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4 Breaking Down Change

Over roughly the last 18 months, the word
“change” has been used to the point of
exhaustion. Promising change. Real change.
Standing for a change. In this issue we
discuss change that’s inevitable, as in “It's
going to rain, | should get an umbrella”
change. We're not saying you can stop the
rain, but you can account for it.
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In This Issue

6 Crash Course

In the wake of an active 2007, (CC's Lead
Analyst, Susanna Gotsch provides insight
into industry drivers in a recap of 2008 Crash
Course, her annual report on the many factors
impacting collision repair and total loss costs.

10 Seeking a Smoother Process
With friction and change serving as the
keystones for this edition of ((C UpFront,
DR Systems' Michael Giarrizzo  discusses
different ways of looking at the collision
repair process.

12 Gaining a Competitive Advantage Through Subrogation

In terms of the policyholder experience, subrogation is one of the weakest links in the
interaction between the carrier and its insured. The frustration of not getting a deductible
refund — or having to wait a lengthy time to receive it—can adversely impact policyholder retention.
Some carriers will waive the deductible in order to shield its policyholders from the inefficiencies

inherent in the subrogation process. So, why does subrogation performance lag the rest of the claim

organization?
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Welcome Back

On behalf of our editorial staff, I'd like to welcome you back to CCC UpFront. We're thrilled to announce
the re-launch of the publication; something that we hope can again foster thoughtful, relevant industry
communication and dialogue.

With that said, we want to jump right back in and focus on a topic familiar to all of us—friction. Carrying

a host of negative connotations, the dictionary definition of friction is actually very succinct and devoid of

emphasis. Simply put, it is: “the force that resists relative motion between two bodies in contact.”It doesn't
specify who, what or how things are put in motion. It simply states that if you're in motion, you're meeting
friction. The only way to miss it is to stand still.

And since we know our industry never stands still, the best way to reduce those forces is to identify and
utilize a smoother method—our way of finding the smoother lane on the highway. The friction, as well as
identifying as potential smoother lanes, is what we're talking about in this edition.

For example, many of those involved in the repair of a vehicle are continually searching for ways to
improve. The article, “Seeking a Smoother Process,”looks at a company focused on a new way of looking
at the issue. This could be beneficial to the reduction in supplements and possible reduction in overall cycle
time, but could it expose another set of uneven surfaces?

And what subject could be more related to friction than change? Type the words “Change Management”into
Amazon.com, and you'll get more than 40,000 results about how change is possible. The article “Breaking
Down Change”isn't looking at change as a choice. This article spotlights changes that are forthcoming—not
optional. For example, America’s aging population (a group that is projected to increase from 35 million in
2000 to more than 54 million in 2020) stands to significantly alter our industry’s dynamic. So what do we

change in order to prepare? Debbie Day
Senior Vice President, Marketing and
Pulled from the pages of Crash Course 2008, C(C's Director of Industry Analysis, Susanna Gotsch, focuses Product Management

her sights on the many performance metrics and business indicators that impact the auto-physical damage
industry. Among the significant findings include an increase in paid claim frequency and a significantly
slower increase in vehicle total losses.

We encourage you to read deeper into (CC Upfront, and stay active in the conversation by sending your
thoughts and article ideas to cccupfront@cccis.com

Thank you—
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TECHNOLOGY

Breaking
Down

CARRIERS

REPAIRERS

Any action taken in order to advance the business performance needle
usually begins with a clear picture of the constituency that’s being
addressed. In the APD industry, that picture begins with the identification of
the demographic groups driving change. The two generations carrying the
most significant impact are the Millenials (those born post-1980) and the
Baby Boomers (born between 1946-1964).

Generational Expectations

The Millenials—estimated at 100 million strong in the U.S.—are the
first generation born and raised with technology as a permanent fixture,
bringing with them a whole new host of expectations related to service
and communication.

When they're looking to get claims and account information, “Millennials
want’Service my way. They want ‘self-service’and all the time’service,” said
Pauli. “It's about choices for them. They want information on Saturdays, on
Sunday afternoons. If there is a question, they're looking to get answers
quickly. They don't have the tolerance for an answer like, 'm not sure, let
me get back to you.”

Much like their course through recent American history, the affect the
Boomers will have on APD is significant. Representing approximately 40
percent of today’s total employed workforce, the Boomers have a two-
pronged impact. The first is the role the group plays in their consumer

’Change

SOLUTIONS

SUPPLIERS

As two quarters have peeled off the calendar in 2008, the forces helping
to shape the auto-physical damage (APD) industry are becoming a little
clearer. Recently, CCC sat down with Karen Pauli, Senior Analyst in the
Insurance practice at TowerGroup, who provided insight into the change
elements expected in the very near future.

buying habits. The second, and probably most significant impact, is the

fact that there will be a disproportionate ratio of APD workforce/industry
experts retiring in relation to the number of qualified or engaged employees
to fill those vacant positions.

