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The digital state of the industry

Most established companies in the insurance industry have been slow to adopt digital tools and business models,
relative to other industries, such as retail, media, travel and retail banking. Meanwhile, a growing number of tech-
oriented start-ups and young firms continue to chip away at insurance markets.

These disruptors range from Insure The Box, a telematics-centered auto insurer in the UK, to Oscar, a health
insurer in the US, known for its intuitive website and price transparency. They have tuned in to latent customer
demand for digital alternatives. Many of the disruptors also aim to address customers’ frustration with traditional
pricing or premium structures.

Customers have warmed to, and sometimes led, the charge for these alternatives. Bain & Company’s 2014 sur-
vey of more than 158,000 consumers in 18 countries found that the share of digitally active insurance customers
currently ranges from 35% to 70%. Over the next few years, 79% said they will use a digital channel for insur-
ance interactions. In some countries, digital usage will grow to become the dominant channel for before-
purchase research and purchase while in other countries, such as Germany, customers show less urgency for
digital purchasing. Therefore, insurers will have to stage their preparation for different levels of demand in
different regions.

Digital channels, products and processes do not replace everything physical, of course. As discussed in a previous
Bain Brief, “Leading a Digical® transformation in insurance,” there’s compelling evidence that a strong Digical
offering—one that fuses the best of digital and physical worlds—results in greater customer loyalty and advocacy.
A customer who uses both digital and physical channels gives her insurance carrier a much higher Net Promoter
Scores™ (Bain’s measure of loyalty) than does a customer who uses only digital channels.

Most insurance executives realize they have to step up their digital investments. Yet many remain unclear about
exactly where to start and how to proceed in organizing for digital innovation and redesigning their processes.
Bain’s new benchmark survey of 7o property and casualty (P&C) and life insurers worldwide finds that many lack
confidence in their ability to execute the digital transition. Almost half of the companies do not believe they have
set up an achievable plan, because they are missing some key elements for the journey, such as a clear vision,
or compliance and risk processes.

Bain compiled this benchmarking database to help insurance executives better understand the digital state of the
industry and to help guide their digital strategies and execution over the next three to five years. Insurers gave
detailed responses along six dimensions (see Figure /):

- Digitally enhanced customer experiences. Insurers need to understand customers’ digital behaviors and
priorities in order to design the appropriate offerings and experience. The leaders are reengineering moments
of truth, such as lodging a claim, to integrate digital components.

«  An omnichannel sales and distribution model. Customers increasingly expect their insurers to have ro-
bust online and mobile channels, with technology integrated seamlessly into activities such as contact
center conversations.
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?@M@ / : Digital transformation involves six dimensions

External rends have prompted ...

Customers are rapidly adopting digital channels and tools for
interacting with providers.

Customers have higher expectations for seamless interactions
convenient to the moment.

Digitally enhanced customer experiences, with a
focus on moments of truth such as lodging a claim

An omnichannel sales and distribution model
covering the full customer journey

... these key dimensions

Optimized operations through digital technologies
by enabling self-service and digitalizing claims
management

Insurers feel pressure from investors and competitors to increase
efficiency and effectiveness in processes and delivery.

Advanced analytics and Big Data applied across
the business to cross-sell, earn greater loyalty, I'II
optimize premiums and automate some decisions

Data has proliferated, but accessing the relevant data and using
it fruitfully remain a challenge.

v b 2 2B B 2 <

Insurers need to make significant investments in new capabilities Techno|ogy'achvcliec| as an enCIb|'er of dlg,”a,l Q
- transformation, by selecting the highest-priority
and technologies. S £ )
digital investments
Digitalized businesses have new requirements around culture, An innovation-ready organization through .-.
organization and desired behaviors. systematic change management ‘..

Source: Bain & Company

«  Optimized operations using digital technologies. Digital can play a big role in simplifying operations by
trimming redundant and manual processes while speeding up turnaround times and reducing error rates.

« Advanced analytics and Big Data applied throughout the business. Big Data holds the potential for step-
change improvements in customer segmentation, risk calculation, fraud identification and other areas. But
it takes time to develop an advanced analytics capability staffed by the right people and then to focus them
on the highest-priority issues.

« Technology activated to enable a digital transformation. The challenge is to cost-effectively enhance IT in-
frastructure and capabilities, either internally or through off-the-shelf systems.

« An innovation-ready organization. Becoming a digital innovator requires creating an environment that fos-
ters rather than stifles innovation, and encouraging active collaboration across functions and business units.

In each geographic region, the degree of digitalization varies widely among insurers, with no company achieving
best in class across all six dimensions. Instead, certain companies lead in one or two. One insurer, for instance,
has digitalized more than 80% of its processes and underwriting; another tracks more than 15 criteria to hone
its customer segmentation. All insurers, though, will quickly have to meet a minimum threshold in each di-
mension to survive.

