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Executive Summary

The seven-year itch. It was made famous in the Marilyn Monroe movie. But the underlying concept about a seven-
year itch is change.

For decades, the creation and evolution of insurance markets, products, channels, technology, and customers
unfolded at a slow and steady pace. It took months if not years to launch a new product. Core business technology
was replaced only every 20-30 years and the projects took many years and multi-millions to implement.
Customers were the Baby Boomers and Gen X who followed similar life stages and had similar needs and
expectations. Companies managed and lived with slow transformation because everyone was in a similar position.

But change picked up in a disruptive way by the mid-2010’s with the emergence of new technologies and
InsurTech. The pace changed. The market changed. Technology changed. Competition changed.

And change changed.

New and constantly changing risks, customer behaviors and expectations, technology-driven capabilities, sources
of data, channels, partners, influx of capital to the market for InsurTech and M&A, and a pandemic added fuel to
change, resulting in three different eras of change in a short seven-year period.

Seven years ago, we began the strategic priorities research. We wanted to focus on the challenges facing insurers
and their current and planned strategic initiatives for growing their businesses. Looking back at the beginning to
this year’s results, the impact of these three distinct eras becomes clear.

e Digital Disruption Era - In 2015 and the first era, InsurTech was new and booming, causing some hesitance
and a wait-and-see attitude in the industry regarding technology and business investments.

e Digital Transformation Era - A couple of years later the second era began with the industry’s outlook shifting
and optimistic, driving a wave of technology and business model digital transformation.

e Digital Acceleration Era - We are now entering the third era due to COVID disruption and adaptation,
reflecting strong signs of resurgence and resilience by insurers.

Throughout these seven years, the rising importance and adoption of advances such as platform technologies,
APIs, microservices, digital capabilities, new/non-traditional data sources and advanced analytics capabilities are
now crucial to industry leadership. Market trends like the gig/sharing economy and the rise of ecosystems and
partnerships, and much more, are driving innovations in new products, services, and distribution channels.

However, the different levels of awareness of these developments and the strategic responses to them have in
many cases redefined industry players into three categories: Leaders, Followers and Laggards. Gaps between them
remain, but the size of the gaps continue to change. Yet one thing has remained the same ... Leaders continue to
accelerate the pace that sets them apart from Followers and Laggards.

Is your company a Leader, Follower or Laggard in the future of insurance? How do companies position themselves
as Leaders and strong innovators? How do they strengthen their operations to achieve strong business results?
What differentiates Leaders from Followers and Laggards?

This report, based on the results of the survey, answers these questions and more and provides a view into the
three eras over the last seven years that have reshaped companies and insurers for the future of insurance.
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“The future of insurance
is picking up steam

and continuing to
evolve, driving strategic
discussions on how
insurers will prepare
and manage the
changes needed in
their business models,
products, channels, and
technology.”
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Maintaining core insurance systems

Experiencing little to no growth

State of the Business

The insurance industry’s outlook for 2022 is one of continued growth due to the economic
recovery, the increased awareness of the need for insurance, and the emergence of a new
dominant buyer in Millennials and Gen Z, who have vastly different insurance needs and
expectations than the previous generations for whom insurance products, channels, and
business models were built. At the same time, there is a continued battle with COVID, fight for
talent, regulation demands, increased inflation, focus on sustainability (ESG), new or increased
risks, greater awareness of climate change challenges, and intense cat events for the industry.

As a result, the future of insurance is picking up steam and continuing to evolve, driving
strategic discussions on how insurers will prepare and manage the changes needed in their
business models, products, channels, and technology. Technology debt, from legacy or non-
cloud core, digital, data and analytics, loss control or distribution hinder the industry’s ability to
improve operations, let alone innovate, while also straining profitability, customer acquisition
and retention, and distribution relationships.

Emphasizing this perspective, insurers across the industry noted in their survey responses
that growth remained the top focus of their business activities and performance over the past
year, driven by changing or introducing new products (58% impact) and expanding channels
(24% impact). This focus was further highlighted with the reallocation of resources to change
how they do business, which will be reflected further in future business results. The strong
correlation between changing/new business models and growth (r=0.65) indicates deeper
structural changes to traditional ways of doing business and investment in the future of the
business.

