
solutions

SOURCE: GDV website
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V. Agenda for action

G Globally, insurers have responded to fraud with a wide range of industry-level

initiatives
Description
® |n several countries, insurers share relevant information
Information to identify potential frauds
sharing ® The most effective way to exchange information is the
setting up of industry-wide databases that can be
accessed by insurers
® |nsurance companies have established formalised units to
analyse data to identify multi-carrier/multi-claims fraud:
. DI . .
Dedicated |ssem|nat<.a best practices among me.mbers
units — Educate legislators about the costs of insurance fraud
to the consumers and the industry
— Lobby to increase resources to fight fraud
— Investigate fraud cases
Cooperation " |ncreased cooperation with police, judiciary and other
with law agencies
enforcement
agencies
= Formal training of insurance staff and police to raise
awareness and increase probability of detection
Training

Cheat lines

SOURCE: Press search

In several countries, help lines to report suspected or
known insurance frauds have been set up

Often, these cheat lines are run by industry-wide
organisations

Examples

In the UK, the Insurance Fraud Register is a
database that stores details of individuals who
made fraudulent claims

Insures can search the DB and may restrict
access to insurance to those individuals

In the US, NICB analyses data to identify fraud
cases

In France, in 1989 insurers set up a sectorial
agency to promote counter-fraud activities such
as training and certification of fraud investigators
and advice on how to handle fraudulent cases

In the UK, the insurance industry funds the
Insurance Fraud Enforcement Department,
which is part of the London Police and is in
charge of investigating potential frauds

In Denmark, the local agency organises seminars
for its members

In Finland, the insurance federation has
organised specific training for the police

In Spain, awards are given to employees of
insurers that are best in detecting frauds

Ireland, Sweden, UK and US
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V. Agenda for action

G Insurance industry response to frauds — UK example

Claims fraud is a serious
issue in the UK...

* Every hour,
15 fraudulent
insurance claims are
reported in the UK

® |nsurance fraud adds,
on average, an extra
£50 a year to the
annual bill for every
policy holder

= |n 2012, the cost of
“cash for crash”?
frauds was worth
£392 million

" |tis estimated that
there is a further £2
billion of undetected
fraud

Ifb

Insurance Fraud Bureav

Insurance Fraud
Enforcement
Department

...that generated strong industry-wide responses, with about £200
million investment per year

Set up in 2006, the IFB currently focuses on
personal lines: motor, home, personal injury
claims. It acts as single point of contact for
law enforcement agencies

Currently, it has 33 insurer members that
manage in excess of 95% of UK personal
lines claims. It has access to an industry-
wide DB (the Insurance Fraud Register) with
more than 130 million insurance records

It uses advanced data matching analytical
techniques to identify potential frauds

The IFB manages a call centre that allows
individuals to report insurance frauds

Directly funded by the insurance industry,
the IFED is a specialist police unit of 34
detectives dedicated to tackling insurance
frauds

1 To deliberately cause a road traffic collision for the purpose of financial gain

SOURCE: Insurance Fraud Bureau; Association of British Insurers

Over 139,000
bogus or
exaggerated
insurance claims
detected in 2011,
up 5% vs 2010

Value saving of
these frauds was
£983 million (a
7% increase vs
2010)

The IFB has
overseen more
than 700 arrests
since 2006

Over the past 3
years, 9,000
reports of
insurance fraud
have been made
via cheatline
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G Skill building initiative at industry level — Insurance Institute of Canada I*I

= Not-for-profit organisation established in 1899 through collaboration of Gl players to help set
Structure and professional standards and training courses for insurance practitioners
governance = Serves more than 39,000 members across Canada through 19 volunteer-driven provincial
institutes and chapters