The benchmarking reveals patterns of responses that, when combined with qualitative analysis of current strategies,
allow us to identify four major pathways leading insurers have taken to realize digital progress (see Flgure 2).
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?@M@ 2 : Insurers benefit from choosing among four pathways to stage the digital transition

Advanced analyzer Digital distributor

¢ Uses Big Data and advanced analytics to add value in ¢ Promotes omnichannel distribution directly or through a digitally
underwriting, marketing, claims triaging and elsewhere enabled agent
in the business
® Infegrates online and mobile channels seamlessly with contact
e Organizational structure and culture promote innovation and centers and agents
creative thinking
® Minimizes risk of churn by customers looking for digital solution
® Builds analytics into processes to enhance decision making

Customer-centric insurer Effective operator

o Redesigns critical customer episodes to deliver best-in-class ® Maximizes opportunities for straightthrough, once-and-done
digital experience processing, but in ways that enhance the customer experience
¢ Obtains deep understanding of customers’ needs and ® Works to simplify processes, using digital technology to automate
preferences, as well as moments of truth where appropriate
e Designs products from customers’ perspective e Reduces the operating expense base across all back-office
activities

o Redalizes better economics from improved customer retention
and advocacy

These pathways help orient companies on their digital journey, and they define the competitive advantage that
companies can obtain, informed by their point of departure, their existing pre-digital business models and their
core strengths:

« Advanced analyzer, at 31% of the total, is the pathway the largest group of respondents took, which is not
surprising given the importance of analytics to the industry as a whole and the hunger to exploit Big Data.

- Digital distributor represents the pathway 20% of the respondent companies chose.
«  Customer-centric insurer describes the pathway taken by 6% of the companies.
«  Effective operator describes the pathway 11% of the companies took.

« Inaddition, 21% of the companies have no clear path and the lowest average digitalization level, putting them
at a disadvantage in making the digital transition.

Let’s look at each of these pathways in turn.
The advanced analyzer

Many insurers have strong analytical capabilities in their actuarial group, focusing on how loss prediction can
improve pricing or better detect fraud. But the potential for analytics is much broader, and the methods go beyond
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classic actuarial analysis. For instance, some high-performing firms deploy advanced customer analytics for risk
selection, customer loyalty and claims management.

Much of the data in the future will be unstructured and found outside the policy administration system, so the
model will require the capability to capture data at points of interaction with customers. It also requires an or-
ganization that is skilled at promoting innovation to apply Big Data, and eager to do so.

One analytics leader, Progressive in the US, has benefited from being out front with in-vehicle telematics and
from running thousands of tests a year to systematically vary messages, product design and delivery channels.
Other leaders include the Climate Corporation, which has upended the US crop insurance market, reducing
farmers’ financial risks by crossing agriculture with Big Data analytics. Climate Corporation collects informa-
tion on weather patterns, climate trends and soil characteristics, then crunches the data down to a farmer’s field.
Using these insights, it offers policies against damage from weather events and uses the data for fully automated
claims handling.

The digital distributor

More and more customers expect easy, convenient interactions with their insurance providers through any chan-
nel, so building an integrated offering has become an important element of earning customers’ advocacy. Om-
nichannel distribution, either direct-to-consumer or through agents with access to mobile applications and oth-
er digital tools, thus depends on seamless integration with physical operations like contact centers.

Only 8% of new life premiums and 10% of new P&C premiums flow through online or mobile sales channels
today, though many insurers plan to increase that portion substantially. Companies pursuing a digital distribu-
tor model aim to accelerate the shift, with product features and pricing tailored for digital channels as needed.
Service levels for digital-only distribution can be comparable to or even better than physical channels, because
the company can start with a clean sheet and design simpler processes.

Direct digital distribution works best in regions like the Nordic countries, where consumers already show a strong
digital uptake for other services, such as online banking. The primary challenge involves the inherent conflict
between an insurer’s digital channels and its tied agent or broker organization.

Where the agent network is strong, some insurers have created a separate entity or brand with different pricing,
to avoid or mitigate the conflict. Kyobo Life followed that logic when it created Kyobo Lifeplanet through a joint
venture with Japan’s Lifenet; Lifeplanet offers a no-frills product line through its website. Over time, however,
most companies will benefit from a Digical model with the same products and prices in all channels, which
customers can access whenever convenient.

The customer-centric insurer

Insurers that double down on a customer-centric model mobilize their operations around the goal of earning greater
loyalty and advocacy among customers. That's because customers who are loyal promoters of their insurers stay lon-
ger, buy more, recommend the company to friends and colleagues and usually cost less to serve—with the mix of these
forces dependent on the particular market and type of insurance. In the US, for instance, Bain analysis shows that a
promoter’s lifetime value is worth nearly seven times that of a customer who is a detractor of the carrier.
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Truly customer-centric companies regularly gather feedback from customers to identify patterns and take actions
that will improve the customer experience. They put customers’ priorities front and center when designing
products and services. Adding digital channels also allows insurers to interact more frequently with customers,
and Bain’s customer surveys have found that more interactions can play a role in earning greater loyalty.

That'’s a departure from most insurers’ internally focused stance, which assumes agents are the customers. In a
business built around loyalty, the salesforce serves end customers, whether they are new or existing. Digital
technology does not just support and automate internal processes; rather, it's deployed to accommodate customers’
priorities in ways that can actually delight people. Incentives and processes also must align with the goal of pro-
viding customers with a superior experience. An insurer could measure its contact center, for example, on “first
time right” call resolution rather than on average handle time.

Consider how Discovery, a major insurer based in South Africa, has generated exceptional growth over the past
decade, in part through its customer-centric Vitality program, which appeals to people committed to healthy living.
Vitality members accrue points for demonstrating certain healthy, safe behaviors, which are reinforced through
discounts on gym memberships and healthy foods, as well as by installing tracking devices in cars. Members can
redeem these points for rewards from other vendors. The digital component allows Discovery to more actively
engage with customers. Vitality has built a healthier book of business with better risk profile and lower cost to
serve, and the program has helped Discovery maintain a very loyal customer base.