Replacing/replaced core insurance
systems
@ Experiencing rapid growth

Maintaining products/few changes m‘:tgfs?:im;i:;z:’ product
Maintaining existing channels 6.68 Expanding channels

Maintaining our current business Changing/Developing new business
model/few changes model(s)

Reallocating resources to change
how we do business

Allocating resources
business-as-usual priorities

1 2 3 4 5 6 7 8 9 10

FIG. 1 The state of insurers’ strategic activities in the past year
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“As we accelerate our
digital transformation,
insurers are once again
experiencing rapid
growth as the top
strategic factor,
signaling that insurers
are successfully
adapting to the new
conditions created by
the pandemic, and have
turned them into growth
opportunities.”
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Seven-Year Trends Define Three Digital Eras

Looking at the previous year's business activities and performance and our last seven years of
those survey results, the trends reflect the three digital eras defined in the executive summary.

In the Digital Disruption Era, we saw a decline in the average assessments of company
performance and strategic activities. This quickly led to the realization that legacy systems
were holding insurers back and limiting their ability to compete with the new InsurTech
business models, products, channels, and technology capabilities, resulting in a refocus on
replacing legacy during the Digital Transformation Era. As legacy began to be replaced, channel
expansion, new business models and new product development began to rise and converge.
They dropped significantly in 2020 as the full effect of the pandemic was felt. But as we now
enter the Digital Acceleration Era, they are all rising again, reflecting the demand for digital
capabilities by customers due to the experiences of the pandemic.

As we accelerate our digital transformation, insurers are once again experiencing rapid
growth as the top strategic factor, signaling that insurers are successfully adapting to the new
conditions created by the pandemic, and have turned them into growth opportunities.

[ J
s o R S s
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Digital Disruption Era Digital Transformation Era Digital Acceleration Era

2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22

@ Replacing/replaced core insurance systems Experiencing rapid growth

Making significant new product changes/ introductions @® Expanding channels

@ Developing new business model(s) @ Reallocating resources to change how we do business

------- Average

FIG. 2 Seven-year trends in the state of insurers’ strategic activities in the past year

Leaders, Followers, Laggards

This years’ survey data continues to distinguish between insurance Leaders, Followers and
Laggards based on their strategic outlooks. Surprisingly, Laggards made significant progress

in closing their gap from 64% to only 20% as compared to Leaders last year, reflecting an
increased focus on digital transformation acceleration due to the pandemic. However,
Laggards still have sizable gaps of 25% - 30% in reallocating resources to change how they do
business, channel expansion, or offering new products and developing new business models.
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“Large insurers outpaced
smaller insurers in
growth and expansion of
channels by 7% and 9%,
respectively.”
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In contrast, Followers remain treading water with a 13% gap to Leaders compared to 12% last
year. Two of the Followers’ biggest weaknesses, reallocating resources, and channel expansion
are consistent with Laggards. These two factors are crucial for future growth, recognizing that
customers’ rapidly changing needs and expectations will demand insurers to adapt to new
products, business models and channels to meet them on their terms.

Leaders
781 761 7.5 741 711 7.0
Followers
0,
65 65 7.3 67 61 61 L
ap
Laggards
20%
I t t t t t t t t |
0 5 10 15 20 25 30 35 40 45
Cumulative Average Ratings
[ ] [ ] [ ] ® [ ]
Allocating resources to Maintaining existing Experiencing little to no Maintaining our current Maintaining our current Maintaining our current Gap
business as usual priorities | channels | Expanding growth | Experiencing product/service offerings | business model/made few core insurance systems |
Reallocating resources to channels rapid growth Making significant changes/ changes | Changing/developing Replacing/replaced our
change how we do business introducing new offerings new business model(s) core insurance systems

FIG. 3 The state of insurers’ strategic activities in the past year by Leaders, Followers & Laggards segments

Evaluating the results by insurer tiers, breaking them into large (tier 1-2) and mid-small (3-5),
yields interesting insights on key differences in performance and strategic outlooks. Small
insurers make up 75% of the Laggards. Leaders and Followers are more equally represented by
the small-mid and large tiers. Large insurers outpaced smaller insurers in growth and expansion
of channels by 7% and 9%, respectively. While not substantial, over time these gaps have a
multiplier effect on long-term results.

Laggards Followers Leaders

57%

43%

® T3-T5 T1-T2 ® T3-T5 ® T1-T2 ® T3-T5 ® T1-T2

FIG. 4 Company size composition of Leaders, Followers and Laggards segments

Page 6
© 2022 Majesco. All rights reserved | www.majesco.com



WHITE PAPER: A Seven-Year ltch: Changes in Insurer’s Strategic Priorities Defined by Three Digital Eras Over Seven Years

“Finding the right
balance between
managing today’s
business while creating
the future business is
more important than
ever and key in the AM
Best Innovation Rating,
let alone in maintaining
a competitive market
position.”