= Closely works with federal and provincial regulators to:
— Design courses

Key activities
— Develop training material
— Conduct certification examinations which are recognised by regulators (additional exams
may be required for specific product or distribution categories)
= 3 primary courses are offered:
— General Insurance Essentials (GIE): Entry level 2-course programme focusing on basic
practices and principles
— Chartered Insurance Professional (CIP): 10-course programme focusing on technical and
applied insurance knowledge. Highly recognised throughout Canada and internationally.
Applicable for agent/broker, marine insurance specialist, claims investigator, and
underwriter.
— Fellow Chartered Insurance Professional (FCIP): 6-course Premier designation for insurance
professionals focusing on strategy and insurance essentials
= Platinum sponsor of the National Insurance Conference of Canada
Industry-level = Sponsor of Annual Conference and Trade Show hosted by the Insurance Brokers Association of
activities British Columbia

= |tis also actively involved in various women-centric insurance associations

SOURCE: Press search
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V. Agenda for action

Policy-level initiatives to address priorities of the Indian Gl industry (1/3)

Policy and regulatory
framework

A. Foster innovation and deepen penetration through product and distribution
reform

1.

Provide scope to deepen product-wise penetration and enable differentiation
by (a) designating certain products as mandatory and/or providing tax
incentive (e.g., home insurance in catastrophe prone areas); (b) streamlining
product approval (e.g., use and file approach for simple standard products (c)
liberalising policy wordings and pricing across all categories (d) expanding the
framework to allow new product structures e.g., savings linked component with
health; multi-year policies for categories such as two-wheelers to reduce churn

. Accelerate distribution reforms: (a) Framework for clearly classifying channels

as either tied agent or IFA; (b) Clear articulation of basis of remuneration
(service provider remunerated by service receiver — insurer or customer); (c)
Ownership of training and certification based on product complexity and
channel; (d) Uniformity in regulations for similar lines of business across
categories of players

B. Strengthen industry structure through focused regulatory intervention and
supervision

1.

SOURCE: Stakeholder discussion; McKinsey analysis

Provide a differentiated regulatory oversight and encourage players to “earn
the right” to grow through holistic performance measurement (e.g., RoE,
channel, product mix) and differentiated support in terms of product approval,
investment flexibility, solvency requirements and licensing process

. Increase the level and rigour of financial disclosures and ensure

standardisation and transparency in reserving norms

. Gradually adopt a shift towards higher self-regulation with IRDA playing the

role of a principle-based regulator (e.g., allocation of risk-based capital)
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Policy-level initiatives to address priorities of the Indian Gl industry (2/3)
Policy and regulatory C. Structural interventions to increase penetration in uncovered/undercovered
framework segments, e.g., disaster, rural, home, health

1. Leverage the experiences and technology platform developed through RSBY and
other state sponsored health insurance schemes to extend scope of “mass
health insurance coverage” to include a) other “vulnerable” segments, e.g., APL,
b) outpatient and diagnostics, c) preventive care, e.g., vaccinations

2. Enable development of "benefit" based home insurance products to drive
penetration in low cost/mass housing and rural housing segments

3. Catalyse building of national disaster recovery fund to help insurers in case of
natural calamities, on lines of similar set-ups abroad; take policy action to
ensure natural catastrophe risk transfer (individuals, corporates and
governments)?!

4. Structural reforms to increase take-up and efficiency of agriculture crop
coverage through a combination of remote satellite imaging based surveys,
promoting “weather-index’ based product offerings and government subsidy
on premiums instead of on claims

D. Enable and guide efforts to strengthen common industry infrastructure

1. Facilitate information gathering and sharing across players by overseeing
infrastructure development, instituting processes and participating in regular
governance (e.g., a common claims database with fee-based access to all Gl
players)

2. Formulate guidelines and facilitate coordination with associated industry
bodies for usage of rural distribution network by all Gl players to enable cost
efficient access in remote geographies

1 Discussion paper by IRDA — NDMA, titled 'Disaster Relief and Risk Transfer Through Insurance' provides detailed study and actions on this topic
SOURCE: Stakeholder discussion; McKinsey analysis
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Policy-level initiatives to address priorities of the Indian Gl industry (3/3)

Policy and regulatory

E. Strengthen targeted initiatives to ensure consumer protection
framework

1. Bring higher level of customer-centricity in disclosures (e.g., clearly define
customer complaint; no. of complaints, claims settled in < 1 month to be part
of disclosures and IRDA reports); this will enable healthy competition on
service levels and less commoditisation of industry

e 2. Design and launch a portfolio of initiatives aimed at protecting consumer
interest (e.g., enforcing greater transparency in policy information, arbitration
committees, etc.); allocate responsibilities to relevant industry stakeholders
and oversee execution