As the Boomers retire—at a rate that Insurance Journal targets at 26
million over the next twenty years, there will likely be a change to the
existing consumer dynamic. “A lot of (the Baby Boomers) are tech savvy

as well, so they, too, will be looking for some of the same technologies

the Millennials are," said Pauli. “There will be extensive online research and
information-gathering, but they do still want that to have that one-on-one,
face-to-face support. That's what has been the norm for so long for that age
bracket. It’s the model we've been raised on.”

Perhaps the most profound concern for the APD industry relating to the
Boomer generation is the industry’s ability to find qualified people to fill
their vacandies. As the more than 76 million currently employed Boomers
retire in the coming years, it is projected that only 46 million workers will
be available to replace them, leaving a significant void.

“The generation makes up a lot of the workforce in APD, so it's important for
carriers to attract and inject new talent into their workforce,” added Pauli.

“If you are a company that is taking a new look at best practices and using
the latest technology in the industry, you will attract good talent. If you're



planning on attracting new talent, the under 35 people of this earth are
looking for technology. If you don't have it, they'll walk away.”

Aligning corporate objectives, investments

According to Pauli, a significant amount of a carrier’s focus and

investment over the last few years has been within the construct of claims
administration. With a majority of carriers bringing these projects to a close,
the focus has now shifted toward technology advancements that focus on
policy administration. However, the challenging U.S. economic environment
has created an increased challenge to both the consumer and the carrier.
Any new technology endeavors brought to the table will receive extensive
review.

“In light of the softening economy, carriers now more than ever are
looking to reign in spend. They need to see a demonstrative difference—
a huge ROI number associated with the dollars spent—until market
conditions improve,”said Pauli. “Yet, a wholesale replacement of a policy
administration system can grind work to a halt. Analysts have looked at
service-oriented architecture (SOA), and are decomposing their existing
policy systems to enable more of a services approach to make quicker
decisions. This includes areas like predictive modeling for underwriting
decisioning.”

The need to implement technologies like predictive modeling is gaining in
importance, as carriers reach to capture the indispensable knowledge of the
retiring Boomer generation Pauli mentioned earlier. A recent Insurance and
Technology article pinpointed the fact that,"while new claims employees
may have technical qualifications, it is important to utilize the intellectual
capital of today to use tomorrow.”

Traveling at the speed of information
In order to facilitate a level of instantaneous demand that is coming from a
generation like the Millenials, Pauli said technology would lead the charge.

“(laims people need to have handheld devices that need to be loaded with
GPS, s0 you can get to a vehicle quickly,” said Pauli. “When you're looking at
a vehicle, wherever it anded, whenever it may have crashed, you need to
be able to quickly direct customers and make certain that their distribution
force is easiest to do business with. You need nearby providers—so they
can stop by their home, work, school, etc. You have to be able to provide
that availability and schedule flexibility. Are there nearby providers? Is there
someone by their home, work, school, etc, that they can choose from?”

A way to facilitate that mobility is to work with a vendor solution that can
deliver on a“portal technology” strategy that encompasses all aspects of
the claims process, allowing them to achieve the task in the fewest possible
steps. “Carriers should be looking at ways to execute on an approach that
provides their adjustors with a way to access claims information in a mobile
environment much in the same way—and at the same level—they access
that information back at the office,” said Pauli.

The secondary benefit of implementing a portal approach is the ability
t0 aggregate data within a single platform to get a better picture of its
performance.

“We're really seeing claims administration systems paving the way for
data utilization techniques—really getting after the data that used to be
unavailable because it was in paper files,"added Pauli. “Aggregated data
for benchmarking is now available because claims administration systems
structure the data. You need to be able to move data and information

to track performance.” She cautions, however, that the performance
measurement needs to be done internally before comparing against other
carriers' metrics.“When it comes to benchmarking, for many organizations,
it doesn't work as well to compare performance against another operation,
because you don't know what your baseline is. Their business model could
be entirely different. From abest practices’standpoint, it's much more
beneficial to get a clear picture of what you're doing, and benchmark
aqainst yourself moving forward."

'ENVIRONMENTAI. CONCERNS

i -
The Green Movement has gone from nebulous buzzword to a burgeonlng concern for allbusinesses, and- msurance carriersiare not exempt
from this trend. The industry-has reeently taken note of an event in Europe, where'a carrier’s handling of Green concerns; ‘orlack thereof,

had a significant impact.
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“Environmental concerns for carriers are very real!”said Pauli. “The'pressure being put onscarriers to do things like'bécome paperless-is

criticals And that pfessure'is;mostly, coming from the&'investment community. There.are a'lot of people behind them .with-a significant
investmept; and'they wantto accotntforwhat carriersarerdoing.