“As we end this era,

a new work reality
has set in. The ability
to attract and retain
talent vaulted to the
top internal concern,
another symptom of
the Great Resignation
and Great Retirement
movements created by
the pandemic.”
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Challenges Facing Insurers

Insurers have made technology investments over the years, but most have been incremental
and with limited overall impact. In fact, insurers’ annual investment in technology continues to
remain relatively stable at an average around 3%-4% of DWP annually as reported by various
industry analysts. Unfortunately, this investment approach is not sufficient to differentiate
themselves from the competition as the industry experiences tectonic shifts in market
demographics, customer needs and expectations, rapid adoption of technology, and shifting
market boundaries. The digital future is today, and high performance is expected of the industry.

Given the pace and multi-faceted nature of digital transformation, insurers must truthfully
assess and shift their business strategy and investments to adapt to the multitude of changes

- changing customer demographics and behaviors, an expanding distribution channel
environment, regulatory innovation requirements, maturing technologies and changing market
boundaries with new competitors - either directly or through partnerships entering the market.
Finding the right balance between managing today’s business while creating the future business
is more important than ever and key in the AM Best Innovation Rating, let alone in maintaining a
competitive market position.

Internal Challenges

The internal challenges trends for insurers reflect intuitive responses to the prominent issues
and challenges they faced during each of the three eras, often influenced or magnified by
external challenges.

Seven-Year Trends

The Digital Disruption era, with the rise of InsurTech, saw a rise in internal challenges which
undoubtedly contributed to the declining assessments of the previous years’ strategic activities
and performance. Many insurers stopped projects due to the unknown impact of InsurTech,
nearly paralyzed by their concerns.

As we shifted to the Digital Transformation era, concerns about budget and legacy systems
began to wane due to increased replacement and investment. As those concerns declined,
data/analytics capabilities, data security, digital capabilities, and talent rose, driving the average
concern level for internal challenges to its peak level in 2018.

On the cusp of the COVID and the Digital Acceleration era in late 2019, insurers were
increasingly confident about internal challenges, consistent with the positive assessments of
their companies’ performance and strategic activities.

Surprisingly, after the first year of the pandemic, average levels of concern dropped even
further, weighed down by low concerns about the post-COVID work environment and an aging
workforce. Instead, innovation, digital capabilities, and legacy systems replacement once again
rose to the top, driven by the pandemic-accelerated need to become digital-first businesses.

As we end this era, a new work reality has set in. The ability to attract and retain talent vaulted
to the top internal concern, another symptom of the Great Resignation and Great Retirement
movements created by the pandemic. Finding and keeping talent with digital and data / analytics
skills is increasingly critical as they are foundational to building and growing their new digital-
first businesses.
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“Consistent with

their focus, Leaders
demonstrate the highest
levels of awareness and
concern about their own
internal strengths and
weaknesses, reflected in
overall gaps of 15% with
Followers and 24% with
Laggards.”
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FIG. 5 Seven-year trends in concerns about internal challenges

Leaders, Followers, Laggards

Consistent with their focus, Leaders demonstrate the highest levels of awareness and concern
about their own internal strengths and weaknesses, reflected in overall gaps of 15% with
Followers and 24% with Laggards. The largest gaps between Leaders and both Followers and
Laggards are data security (45%, 22%), data and analytics capabilities (35%, 24%), and legacy
systems (28%, 27%).

Furthermore, large insurers reflect significantly higher awareness and concern about speed
to market (+10%), data and analytics capabilities (+9%), legacy systems (+14%), and aging
workforce/retirements (+10%) as compared to mid-small insurers. Larger insurers typically
have access to greater resources - capital and people, but mid-small insurers have less
complexity, giving them an edge to close this gap.

Leaders

Followers

Laggards

10 20 30 40 50 60 70 80 90
@ Talent (retention, availability) { ] Digital strategy and capabilities Distribution ease of doing business
@ Data security @ Innovation Change management
@ Data and Analytics capabilities ® Speed to market Post-COVID work environment
. Legacy systems o Aligning IT and business strategies Aging workforce/retirements

(Old Technology or Modern On-Premise) Y Budget ) Gap

FIG. 6 Concerns about internal challenges by Leaders, Followers and Laggards segments
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“This suggests insurers
are more concerned
about their own internal
capabilities to rise to
these challenges than
about new competitors
doing so (an inside-

out view instead of an
outside-in view).”
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Of particular concern are the factors that drive doing business differently - digital strategy
(19%, 15%), innovation (20%, 18%), aligning IT and business strategies (26%, 10%), distribution
ease of doing business (22%, 15%) and change management (24%, 14%) - all in higher double-
digit gaps that, given the pace of change, will expand and put Laggards and Followers at a
significant disadvantage.