F. Create enabling environment to attract capital

1. Take proactive initiatives to project India as an attractive investment
destination and hence pave the way for FDI inflows into the Indian Gl industry
(e.g., sponsor road shows in foreign markets for potential investors)

2. Facilitate development of India into a reinsurance hub to help underwrite and
retain more within India and enable access to more talent and expertise to
support market development (in particular review capital, legal structure and
taxation norms)

SOURCE: Stakeholder discussion; McKinsey analysis
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V. Agenda for action

@ Globally, significant product reforms have been initiated; Multiple Product
Approval System is prominent among those

Multiple Product Approval System includes 4 key product Countries where corresponding approval
approval categories categories are allowed

[
= File and Use: Insurer first files the product/rates and can
start selling the product immediately or within a stipulated / / / /
period of time. The regulator might disapprove of the rates
later based on which the insurer is expected to take
corrective action

= Use and File: Insurer directly introduces new products/rate
in the market and, within a stipulated time frame files the / / /
details with the regulator. On subsequent disapproval,
corrective actions need to be taken by the insurer

* Flexible: New products/rates are introduced by the insurer
without prior permission provided they are within a /
stipulated range. The regulator steps in only when there is a
case of non-compliance or customer grievance

= Competitive: Insurers are given the freedom to introduce

new rates or products in the market without regulatory / / /

approval. It is a purely market driven system with no
intervention from the regulator unless there are cases of
non-compliance or customer complaints

SOURCE: Press search



@ Potential Multiple Product Approval System for Indian Gl industry

Type of marketing

Mass marketed

Custom build

File and use

(For some standard

products Use and
File can be
considered)

Use and File

Simple/standard

Framework for potential Multiple Product
Approval System

Prior approval
system

Use and File
System with
Regulatory
Safeguards

Complex

Level of product complexity

SOURCE: McKinsey analysis
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V. Agenda for action

Contours of 4 types of product approval systems

Product
Design

Prior

Approvals File & Use

By Insurer

Standard

Products

= Gl Council
Simple
Products

® By Insurer

Use & File

Customer/
Insurer

Use & File
(Reg Std)

Customer/
Insurer/
Reinsurer

Product
training

Product
Viability
Certification

Product
Filing

No for Std
Products
Yes for
others

No for Std
Products
Yes for
others

Product
Approval

By IRDA
within 90
days of

Pricing
Approval

81



82 | India General Insurance “Vision 2025”: Towards an inclusive, progressive and high performing sector

@ Several European countries make clear distinction between distribution channels
representing “insurers” and channels representing “customers”

Country Policy regarding distribution channels
= = Distinction made between “advisors” and “sellers”
— Advisors offer products from multiple insurers

— Sellers sell products of a single provider

{ = Distinction made between “Independent Financial Advisors” and “tied agents”
&
f — IFAs have the liberty to advise customers on products of various insurers
e Py based on which product would suit them better
74’; N4 — Tied agents represent the company and can sell products of only a single
insurer

- = Distinction made between “tied agents” and “non-tied agents”

J / — Tied agents offer products of only a single insurer

A o ':?ﬁ* — Non-tied agents are permitted to cover products of multiple product

7 providers

SOURCE: McKinsey analysis
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@ Home insurance penetration driven through government and industry action,

product innovation and mandate
Home insurance

Country penetration Key characteristics/enablers of home insurance market
96% " Mandatory cover: Banks require home insurance for mortgages
Us ?__;_: * Liability protection: 3" party liability is a critical risk in the US, leading to

demand for comprehensive home insurance (covering 3 party liability)

" Cross-sell: Insurers provide cross-sell discounts (e.g., 10-15% discount on home
insurance if customer already owns insurers” motor policy)

Government actions and support: No refusal to flood coverage enforced by

UK - government; potential over flowing industry losses to be absorbed by
government