The customer-centric model brings several challenges. Companies have to decide which customer segments to
target and put the needs of those customers first by addressing several questions: Which touchpoints and episodes
will be most effective at earning loyalty? How can we build out digital channels for transactions and communi-
cations in a way that will improve the customer experience? What will the ideal experience look like 5 or 10 years
in the future, and what does that mean for how the business needs to evolve today?

The effective operator

Huge opportunities to reduce costs and error rates abound in insurance. Among the benchmark participants, for
instance, only 8% to 49% currently employ straight-through processing (STP), depending on the operation, and
most experience error rates as high as 70% to 9o% for certain paper forms.

The effective operator model seeks to create value by reducing operating expenses across all back-office activities,
without compromising the customer experience. Digital technologies can even enhance the experience by making
things like documentation much simpler. Relevant metrics include a low cycle time for claims, a high proportion
of auto-underwritten and auto-adjudicated business, and straight-through, once-and-done processing wherever possible.

Auto-underwriting a health policy, for instance, allows customers to enter personal health data that a digital en-
gine uses to calculate a base payment plus surcharge, producing a quote directly. Humans still need to read and
approve the quote, but digital technologies accelerate the process and improve accuracy.

Established insurance companies have hundreds or even thousands of existing IT systems and applications to
manage, and coordinating them to simplify processes constitutes a major management challenge. Also, the shift
from manual to STP requires more IT experts and fewer administrative staff, mostly likely requiring a change
in the mix of talent to successfully navigate the journey to operational excellence.
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A guide for organizing and investing resources

None of these pathways is inherently better than others, and they are not mutually exclusive. Customer prefer-
ences will compel insurers to raise their game over time on all digital dimensions. But by emphasizing one
pathway, a company can focus scarce resources on the battles it must win today—and has a better chance of
winning—than on trying to do everything at once.

Multinational insurers may want to pursue different pathways in different countries. In Germany, the price-
sensitive auto insurance market favors highly effective operators, whereas relatively strict consumer privacy
laws make the advanced analytics model less appealing. In Brazil’s fragmented insurance market, by contrast,
advanced analytics can yield a high return when applied to customer segmentation, pricing and fraud prevention.
Some emerging markets such as Indonesia are leapfrogging from paper processes directly to mobile technologies,
so a mobile distribution play could make sense there. In the UK and Australia, any company lacking decent dig-
ital distribution will have a tough time surviving.

Established insurers have well-known brands, extensive tied agent and broker networks, and legacy systems and
processes. But the complexity of the digital journey requires a clear roadmap to determine how to sequence the
initiatives and how to organize for them. As insurers travel along one of these four pathways, they will have to
integrate their physical assets with new digital assets and build a model for future growth, even as they manage
the current business for next quarter’s results.

The hard work involves managing trade-offs, building the right governance and culture for innovation, develop-
ing new capabilities and engaging all of the stakeholders. Yet insurers have no option but to make the digital
shift quickly, as today’s innovation quickly becomes tomorrow’s standard practice.

The chapters that follow detail how the benchmark panel of insurers performs along each dimension.
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Global digital trends

Executives from 70 insurance companies world-
wide answered detailed questions about all as-
pects of their companies’ digital profile. The de-
gree of digitalization varies widely among both
life and P&C insurers in every region. Even the
leaders, however, are far from being truly digital
companies. On average, P&C carriers have a
digitalization index score of just 48 out of a pos-
sible 100 and life carriers have a score of 45.

The P&C sector has a slightly more developed
digital profile, because P&C products have be-
come more commoditized and distribution has
been easier to shift online. Many products in the
life sector, particularly investment-related prod-
ucts, still depend heavily on an agent or broker
for advice. A truly digital business, though, goes
well beyond distribution to include all activities,
such as claims, underwriting, customer service
and fraud protection.

We broke down the digital profile into six catego-
ries, described in the introduction, and respondents
assessed their companies’ position in each catego-
ry on a scale from one to five. No single insurer
excels in all categories, though many insurers now
focus on building their capabilities in a couple of
areas over the next several years.

Consumers are setting the pace in the digital are-
na, as they expect to use the channel that is con-
venient for them at any given moment. Bain's re-
cent survey of more than 158,000 consumers in
18 countries found that the share of digitally ac-
tive customers ranges from 35% to 70%, and over
the next few years, 79% said they will use a digital
channel for insurance interactions.
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;C@We 2 : Insurers vary widely in their digital progress, though none is truly digital yet

Digitalization index score

100
80
Global average

P&C: 48

60 Life: 45
40

) |—|

0

[l Life companies P&C companies

Note: The maximum potential score is 100
Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015

?@W@ 4.: P&C companies have made slightly more progress in digitalization than life companies

Score from 1 to 5 for dimension indicated
5.0

Digitally An omnichannel Optimized Advanced analytics and Technology An innovation-

enhanced sales and operations Big Data applied activated to ready

customer distribution using digital throughout the enable a digital organization
experiences model technologies enterprise transformation

— Best practice  — Top quartile [ Life: Global average ~ IMP&C: Global average

Note: Top-quartile value is the lower threshold for the quartile
Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015
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?@W@ S : For P&C insurers, digital performance varies widely on many dimensions