“We ‘do’know of one'insurance-carriefiin tHEWK, whBreitheipresident-of an‘insurance cofpany was addressing-a teachers Union; whése * 1F.
ol policies they administered;'was askediwhat theywere doing.in regard-to eAvironmental‘concerns. His-answer, ifi essence, was ‘Nothing:

L= Shortly aftér.that, the teachers uniondeft-Fthink you have'to,make statéments about how greenyou are. People are definitelymaking buy-
. “ifg decisions.on that information. And.as peoplellike the Baby:Boormers retire, there is:a tendency:-to focds'more-on things like community.

. Those groups ate thinking Greeh;-and-there’s pressuresthere,”
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CRASH COURSE

A State of the Inaustry

Insurance

The U.S. property and casualty insurance industry saw its combined ratio (losses and other underwriting
expenses per dollar of premium) worsen to 93.8% in the first three quarters of 2007, versus 91.5% in
the same period in 2006. One factor largely to blame for the deterioration of the combined ratio was
greater competition; earned premium growth dropped to 1.3% during the first nine months of 2007
from 4.7% in the nine-month period in 2006. Insurers are now experiencing their slowest growth in net
premiums written since the late 1990's, and slow premium growth is projected to continue until 2010.

The industry will watch data from the next several quarters closely

to determine what type of profitability might be expected in this

softer market. Several of the factors that historically have been driving
declines in auto claim frequency may see smaller impact (changes in
drunk-driving laws and graduated licensing); others such as fleet-wide
penetration of accident avoidance technologies are quite a ways-off to
drive frequency down across the board; and others may have less of an
impact in the future (aging vehicle population). Trends in increasing
severity will almost certainly continue however, and the industry is
already seeing the impact of growing competition on premium eamings.

New and Used Vehicle Market

U.S. light vehicle sales dropped 2.5% from the prior year, coming in at
16.15 million vehicles. This is lowest sales have hit since 1998. Detroit 3
sales accounted for 51.1% of the total market, down 7.1% from market
share of 53.6% in 2006, while sales of import-badged vehicles rose
3.0%. Analysts'predictions for U.S. light vehicle sales in 2008 all point to
a number below 16 million—the first time sales would drop below that
mark since 1998.

As new vehicle sales slow, it may slow the growth in the ratio of motor
vehicles to drivers—a factor driving lower claim frequency. U.S.
Department of Transportation Federal Highway Administration statistics
show the ratio of motor vehicles to drivers grew from 0.85 in 1960, to 1.08

in 1980, to 1.16n 2000, and to 1.20 in 2005. If the number of drivers
grows faster in the next several years than vehicles, this ratio will come
down. When drivers are equal to vehicles, fewer vehicles are used only for
occasional use, and accident exposure per vehicle could go up.

The slowing economy slowed demand for retail used vehicles as well as
new, driving down demand from dealers for wholesale used inventory.

The impact of this can be seen in recent drops in wholesale used vehicle
auction prices. Used vehicle sales for 2008 are not expected to show
much improvement. CNW Marketing Research Inc’s surveys of U.S.
consumers show the number of people intending to buy a vehicle in

the coming year is the lowest it has been in nearly two decades. CNW
expects there will be increased market demand for bridge cars'—older
vehicles (more than eight years old) that the consumer plans to drive for a
year or so while they see how the economy performs.

After much deliberation, the U.S. government finally approved a new
energy bill that will raise U.S. fuel economy standards by 40%. In order
to meet these more stringent fuel-economy standards, automakers

will likely increase their use of lighter-weight materials, introduce new
powertrain technology, support alternative fuels, and expand their use of
diesel engines—particularly for light trucks.

The emergence of electronic technologies as key features of an
automobile for crash avoidance gained much momentum in 2007. In
April 2007, NHTSA announced that electronic stability control (ESC)
would be required in all vehicles by the 2012 model year.

The combination of technologies to reduce accident frequency and
technologies to reduce vehicle weight and improve fuel economy suggest
that the collision industry may see fewer but more costly repairs in the
future. The speed at which these technologies penetrate the mainstream
market will ultimately determine the real impact on overall accident
frequency. The first of these technologies to see real momentum in the
marketplace is electronic stability control; if other accident avoidance
technologies see the same level of adoption in the future, they will
ultimately translate to reduced claim frequency over the next ten years.



Collision Repair Industry

The collision repair industry—Tlike many businesses in the U.S. today,
is faced with challenges largely tied to rapid growth of technology:

> Lower accident frequency;
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> Proliferation of material types;
> Proliferation of vehicles; and
> Proliferation of vehicle components

Model proliferation, coupled with greater vehicle complexity, means
more parts and inventory to manage and more electronics and vehicle
componentry that require more training for repairers and mechanics.
Collision repairers must keep current with repair technologies not only to
remain competitive, but in some cases to stay within the letter of the law.