* Mandatory cover: Banks insist (though do not mandate) risk coverage of
mortgaged properties

* Product innovation: Players develop innovative and relevant home content
covers, e.g., pet insurance for rising vet cost

>80% Industry action: Coordinated awareness and product knowledge campaigns by
Germany Q- the industry association, GDV! (through print ads, TV, articles, etc.; they also
— publicise the range of product offerings)
* Mandatory cover: Fire cover is mandatory for mortgages by banks

* Liberalised pricing and product design: Enables product bundling (e.g., fire,
home, hail, etc., all covered under one policy)

9992 * Mandatory cover: Mortgage lenders require home insurance, even from
France O lessees
- * Product innovation: Garantie des Accidents de la Vie (GAV) introduced for
coverage of accidents at home/leisure; promoted as family protection cover
1 Gesamtverband der Deutschen Versicherungswirtschaft

2 Only continental France
SOURCE: Press search; expert interviews; McKinsey analysis
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@ Several countries have realised these benefits by setting up special insurance
systems to deal with natural disasters

m}’
“a>\

uUs:
National flood
insurance
program

Japan:
Earthquakes
Optional
protection with ~
public re- -
insurance by
private players

Turkey:

Turkish
catastrophic

¢ insurance pool

Caribbean:
Climate change
related

*| disasters

I—.

California:

Earthquake

Optional France: Natural

protection Hurricane catastrophes

provided to all Mandatory coverage for "

by private all by private players ?I“St;?"a-
ooding

players or state ’ Move o

provide
coverage for v P4
all in progress

SOURCE: McKinsey analysis
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V. Agenda for action

@ There are a variety of design choices in setting up a national catastrophe
insurance programme for India (1/2)

Area

Exposure
and
premiums

Private
sector in-
volvement

SOURCE: McKinsey analysis

Design choices Examples

Is there a differentiation
between risks?

* Risk-adjusted = Japan: six premium rates (four zones based on
premiums earthquake risk, two classifications based on
building structure)
= NFIP: premiums differ by amount of coverage,
location and property characteristics

® France/UK: fixed rate

= Legacy vs new risks = NFIP: subsidised rates on existing homes, risk-
adj. rates on new ones
*= What is the role of = US: selling and servicing of policies
private insurers?

= What is the role of = Japan/France: set up of a specialised reinsurer
the government? by the government
— France: reinsurance with the government
is not compulsory
— Japan: all earthquake insurance policies
ceded to the government
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@ There are a variety of design choices in setting up a national catastrophe
insurance programme for India (2/2)

Area Design choices Examples
" |s the participation in = Japan: earthquake insurance is an optional
the scheme voluntary rider

Coverage or mandatory? " France: cover for wind damage compulsory in
any fire policy

" England: compulsory flood insurance

" What is the = Japan: build-up of reserves, losses are capped
Loss "refinanFing _ = US NFIP: build-up of reserves, federal
mechanism" in case government as "back stop"
event of loss? : .
" Florida: bond issuance
= Are mitigation and * NFIP in the US supports floodplain
adaptation measures management ordinances to reduce future
Adapta- included? flood damage
tion and
mitigation

SOURCE: McKinsey analysis



India General Insurance “Vision 2025”: Towards an inclusive, progressive and high performing sector

Initiatives need to be sequenced in order to maximise impact

Long term

Medium-long term (Beyond 7 years)
Near term (3-7 years) '

(0-3 years) ’!’

Capture opportunities in SME, health and adopt differentiated
business model to target “green” risks in commercial lines

1:)) Strengthen customer lifecycle and renewal management

Individual
player
level
initiatives

Industry-
level
initiatives

AB Focus on reforms related to product, Initiate interventions to increase
& distribution and regulatory supervisio penetration in disaster, home, etc

Policy- Enable building of common industry infrastructure
level (e g., information sharing platforms, etc.)

TEVIT-SBN B Conduct targeted drives aimed at consumer protection
Pave the way to attract capital by Initiate interventions to attract
enabllng FDI related investments reinsurers to set up local presencef

SOURCE: Stakeholder discussions; McKinsey analysis
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