Understand customer behaviors and needs regarding digital formats

Digitally enhanced

X Digitalize value proposition
customer experiences 9 prop

Re-engineer key moments of truth ——

Create a state-of-the-art online and mobile presence ——

An omnichannel sales ) e
and distribution model | Migrate contact center capabilities to advanced customer center

Enable distributors to execute a digitalized sales and service model

Size the organization to efficiently deliver a digitalized business
Optimized operations
using digital technologies
Reduce complexity, simplify operations through paperless straightthrough processing

Digitalize customer understanding —e—i

Advanced analytics and
Big Data applied Use Big Data analytics and testing to inform business decisions

throughout the enterprise

Leverage the right talent for Big Data analytics

Align IT spending to focus on strategic issues

. Enhance capabilities to meet business needs
Technology activated P

to enable a digital
transformation

Develop and service a robust IT infrastructure —_——i

Enable all channels with digital technology ——

An innovation-ready

. Mobilize through systematic change management and assure Results Delivery®
organization

Cultivate the right capabilities and culture for innovation and testing

Set up the right governance and organization model ——

F 1 [ ]
Bottom-quartile limit ~ Average Top-quartile limit  Best practice

Note: Results Delivery® is a registered trademark of Bain & Company, Inc.
Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015
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?@M@ & : life insurers also vary on many dimensions, but have a slightly lower digital performance,

on average, than P&C insurers

Understand customer behaviors and needs regarding digital formats —e— ([ ]
cf:?::gz:::::::ﬂes Digitalize value proposition —e— ([ ]
Re-engineer key moments of truth —— ®
Create a state-ofthe-art online and mobile presence —— (]
::;:,?;:t::::l;ﬁ:l Migrate contact center capabilities to advanced customer center —e— L]
Enable distributors to execute a digitalized sales and service model —e— ®

Size the organization to efficiently deliver a digitalized business
Optimized operations
using digital technologies
Reduce complexity, simplify operations through paperless straight-through processing —e—i ()

Digitalize customer understanding —e— PY

Advanced analytics and
Big Data applied Use Big Data analytics and testing to inform business decisions ——i 'S

throughout the enterprise

Leverage the right talent for Big Data analytics —e— ®

Align IT spending to focus on strategic issues ° PY
Enhance capabilities to meet business needs —e—i
Technology activated P L
to enable a digital
Lt Develop and service a robust IT infrastructure —_— ®
Enable all channels with digital technology —e—i ®
Set up the right governance and organization model — @
LA N /o112 through systematic ch t and assure Results Deli
J———— obilize through systematic change management and assure Results Delivery® ———i PY
Cultivate the right capabilities and culture for innovation and festing —e—i 'Y
1 2 3 4

F 1 [ J
Bottom-quartile limit  Average Top-quartile limit ~ Best practice

Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015
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;C@ME 7/ : The share of digitally active customers should rise sharply over the next few years

Share of digitally active insurance customers* (P&C and life combined)

100%
4 82 82
80 80 80 79 78 77 76 76 7
73 71 69 s
67 ¢4
60
40
20
0 X 2 2 2 3 = 2 z 3 = ] 8 £ 8 5 ks 5 2
5 £ 2 o S 2 g 2 > S
£ 5 & s 2 g g = g 5 & 3 & £ » ¢
E 3 2 < § ¢ £ © = £ & 2
£ 5 3 s
Expected future
purchases online 58 57 4] 31 48 41 41 39 39 34 29 36 32 22 42 33 31 24

(% respondents)
W Today In 3-5 years

*Respondents who used digital channels for their last insurance-related information research and for their most important interaction with their insurance providers in the past 12 months
Sources: Bain/Research Now and Bain/SSI global NPS surveys, 2013-2014
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Digitally enhanced

customer experiences

For the majority of insurance companies, fewer
than 11% of customers interact with them solely
through digital channels. Yet both customers and
insurers expect fo see a major shift toward online
and mobile channels and away from traditional
channels, such as contact centers and in-person
meetings with agents, in the next few years. The
shift will be more pronounced in the Americas than
in the Asia-Pacific region or in Europe. Therefore,
insurers will need to prepare their traditional
channels for the change.

About half of insurers have specific offerings de-
signed for their digital channels. The most common
products tailored for digital include auto, home and
contents, travel, medical and term life insurance.

Most insurers make active contact with customers
infrequently —every six months or longer.

More than half of insurers expect to shorten the devel-
opment time of new products by three to nine months
over the next few years. Insurers expect devel-
opment time to go from 11 months to 7.4 months,
on average.

Roughly half of insurers study customer needs and
behaviors quarterly or more frequently, mainly
using historical internal data and external market
research. When it comes to customer segmenta-
tion, insurers’ methods still skew to traditional
criteria, such as age, income and stage of life.
Fewer insurers use behavioral, lifestyle or deci-
sion-style criteria.