Industry organizations such as I-CAR and the Motor Insurance Repair
Research Centre in the UK., “Thatcham’, have increased their efforts to
work with automakers to design vehicles with repairability in mind. Fewer
repairs and greater need for investment in proper tooling and equipment
to meet the new repair requirements may ultimately lead to a collision
repair industry with fewer, more specialized facilities.

Vehicle Repair Costs

The average vehicle appraisal amount generated in 2007 was up less than
1.0% from the prior year. This is a smaller increase than seen in the prior
year, and is the second year of declining repair costs after a 4.1% increase
between 2004 and 2005 (see Figure A).

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007

FIGURE A: Average Repairable Appraisal Amount

Total Loss

One trend within the used vehicle marketplace is the growing demand
for older model year vehicles. Much of this demand is driven not only by
the lower prices, but by the fact that a driver can expect the overall life

of the vehicle to be longer than it was even just a decade ago. Based on
2006 vehicle registration data from R.L. Polk, over 45% of the 237 million
registered light vehicles in use in the U.S. are ten years and older, with a
median age of 9.2 years for cars and 6.8 years for trucks.

Much discussion has taken place in the industry over the last several years
on the rising frequency at which vehicles are being deemed total loss. In
the late’90s and early part of this decade, the frequency at which vehicles
were being totaled was rising quite quickly (see Figure B). In the last
several years however, the rate of uptick has slowed. Data from CCC shows
the percent of vehicle appraisals flagged as total loss at 13.5% in 1997,
up from 12.9% in 2006, and up from 8% in 1997. While the jump from
8% in 1997 t0 13.5% in 2007 is a significant increase, there are several
variables that are important to consider:

Continued on next page.

U of All Vehicle Appraisals U of Vehicle Appraisals Generated hy U of Vehicle Appraisals Generated by
flagged Total Loss Staff Appraisers flagged Total Loss Repair Facilities flagged Total Loss
1997 8.2% 10.0% 4.0%
2000 8.5% 11.7% 4.2%
2001 10.6% 14.6% 4.4%
2002 11.3% 16.7% 4.1%
2003 12.1% 18.5% 5.0%
2004 13.4% 19.5% 5.5%
2005 13.0% 19.0% 5.6%
2006 12.9% 18.4% 5.5%
2007 13.5% 19.3% 6.1%

FIGURE B: Total Loss Frequency for Vehicle Appraisals



A larger percentage of vehicles appraised in 2007 were aged 10 years and Atthe end of the day, whether a vehicle should be repaired or totaled s
older than in 1997 (see figure (). essentially an economic decision. If the cost of repair (plus added costs for
rental, towing, storage, etc.) outweighs the market value of the loss vehicle
net salvage proceeds, the vehicle will generally be totaled. There are also
state mandates identifying the point at which a vehicle must be deemed a
total loss. The ability to properly assess at the time of original appraisal how
each of these components will factor into that equation is critical as well.

In calendar year 2007, a vehicle aged 10 years was a 1997 model; the first
year that airbags were made a mandatory feature of vehicles. Comparison
of the volume of appraisals in 1997 versus 2007 shows only 8.5% of the
vehicles appraised in 1997 were model year 1997 or newer; by 2007 this
has grown to 88% (see figure D). If a vehicle sustains enough damage to
deploy air bag(s), the repair cost is likely already high. Adding in the cost The 2007 final valuation amount average of a vehicle for which (CC
of replacing the air bags and associated sensors may be pushing the repair ~ generated a total loss valuation increased 2.9% compared to 2006, a

cost over the threshold amount, warranting total loss versus repair. slowdown from the increases seen the two prior years. Changing consumer
preference for different vehicles has translated to a different mix of vehicles
0.14 - on the road in the U.S. today than 10 years ago.
5
0.12 - 8
= E N
0.1 - 2 = g
g SE B2 1997
S = =
008 - 3 5 - [ 2007
8 S
2 S 28 =
g 22 88 o
006 - 3 8 58 B B3
M 5 2 £
S E 2 e
0.04 - g8 &
=] = Sl
= © ™ ~w © o B ©
002 - S8 25 28 gp =2 5f s
g [ 2 -‘EI 88 3§ o
= =4 = = S =3 =
o o o o o (=]
0 =] S =) o'I °i =]
[ =] =] =] =] =] =] =] =] =] = k=] ' = =] ' = I ' ]
S =) o ) =) =) [S) [S) [S) o S =) =) o S [S) =2
ot © e 2 2 © © © @ 0 0 © 2 2z © o
== S < < < < < < < < < < © < < o Ll
s £ £ & & £ & & & & g & 2 & 2 o0
e - ~ ™ = ) © ~ © o o — ~ o] < o 3
[ - - - - - >
=

FIGURE Cand D: Percent of Overall Appraisal Count per Vehicle Age 1997 versus 2007