More P&C insurers than life insurers now measure
the relative profitability at a product level for
customers acquired through digital channels. P&C
carriers find mixed results on the relative profit-
ability of such customers.
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?@M@ & : Digital channels continue to replace physical channels and contact centers for many activities

Change in percentage between today and in 3-5 years of customers using channel

40%
30
20
10
-10
20
-30
-40
Seeking Advice Purchase  Inquiries and Policy Claims Claims Reimburse- Submit feedback
information Servicing renewal submission inquiry ment for resolution/
complaints
Physical channels Contact centers M Digital channels

Notes: Underwriting is excluded in purchase; responses of “other” for the channel used are not shown
Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015

?@M@ 7 : More insurers have been customizing products for digital channels

Q: “Do you have a specific u . . . . ST
offering for digital channels?” Q: “For which products have you streamlined your product offerings or portfolio due to digitalization?
Percentage of responses Percentage of respondents who distribute through a digital channel
100% 100%

80

60

40

20

Life and P&C Auto Travel Property Term Whole Pension Fixed Group
life annuity
Home and  Medical/ Personal Disability/  Personal Critical Unitlinked
contfents health liability income accident iliness investment
profection plan

Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015
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?@M@ /O : Insurers have relied primarily on traditional demographic criteria for segmenting customers

Q: “Which criteria do you use to define and assess customer segments?”

Percentage of responses

Traditional — Nonraditional —
100%
88
80 79
68
62
60 59 56 53
50 50 50 47
38 a4 4
38 38
40 32 3 20 9o 3232
26
20 15
] s
0 B
Age Income  Gender Life Product  Wealth  Channel Llifetime Behavioral Gener- Customer Decision  Psycho-
stage usage usage valveto  charac-  ation lifestyle style graphic
insurer  feristics* characteristes

Life [l P&C

*Behavioral characteristics include digital-only, omnichannel and agentonly usage
Source: Bain Insurer of the Future Benchmarking, 2014-2015

?@M@ // : Insurers expect to accelerate product development

Time taken to develop new products and Q: “How much faster/slower will it take you to
introduce into distribution channels develop a new product in 3-5 years’ time?
Percentage of total responses Percentage of total responses
100% 100%
Neither faster
>1 year nor slower
80 80 1-3 months slower
9-12 months faster
1 year
60 60

40 40 3-6 months faster
20 20
0-3 months faster
0 0
Life P&C Life P&C

Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015
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Digitally enabled

sales and distribution

Currently, insurers sell the vast majority of premi-
ums through physical channels, whether through
agents, brokers or banks. However, insurers ex-
pect new premiums generated from digital chan-
nels to more than double in the next three to five
years: In life, from a weighted average of 6.2%
to 14.9%, and in P&C, from 9.7% to 22.5%.
There’s a wide variation in the share of projected
digital business among insurers.

Very few insurers have complete omnichannel
capabilities. In life, nearly one-third of carriers
allow customers to start a transaction in one chan-
nel and complete it on another. In P&C, about 40%
of carriers have that capability. Only one-third of
all insurers contact customers if they abandon their
application in any channel—and this lack of in-
tegration means insurers miss sales opportunities.

More contact centers in life carriers than in P&C
carriers can handle calls from agents and brokers.
Many insurers are integrating their systems with
those of physical distribution partners. P&C in-
surers have led the charge, with around 60% of
surveyed insurers having achieved full integration,
compared with around 40% of life insurers. The
great majority believe digitally enhanced capao-
bilities help their partners raise revenues, lower
costs and deliver better customer service.

Insurers expect to add multimedia capabilities to
their contact centers, with an emphasis on co-
browsing, mobile apps, chat/IM and video.
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?@W@ /2 : Physical channels still dominate sales, but digital sales are coming on strong

Q: “What share of premiums do you Q: “What share of new premiums is
get through each channel?” generated by the digital business?”

Average percentage of responses Percentage of responses

100% A ; Social 100%
B Em
80 a 80
5-10%
60 60
20 20
0 0
Life P&C Life P&C Life P&C
Today In 3-5 years

Notes: Physical channels include tied agents, general agents, brokers, independent financial advisers and banks; digital channels include websites, mobile apps, social media
and aggregators
Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015

?@W@ /Z: True omnichannel capabilities remain uncommon

Q: “Can customers start a fransaction in one Q: “Will information captured in Q: “Do you contact customers if they

channel and complete it in another channel?” one channel be stored in another channel?” abandon their application in any channel?”
Percentage of responses Percentage of responses Percentage of responses
100% 100% 100%

80 80 80

No
No
No
60 60 60

40 40
20 20
0 0

Life P&C Life P&C Life P&C

Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015
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?@W/@ /4-: Agents and other distributors use digital tools more before a purchase than for customer feedback

Percentage of firms with digital tools for clientfacing tasks

100% 100 96 o4 93 % o 100 o4
82 83
71 70 47 71
58
100% 96 96 972 92 92 92 92 %
83 88 81 83
79
80 77
63
60
40
20
0
Tied agents General agents, brokers, independent Banks, refailers,
financial advisers other distribution partners

H Before a purchase Ml Purchase Ml After a purchase [ Claims | Feedback  In 3-5 years

Notes: “Before a purchase” includes information seeking and advice; “after a purchase” includes servicing inquiries and policy renewal; claims include submission, inquiry and reimbursement;
if an insurer chooses a task today, we considered the task as chosen over the next 3-5 years as well
Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015

?@W@ /S : Insurers plan to integrate multimedia technology in contact centers

Q: “What multimedia capabilities have you integrated into your contact center?”

Percentage of responses

100 100 100

100% 96 03
89 89
86 86
82 70
80 75
71
68
60
54 54

40
20
. m— N

Phone Email Mobile Chat/IM Social SMS/text Co-browsing Video

app media conferencing
M life W P&C  In 3-5 years

Note: If an insurer integrates a capability today, we considered the capability to be integrated in the next 3-5 years as well
Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015
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Optimizing
operations through

digitalization

Insurers using digital technology to simplify their
operations, products and processes report strong
results from these initiatives, including a better
customer experience and internal efficiencies
through reduced error rates. The use of STP is ris-
ing across most activities, though insurers still use
manual processing to capture most customer in-
formation. About 36% of P&C carriers now capture

customer information electronically and process
the data with STP.

Between 41% and 65% of processing in P&C uses
a once-and-done approach in which the customer
does not need to be contacted after the initial in-
teraction. In life, between 39% and 48% of cus-
tomer interactions are once and done.

Over the next three to five years, insurers expect
a roughly 20 percentage point rise in the share
of business that will be auto-underwritten and
auto-adjudicated.

Almost half of insurers have been able to reduce
their headcount over the past three years, because
they digitalized processes, mainly in policy ser-
vicing, application processing, sales and claims.
They see further opportunities for efficiency gains,
with staff reductions targeted for those same areas,
plus underwriting and pricing in life. In P&C, about
15% of carriers even plan to reduce headcount
by 20% to 40%.

Cycle time for claims processing varies widely.
Roughly 50% to 60% of carriers take more than
seven days, depending on the product, with prop-
erty, home and contents taking the longest time
and travel taking the shortest time. Oneifth of in-
surers process claims in three days or less.
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?@We /& Insurers still capture one-third to one-half of customer information on paper

Average percentage of total responses

100%
) I I l I .
20 . l I
Capturing of Policy underwriting, Post-purchase Policy renewal Claims submission Claims inquiry Claims
policy purchase issuance & placement  policy inquiries & reimbursement
servicing
Life P&C Life P&C Life P&C Life P&C Life P&C Life P&C Life P&C

Captured electronically, Captured electronically, Captured on paper, converted Captured on paper only,
straightthrough processing processed manually into digital for processing processed on paper

Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015

?@M@ /"7 : More insurance firms have used technology to simplify operations

e of each step of the customer journey is ‘once and done’?”

After purchase

Average percentage of responses

100%

80
65
61
60 59
53

41 41
40

20

Purchase Inquiries Policy renewal Claims submission Claims inquiry Claims

reimbursement
Note: “Once and done” means the company does not need to contact the customer for follow-up inquiries or documentation after the initial interaction

Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015
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?@M@ /& : The cycle time for claims processing varies widely among insurers

Cycle time on claims

Percentage of responses

100%

80

60

o_____-_-._-_______

Outpatient Inpatient Mortality Outpatient Inpatient Mortality Property

Life - P&C

‘ B 'mmediate [l 1hour-0.5 days [l 1-3 days [ 3-5days | 5-7 days = 7-10 days >10 days ‘

Note: Cycle fime runs from the point at which a customer submits a claim to the point at which the claim is dispatched to the customer after a final decision
Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015

?@M@ /9 : Insurers increasingly are automating processes such as policy underwriting

Q: “What share of your business can you auto-underwrite?” Q: “What share of your business can you auto-adjudicate?”

Percentage of responses Percentage of responses
80% 80%
65
61
60 60
48
40 40
34
31
20 20 18
0
Life protection Life savings and Medical/health P&C Life protection Life savings and Medical/health P&C
investments investments

B Today Change in 3-5 years

Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015
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Advanced analytics

and Big Data

Most insurers recognize the benefits of Big Data
analytics and test-and-learn methods, which hold
great potential for understanding customer prefer-
ences, improving segmentation and assessing cus-
tomer risk. New forms of external data, as well as
digitalizing customer interactions, will prove useful
in upselling and cross-selling products and in re-
taining customers. Insurers thus foresee that annual-
ized spending growth on Big Data analytics over
the next three to five years will reach 24% in life
and 27% in P&C. Headcount will also grow, but at
lower rates— 13% for life and 10% for P&C.

Today, however, the use of advanced analytics is
still uncommon for certain activities. Fewer than
50% of P&C carriers and 35% of life carriers track
any customer buying signals using digital tech-
nologies. Investment for retirement, buying a
house and buying a car rank as the most com-
monly tracked signals.

Even fewer insurers track changes in customer risk
profiles. Potential fraud and driver safety rank
as the most commonly tracked risk areas.

Insurers plan to apply Big Data to an average of
five functions over the next three to five years, up
from two today. They expect the largest spending
increase in Big Data analytics to flow to product
design and pricing.

As for testand-learn techniques, insurers expect to
increase their use by more than two times as they
build and refine predictive models. They will use
such techniques for about four functions, up from
one or two today. Claims and product design and
pricing will see the greatest rise in usage.
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?@M@ 2.0 : Insurers expect an increase in the use of Big Data across all functions

Number of functions to which Big Data analytics is applied

Percentage of total responses

Percentage of responses

Q: “To which functions do you apply Big Data analytics?”