Claims with Vehicle Model Year | Claims with Vehicle Model Year
Older than 1997 1997 and Newer
1997 91.5% 8.5%
0 2004 24.7% 75.3%
% of Overall 2005 19.3% 80.7%
Appraisal Count =505 15.0% 85.0%
2007 12.0% 88.0%
1997 8.8% 3.0%
0 : 2004 28.6% 8.2%
é’a%ngeﬂpra'sals 2005 30.8% 8.1%
Total Loss 2006 33.5% 9.2%
2007 36.3% 10.2%
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Seeking a Smoother Process

The creation of a process-centered environment brings predictable,
dependable results. A majority of the collision repairers, however, accept
their repair process environment as one that's unpredictable, tending to take
aview of: ‘ljust have to take what comes at me, and fight the fires. That
doesn't have to be that way. An opportunity exists to change the process
and be able to produce faster, with better use of cost. The ideas of greater
performance and elevating your competitive level don't mean you'd be less
profitable. They should mean just the opposite.

What are the Opportunities for Improvement?

As an industry, we keep looking for new ways to gain efficiencies

through cycle-time reduction. And while some of that work may pay off
incrementally, where we really should be looking is right under our feet. The
amount of wasted time, motion and effort that goes into collision repair
opens an opportunity for change and ways to better serve the customer.
We call it inefficiencies in our industry, but it's really about the wasted and

10

redundant steps that ultimately end up as a cost factor of the product. The
common misinterpretation is that the excess time ultimately is rolled up and
pushed into somebody’s margin, but it isn't. The cost is real, and it’s lost.

Our industry also faces inconsistent quality performance issues. Why?
Because there’s a lack of operational standards in repair facilities. The
standards commonly used in a repair facility are typically set by technicians
and are based on their experience, skills and integrity, which is individual
and inconsistent in its output from a quality and delivery standpoint.

Research at DCR shows that it takes somewhere between 16 and 20 clock
hours to repair an‘average severity’damaged vehicle. The industry cycle
time standard, depending on who you talk to, is somewhere between 12
and 15 days. A quick look at these two figures shows that there are massive
amounts of waste, when it takes—Iet’s say two working days— to
actually reconstruct the vehicle. Why does it take five, six, even seven times
that long to put the vehicle back in the customer’s hands?



Disruptions Are Draining Your Progress

There are multiple interruptions during the repair process that prevents a
continuous stream of work until the vehicle is completed and reaches a
satisfied customer. Today, the repair model usually has vehicles assigned to
technicians as part of a portfolio of vehicles. This excess inventory method
is necessary to keep the technician busy, because our industry has come
to accept the assumption that there will be delays in some of the other
scheduled vehicle repairs. Several days are wasted because of poorly
meshing technician schedules, parts delays, an extended repair approval
process and improper or incomplete diagnostics. There are the opportunities
here to strip out huge amounts of time.

A Change in Floor Philosophy

One philosophical change is that labor needs to be part of the operating
expense. It's no longer attached directly to the billable hours. The labor
becomes a complete team with a unified objective to provide value and
satisfy customers. It doesn't really matter who the customer is—the vehicle
owner, insurer, dealer, fleet manager—because at the end of the day, they
really all want the same thing: they want it back faster, they want it with
more consistency and documented quality, and they want it at a price

that's competitive.

Yes, what we're talking about is a lean process. However, for it to work, it
takes more than adopting the word‘Lean’into your repair lexicon to gain
efficiency. The cornerstone to making it happen is changing your thought
process, and making a strong commitment to that thought process. You
have to commit to preparing the vehicle so that it can be worked on
continuously. It's a simple concept, but that doesn't mean it’s easy. It takes
an incredible amount of discipline and standards.

In a process-centered environment, there's a set of working standards in
place to achieve predictable, dependable results. The focus is on quality and
delivery at a price the customer is willing to pay. By focusing on changing
the strategic process with the objective of faster, higher-quality and cost
competitive repairs, you have the opportunity to make better use of costs
and enhance performance.

In a more traditional process, the focus is on the performance of individual
areas. However, individual performance doesn’t matter when you need to
be looking at systemic results. What matters is how well the whole thing
works together in its quality and delivery performance—the overall
process. If you can remove the wasted steps from the overall process and
introduce work standards so every vehicle moves with less interruption,
you can deliver vehicles back to customers on a more timely basis with
confidence and documented quality standards.

I have heard from a lot of people in the industry that “This lean stuff doesn't
work." More often than not, it's because they say, “We're going to go lean”
on a Monday, and they immediately expect it to be a lean environment.
That's not the case. If overhead cost remains the same and the rate at which
vehicle capacity moves through the business increases, the business is
performing. A lean environment is truly measured by speed; however, with
speed you cannot forsake quality—they must be synonymous. The process
can only go faster if there are fewer mistakes. How can this be done?

Having a process-focused floor design is simply about making the
workplace make sense. It's about putting equipment, tooling, space and the
movement of products and vehicles in a sequential manner and bringing
everything as close to arm’s length as possible to dramatically reduce
movement. It's simple and logical, but you need commitment and courage
to make the change to do it.