6% 100% o4 97 04 94 o1
5.2 5.2 88 84
80 79 79 78 79 78
4
60
2.3 40
2
20
0 0 I L
Today  In 3-5 years Today In 3-5 years Sales  Marketing  Product  Fraud Underwriting Claims
design and
pricing
M Life P&C In 3-5 years

Note: If an insurer chose “today” but not “in 3-5 years,” we considered “in 3-5 years” to be chosen as well
Source: Bain Digital Insurer of the Future Benchmarkina, 2014-2015

?@M@ 2/ : Investment for retirement is the most commonly tracked buying signal for most insurers

Number of customer buying signals
tracked using new technologies

Percentage of responses Percentage of responses

Share of firms that track customer buying signals

100% 30%
— -
80 3-5
22 22
1-2
20 18 18 18
60
16 15 16 15 16
13

40

None 10 4 4

6 6 6 6 6
20
33 3
0 0 0
Life P&C Graduation ‘ Having Planning Promotion Invest for Medical
child travel retirement checkup
Getting Buying New Buying Invest
married car job house to augment Hospital-
savings ized

Note: Insurers who checked “other signal” are counted in the “1-2" category
Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015
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F@M@ 272 : Potential fraud and driver safety are the most commonly tracked signals for changes in the

risk profile

Number of customer risk profile signals
tracked using new technologies

Share of firms that track changes in customer risk profiles

Percentage of responses Percentage of responses
100% 50%
42
80 40
1-2
30
60 30
24
40 20 18
15 15
12 12
None 0 9
20 6
. . |
Life P&C Potential Driver Default on Default on Change in
fraud safety mortgage payment other debt health status

Life M PaC

Note: Insurers who checked “other signal” are counted in “1-2" category
Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015

F@W@ 22 : About 40% of insurers plan to use test-and-learn methods for all functions

Number of functions to which Q: “In which functions do you use controlled test-and-learn
“test and learn” is applied techniques fo build or refine predictive models?”
Percentage of total responses Percentage of responses
6%
100%
82
4.1 80 76 79
3.8
4 70 67 67 70
0 ol 58 58
52 52
2 40
>
20 | 8
: . .-
0
Marketing Sales Fraud Product design  Underwriting Claims
years years and pricing
Life M P&C In 3-5 years

Note: If an insurer chose “today” but not “in 3-5 years,” we considered “in 3-5 years” to be chosen as well
Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015
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Digital technology as

an enabler

Insurers expect their IT spending to grow in rela-
tive importance over the next three to five years
as many upgrade basic systems. Life insurers ex-
pect to increase IT spending from 3.8% of reve-
nues today to 5.5%, and P&C insurers expect to
raise IT spending from 3.7% of revenues to 4.1%.
Spending responds in part to the need to build
new capabilities, resulting in slightly higher sys-
tems development costs.

The most common missing systems, which most in-
surers infend fo invest in, include Big Data analytics,
digitally enabled customer experiences and end-to-
end customer relationship management (CRM) sys-
fems. Most companies also plan to invest in making
data consistent across systems, the middleware
spine and advanced security features.

About two-thirds of carriers have a detailed road-
map to upgrade their systems architecture. Chang-
ing business requirements and outdated legacy systems
lead the reasons behind systems replacement.

Insurers have been investing in multimedia tech-
nologies, especially mobile, for their agents. About
60% of all insurers have equipped agents with
mobile devices, and a smaller share has deployed
tablets, web chat and high-definition video con-
ferencing among the agent force.

Many insurers believe equipping agents with multi-
media technology has led to better customer service,
higher revenues and lower costs. As customers in-
crease their use of digital channels and expect seam-
less omnichannel service, the use of digital tools
across all physical channels will be critical to con-
necting with customers. Many insurers, however,
don’t measure the benefits of equipping agents
or contact centers with multimedia technology.
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?@M@ 2.4.: Life insurers plan to raise IT spending more than P&C insurers do

Q: “What share of your IT spending goes to which components?”

Average IT expenditure as a percentage of revenue Average percentage of IT expenditure
10% 100% Il Systems
development
costs
8 80
[l Replacement
costs
6 55 60 M Running costs
Regulatory/
38 4.1 mandatory
4 3.7 40 compliance
Systems
2 20 mainfenance
Systems
infrastructure
0 0
Life P&C Today In 3-5 Today In 3-5
CAGR years years
(4 years) 9.5% 2.7% Life P&C

Note: Average IT expenditure weighted against premiums for all business lines
Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015

?@M@ 25 : IT capabilities will focus on developing analytics, digital customer experiences and CRM

Q: “Which capabilities are missing from current systems? And in which of these do you intend to invest?”

Percentage of responses

100%
01 94
85 85 8l
75 80 78 80
80 | 75 7y 74 76
70 70 70
66 65
60
60 55 53 53 ¥ 53
50 52°° 50 52 50 48 50
45 44
40
30
24
20
Big Data  Digitally enabled Total  Realime processing Automated Auto-  Data consistent with ~ Middle- Advanced
analytics customer endfo-end  and connectivity  point of sale  underwriting  all other systems  ware spine security
experience CRM features

Life: Missing today [l P&C: Missing today To invest in 3-5 years

Notes: “To invest in 3-5 years” was calculated only for those respondents who are missing the capability currently:
Of the 85% respondents who lack Big Data analytics in their current systems, 75% intend to invest in it
Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015
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?@M@ 26 : Most firms have a detailed roadmap for upgrading their systems architecture

Q: “Do you have a detailed roadmap for upgrading systems architecture?” Q: “What is the time horizon of your detailed roudmop”’

Percentage of responses 0O or more years
100% 100% h
) - . )
60 60
40 40
20 20
0 Life 0 Life P&C

Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015

?@M@ 277 : Most insurers equip their agents with mobile devices, but not with other technologies

Q: “What share of agents are equipped with multimedia technologies?”
Percentage of responses
80%

60

40

20

Mobile devices Tablet devices Web chat HD video conferencing Surface tables

[0 life MP&C

Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015
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An innovation-ready

organization

Most insurers use digital tools and methods to evolve
their current business models as well as to build
entirely new digital businesses or standalone digital
initiatives. They've had mixed success so far:
About 41% of transformations among life carriers
and 24% among P&C carriers have achieved
fewer than half of the business objectives they set.

Among the elements of change management, the
areas of greatest concern are compliance and risk.

A large majority of companies—approaching
80%—aim to run their digital business as a division
within the existing company, using the same brand.
About 40% of insurers have the CEO or the COO
leading implementation of a digital transformation,
and about 70% have undertaken the effort through
the existing organization rather than creating a
separate department. About half of insurers have
dedicated innovation teams, though fewer have
specific innovation centers.

To promote a mindset and culture of innovation,
almost two-thirds of insurers promote cross-funcfiondl
teams. Yet to date, only half accept failures and only
one-third give innovators sufficient time.

To track progress, about half of insurers (more in
P&C than in life) rigorously measure the success
rate and results of their innovation. More than 70%
engage in external partnerships in order to improve
innovation. And about 65% scan the marketplace
for competitor moves and disruptive models at least
once a month.

Consulting customers and other stakeholders about
digital transformation remains limited. About 30%
to 40% of insurers consult customers, agents or
partners, and fewer than half even communicate
about the topic to those groups.
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?@M@ 2&: Many insurers don't feel confident about their ability to execute change management

Number of elements that respondents

disagree/strongly disagree they have in order
to execute change management

Percentage of responses Percentage of responses

Life P&C Life  P&C life P&C life P&C Life P&C

80 I I I 80
M Strongly
60 agree 60
Agree
40 40
W Disagree
20 M Strongly 20
E= BN BB oo
o-dlles Bliles ssmes e B 0
longterm  Clear set of Right leader- Compliance  Risk processes Life P&C
vision fo priorities to  ship to make  processes aligned with
address  achieve vision  required  aligned with  digital channel
digitalization changes  digital channel requirements

requirements

Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015

?@M@ 29 : For most insurers, the digital business runs within the existing company and brand

Q: “Will your digital business be run as a division Q: “Does your digital business have a separate
or as a separate company?” brand from your existing business?”

Percentage of responses
Run separately 100%
No digital
business planned
80 current compan 80

100%

60 60
Division within
40 current company 40
20 20
0 0
Life P&C Life P&C

Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015
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;C@Me 20 : Many insurers now take steps to measure and raise their innovation success rate

Q: “We rigorously and quantitatively measure Q: “We engage in external partnerships as a means to

the success rate and results of our innovation” increase our degree and success rate of innovation”

Percentage of responses

100% 100%
Strongly agree
Strongly agree

80 80

60 60

40 40

k 20 -

. Strongly disagree o Strongly disagree

Life P&C Life P&C
Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015

;C'@Me 2/ : Few insurers consult stakeholders beyond senior management before launching a digital

transformation program

Q: “Which stakeholders were consulted before you Q: “To which stakeholders has the digital transformation
launched the digital transformation program?” program been communicated?”

Percentage of responses
100%

80

60

40

20

Senior Employees Agents/Partners Senior Employees Agents/Partners

management  Jynior Customers Shareholders  Management  jynjor Customers Shareholders
management management

Life [ p&cC

Source: Bain Digital Insurer of the Future Benchmarking, 2014-2015
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Methodology

Bain & Company surveyed 7o insurance carriers, equally split between the life and P&C sectors across 36 global
insurance groups, from September 2014 through April 2015. Insurers have operations in Australia, Belgium,
Brazil, Canada, China, Germany, Hong Kong, Indonesia, Ireland, Italy, Luxembourg, Mexico, Norway, Poland,
Singapore, South Africa, South Korea, Spain, Sweden, Switzerland, the UK and the US.

The survey contained more than 140 questions, predominantly multiple choice, asking about current levels of
digitalization and intended plans. We aggregated all scores in this report for the purposes of confidentiality. Across
all questions, the average response rate was 77%. We scored questions in three ways:

«  Direct scoring was used when insurers provided information directly, and responses were calculated at an
aggregated average level. For example, for questions such as “What is the total IT expenditure today as a
percentage of revenue?”’ we analyzed and reported the average and ranges of responses. If an insurer did
not answer a question, we reported that.

«  Simple scoring was used for the vast majority of questions in the survey. When an insurer did not answer a
question, we excluded it from any aggregation. Based on the response, we scored each question on a scale
of one to five, regardless of the scores of other insurers. Aggregated scores for each question were based on
a simple mean average of scores. This type of scoring is not influenced by the rest of the sample, whereas
the index methodology is influenced by the sample.

« A digitalization index based on a set of 16 variables across the six dimensions was used. When an insurer
did not answer a sufficient number of variables, we excluded the insurer from the index calculation. We
assigned each variable a weighting, such that, in aggregate, each dimension has equal weight in the index
calculation, with the weighted total being 50. We scored each variable on a zero-to-five scale, based on the
distance of a response from the median within the benchmark set. We then normalized the score on a scale
of negative one to one and aggregated all normalized scores for each insurer, assigning a weight respective
to the variable. We added or subtracted the aggregated score for the insurer from a base score of 50. The
maximum possible score was 100, and the lowest was zero.
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