First, all parts should be in-house before inserting a vehicle into the process.
The reality is that it doesn't take that long to reconstruct an automobile if, in
fact, everything you need to prepare it is onsite. It's a waste to take your
team, which is now an operating expense, and have them extend their
efforts on something that can't be delivered to the customer. Repairers need
to be able to work on vehicles that they can deliver back to the customer.

Getting—and believing—the Big Picture: It’s not lip service
Adding this process will increase overall delivery performance. How? Make
the objectives clear: diagnose the repair one time; order, receive and gather
all the needed parts and materials once; and, fix it in a predictable amount
of time with predictable, dependable standards. It's about creating a culture,
and allowing it to grow and develop. It's about making a fundamental
change in how we think and how we do work. It's about starting a never-
ending journey. Also, going lean never guarantees improvement—it
simply gives you the opportunity to systemically improve.

It has to be executed with incredible discipline, and market demand has to
be there. It's dependent upon your level of execution. That said, there are a
lot of potential benefits for shops from what we've seen at DCR, such as:

«Increased profit margins « Less vehicle movement
« Improved cash flow - Lessinventory
« Decreased cycle time « Less defects
«Improved employee satisfaction ~ +  Less parts returns
Increased employee retention « Increased CSI
Less labor movement « Quality of ife for you and your people

Michael Giarrizzo is President and CEQ of
(leveland-based DCR Systems. |
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Gaining a Competitive Advantage

Throughout our industry, claims adjusters are currently engaged in negotiating

tens of thousands of subrogated claims. In the Automotive line of business,
carriers spend nearly $1 billion to recover $8 billion of paid losses each year.
These results obviously fall short of expectations, as the dollars recovered are
less than the amount demanded. Adding to the problem is that the recovery
on many files is often compromised when they are escalated to arbitration or
litigation, which increases cost and delays resolution.
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Soin terms of the policyholder experience, subrogation is one of the
weakest links in the interaction between the carrier and its insured. The
frustration of not getting a deductible refund — or having to wait a lengthy
time to receive it — can adversely impact policyholder retention. Some
carriers will waive the deductible in order to shield its policyholders from
the inefficiencies inherent in the subrogation process.

So, why does subrogation performance lag the rest of the claim
organization?

The current subrogation process is largely a manual one, with informal
workflows and inconsistent processes. For many adjusters, it remains a
low priority activity in the claim life cycle. In the current environment,
undisputed claims can take weeks to resolve. If the claim is disputed, it
can take even longer even if they are settled directly between the carriers.
Some disputes may require an attorney, mediator or collection agency

in order to escalate the urgency of the demand or trigger action from a
non-respondent. This increases cost and can take months to cycle through
negotiations.

The industry vision for subrogation is the migration to an electronic
interchange where costs can be minimized. For example: Imagine an
environment where Carrier A presents its demand and supporting
documents to Carrier B, with the sufficient content Carrier B can quickly
understand, accept and remit payment to Carrier A or communicate the
reasons for a denial or counter-offer. If a negotiation is required, it can

be quickly concluded, money can be exchanged and the policyholder
deductible promptly refunded. The entire transaction is completed within a
few days!

Carrier Processing Challenges

Manual processes and inconsistent recovery techniques are commonplace
within much of the industry. In this manual environment, adjusters may
have to go to several sources to extract and re-key data into another
system before they can attach documents needed to present a subrogation
demand. Several organizations' convoluted workflows have evolved

to overcome inflexible claim systems. These inefficiencies raise costs
(“leakage”), and prolong the resolution of files.

Another common industry practice is for a claims handler to work every
file through each step of the claim life cycle—from initial investigation of
the loss to payment of the policyholder, and, finally to subrogate the loss
against the responsible party. For adjusters, subrogation seems to take



Through Subrogation

a lower priority to adjudicating the claim. As a result, subrogation is not
pursued as quickly as it should, or the file may be compromised to bring
quick resolution.

(arriers that have automated the subrogation process have the ability to
expedite files, recover more, and do it at a lower cost than the rest of the
industry. These carriers enjoy a competitive advantage over the rest of the
industry. Take a look at some comparisons:

«Theindustry average to resolve a subrogation file is about 170
days (NASP benchmark study). Carriers supported by automated
subrogation systems take about 127 days (CCC market study), which
is an improvement of 25 percent over the rest of the industry.

- (arriers using automated subrogation processes recover an average $60
per file above those without, an improvement of 5 percent over the
industry average.

« (arriers using automated subrogation processes spend approximately
$70 less per file, an improvement of 30 percent over the industry average.

Another advantage attributable to automated subrogation systems

is providing timely access to data and reports that give management
visibility into the process. This enables best-practices techniques to be
identified and propagated throughout the organization to enable consistent
use. For example, each time a subrogation claim arises that bears the

r Automation Payoff is “Best in Class” Results )

SOURCES OF INEFFICIENCY
Timely ID of subrogation potential

Cumbersome processes to assign files

Manual tasks to generate a demand package

Inconsistent processes for negotiations and settlement decisions
Assignment of files and administration of vendors

Lack of reports; reactive response to events

same characteristics, it is dispatched using proven techniques. With this
knowledge in hand, the process can be proactively managed to minimize
false starts, ineffective actions and bring the focus back to what works.

The process of negotiating a subrogation demand engages an adjuster in a
back-and-forth dialog via phone calls, letters and e-mail. One of the keys
to improving subrogation results is reducing the amount of time adjusters
spend in a negotiation cycle, and minimizing the situations where a file

is escalated to arbitration or litigation. The inherent inefficiencies in the
negotiation/escalation cycle is a source of friction that can lead to excessive
cost and longer cycle times.

Continued on next page.

Industry Average Optimal
- Manual identification of subrogation claims

« Highly manual, inconsistent processes and workflow
« Multiple systems

« Long cycle times

« Limited reporting and analytics

« Predictive scoring of claims

- Automated, flexible workflow
+ Single point of access

« Electronic interchange between carriers
« Robust reporting and analytics

Subrogation Performan(e  mm——

Degree of Subrogation Automation o

Best-in-Class
- Predictive scoring of claims
- High automation/low cost
« Short cycle times

« Access to analytics
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Subrogation continued...

There are certainly files that—due to complexity, size or liability
theory—justify escalation to arbitration and litigation. However, some
files are needlessly compromised or escalated. What percentage of files
are compromised or escalated for sound business reasons? How many
are escalated for convenience, such as handler
inexperience, uncertainty, lack of dispute
resolution skills or work backlog? There are no
firm measurements, butitis a commonly reported
occurrence even though subrogation managers
discourage the concept.

Yes, escalation can raise the urgency of resolution.
But it can trigger a defensive response, which can
slow down activity. It also introduces an element
of risk in the outcome of the case. Invariably,
it increases the file’s life cycle and in all likelihood increases the recovery
cost. Despite the best intentions and efforts of all involved, we know that
intervening third parties do not necessarily guarantee that they are fully
qualified, objective or diligent. Escalation by its very nature may not always
be the optimal way to recover more, cheaper, quicker.

Itis clear that escalation increases the possibility of a compromised settlement
and lower recovery. What is the potential shortfall in recoveries from
compromise or escalation? Few carriers have systems that accurately capture
the amount of subrogation receivable, not to mention the compromised
balances. Industry discussions usually center on a subrogation leakage figure
of greater than 15 percent. It does vary by lines of business (i.e. workers comp,
property and auto, health), and can vary based on the form of escalation
(arbitration or litigation), by line of business and individual adjuster.

This could reduce the volume of denials and disputes to those files,

where true differences in fact or liability theory are dissolved. Theoretically,
undisputed files could be resolved with one transaction, and funds could
change hands the same day. The greater challenge to achieving these
benefits is to change long-standing industry behaviors on how subrogation
is conducted.

Electronic Interchange of Demand & Response

Much of the data and content within an exchanged subrogation transaction
is repetitive and predictable. It is these repetitive transactions that make
the electronic exchange process a huge opportunity for the industry.
Current technology provides single-point access to data, documents, teams,
vendors and carriers. It also supports automation of routine tasks, paperless
workflows and electronic communication between carriers that could
eventually lead to paperless exchange and EFT settlement.
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In an electronic environment,
using previously agreed-to
formats and content with the
appropriate supporting
documents, undisputed
claims could be expedited.

Treaties and Electronic Interchanges

Another way to expedite electronic commerce is to add treaties to instill
structure for processing routine transactions between carriers. Treaties are
widely used on the underwriting side of the business. They should only deal
with the format definition that two or more
carriers have agreed to when they subrogate
each other to minimize friction over form,
content, definition and process. In effect,
these business and transactional rules’level
the playing field, so large and small carriers
can transact efficiently without undo friction
and cost. A carrier can have a single set of
rules by which it conducts subrogation, or

it can tailor rules for other carriers. They are
freely negotiated.

Examples of subjects that might appear in a subrogation treaty include, but
are not limited to:
Qualifying lines of business
(laim criteria that will qualify (state, dollar size, type of loss, etc.)
« Demand format and content
- Response format, content, times and quidelines
Supporting document requirements
Remittance instructions
Dispute resolution rules

Even in an electronic interchange, there will be liability disputes and
settlement negations that will need human intervention in order to reach
a resolution. However, the use of treaties has the potential to reduce the
volume of files that would need special handling. Productivity would be
increased, and transaction cost for interactions between carriers could be
minimized.

Adoption of Standards

A significant step to simplify communications between carriers and vendors
was made with the introduction of a new standard XML message. An
industry group of carriers, vendors, consultants and other interested parties,
working in unison through the Collision Industry Electronic Commerce
Association (CIECA), published a standard XML message for a carrier to
assign a subrogation file to a vendor in February of 2008. This standard is
available. You can learn more about this from CIECA at www.CIECA.com.
Other XML messages are expected to follow the future. These will include
carrier-to-carrier demand and response and arbitration. Carriers that adopt
these XML standards and use them will have a common language to
conduct subrogation transactions in an electronic environment. Il



CCC Newswire

(CCInformation Services Inc. Addresses Vehicle Salvage Pain
Points with New, Innovative Features

Assignment, Workflow and Analytics Key integrated Solution

In March, CCC Information Services Inc. announced development of the CCC
Valuescope Salvage Management Solutions™ that features a data-driven
decision support tool to assist with the workflow associated with total loss
and salvage processes.

“This integrated solution is expected to provide an easier, faster way to
aggregate information to make a more informed total loss decision,” said
Debbie Day, Senior Vice President of Marketing and Product Management
at CCC."A matrix is provided that leverages (CC Pathways® appraisal data
along with the vehicle’s anticipated cash value. Since this is a seamlessly
integrated process, users do not need to re-key information when
communicating with salvage vendors.”

Instead of having to make phone calls to a salvage vendor for assignment,
the Assignment and Workflow feature can send an assignment to a salvage
vendor at any point during the claims handling process. Users can also
receive updates to determine the status of the salvage disposal, as well as
notification of salvage disposition that includes gross returns, additional
charges and other fees. As a capstone to the Assignment and Workflow
feature, users can utilize the CCC Intellisphere® Reporting Solution to
measure salvage process efficiencies throughout the life of the claim.

Collision on Wheels Signs Multi-Year Agreement with CCC
Information Services Inc.

Company’s unique repair model turns to (CC for collision estimating solution
Seeking to provide its franchises with an intuitive collision estimating
solution that can efficiently communicate the repair process, Warren,
Michigan-based Collision on Wheels has signed a multi-year agreement
with CCCInformation Services Inc. Collision on Wheels specializes in
bringing professional mobile auto repair technology to the customer’s
home or workplace, conducting on-site dent repairs, painting and parts
replacement. The agreement includes the utility of CCC Pathways® Basic
Plus Collision Estimating with an accounting interface and CCC's Auto
Workfile Entry.

“As we continue to expand our franchises nationally, we wanted to drive
consistency into every step of our mobile repair process,”said Collision on
Wheels Executive Vice President and OO Dick Atchity. “Our customers
should have the same professional experience, whether we're writing an
estimate for them in Denver or Detroit. We turned to CCC because they could
provide us with that consistency.”

CCC Announces Availability of 2008 Crash Course

(CCInformation Services Inc. today announced the availability of its 2008
Crash Course, an annual report on the many factors impacting collision
repair and total loss costs. Among the topics addressed in the report is an
increase in paid claim frequency last year, the first such increase in nearly
a decade. The report also looks at how the increase in specialty substrate
materials and the proliferation of electronics and safety features are
impacting the collision repair industry. A full copy of the report, in its 13th
year of publication, is available by visiting www.cccis.com. The 36-page
(rash Course begins with a broad overall look of the national economy,
followed by detailed analysis of categories affecting vehicle insurance

and collision repair. This analysis includes five- and ten-year historical
comparisons assembled through myriad industry resources. CCC’s data
warehouse, which contains vehicle and repair-related information from
100 million estimates processed through its system, is the primary source
of trending information included in Crash Course. CCC also includes third
party research to highlight broader industry trends, providing Crash Course
readers with a comprehensive view of the auto-claims industry. A mid-year
report with year-to-date information will be available in the fall of 2008.

Chief® Vehicle Specifications Viewer Among Several New
Features in CCC Comp-Est™ Estimating Solution 10.10

Matching parts, software loading among other improvements

Looking to provide more features in a less complicated fashion, (CC
Information Services Inc. has introduced CCC Comp-Est™ 10.10. Key new
features include the new Chief Vehicle Specifications viewer and the ability
to see multiple aftermarket parts when conducting a parts search. Primary
among changes to address ease of use includes the automatic loading of
data and compatibility with the Microsoft Vista® operating platform.

(CC Comp-Est users now have access to the Chief Vehicle Specifications
viewer, giving them the ability to zoom in and pan on diagrams, as

well as conduct point-to-point vehicle measurement. The Chief Vehicle
Specifications viewer helps the user quickly compare factory specifications
to the post-accident condition and determine the proper course of action.
Users also have more options when selecting aftermarket parts. Instead of
seeing only the first matching part for an aftermarket vendor, CCC Comp-Est
now has the ability to display multiple matching parts in the Aftermarket
Parts Selection screen.
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