External Challenges

External challenges trends for insurers reflect the continuous, rapid pace of change and
constantly changing market and business assumptions that insurers faced during each of the
three eras.

Seven-Year Trends

Despite the rise of InsurTech during the Digital Disruption era, insurers’ concern about the
competition - both inside and outside the industry - has not caused alarm bells. These two
challenges have ranked near the bottom in each of the three eras during the last seven years.
Even the very specific attribute, “InsurTech,” which was added in 2016, has remained in the
bottom half of all external concerns.

Instead, insurers’ concerns have focused on changing market dynamics reflected in the pace
of change, emerging technologies, and changing customer expectations. This suggests insurers
are more concerned about their own internal capabilities to rise to these challenges than
about new competitors doing so (an inside-out view instead of an outside-in view). Similar to
the lowest rated concerns, these three remained the top 3-4 issues over the seven years of
the research. The lack of addressing the internal challenges will continue to exacerbate these
external challenges - putting insurers at a consistent disadvantage to other competitors.
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4 Digital Disruption Era Digital Transformation Era Digital Acceleration Era
2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22
® Changing customer expectations Emerging technologies
Regulatory requirements @ Pace of change
® InsurTech @® New competition from inside the insurance industry

@® New competition from outside the industry (e.g. auto, retail, etc.) @® Therise of direct sales (B2C & B2B)

....... Average

FIG. 7 Seven-year trends in concerns about external challenges

Leaders, Followers, Laggards

Overall gaps between Leaders, Followers and Laggards relative to external challenges are
nearly identical to the internal challenges gaps. However, the differences between them
highlight a view that Leaders are more forward-thinking and visionary while Followers and
Laggards are still stuck in today’s paradigm.
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“For both Laggards and
Followers, the lag in new
products, channels and
competitors highlights

a major blind spot in

the changing customer
and market dynamics
that will have significant
retention and growth
implications over the
coming years, putting
them at a competitive
disadvantage.”
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In particular, Laggards are explicitly behind Leaders across a greater number of concerns,
including pace of change (35%), rise of direct sales (35%), embedded insurance (24%),
exchanges (34%), growing interest in new/innovative insurance products (31%), and adoption
of new/emerging technologies (29%). In contrast, Followers are most vulnerable on the rise

of direct sales (23%), rise of embedded insurance (19%) and new competition from outside

the industry (22%). For both Laggards and Followers, the lag in new products, channels and
competitors highlights a major blind spot in the changing customer and market dynamics that
will have significant retention and growth implications over the coming years, putting them at a
competitive disadvantage.

Leaders

Followers

13%
6.5 5.9 5.8 5.5 5.5 4.8 5.0 53 48 il 4.6 Gap
Laggards

24%
57 52 4.9 52 4.8 4.6 4.5 4.8 5.0 4.0 Gap
0 10 20 30 40 80 90

50 60 70 100
Increasing focus on Environmental, Social

and Governance (ESG) factors

COVID-19's impact on your target markets

The rising cost of the agent channel

AM Best Innovation score

@ Gap

@ New competition from InsurTech, startups, MGAs, etc

@ The rise of embedded insurance

@ The rise of exchanges and marketplaces

@ The rise of direct sales (B2C & B2B)
New competition from outside the industry (e g auto, retail, etc)
Increasing competition from traditional insurance competitors

@ Changing customer expectations

@ Adoption of new/emerging technologies by
theindustry / competition

@ Pace of change

@ New regulatory requirements

@ Growing interest in and market avail ability of
new/innovative insurance products

@ New competition from tech giants from outside
theinsurance industry

FIG. 8 Concerns about external challenges by Leaders, Followers and Laggards segments

Larger insurers are significantly more aware of and focused on a greater number of the external
challenges as compared to the mid-smaller insurers. While size has an advantage due to the
breadth and depth of larger insurers, that does not need to be the case. Mid-Smaller insurers
can equally keep themselves abreast of customer and market dynamics, but they must make
more concerted efforts to actively engage outside their organizations with others who are
engaged with innovation, InsurTech, other industries, and more. An outside-in perspective is
increasingly important in a rapidly shifting marketplace.

Market Trends

Market trends are central to both internal and external challenges because they are challenging
the status quo.

Growth without sacrificing profitability is challenging, new risks are continuing to emerge,
climate and social unrest are impacting and complicating risk profiles, distribution expectations
are truly multi-channel and expanding, and customers increasingly expect personalized
products and expanding value-added services. In particular, technology continues its relentless
advance and an emerging new ecosystem of players who are threatening traditional market
assumptions of who, where, what and how insurance products are sold, bought, and serviced.
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“The planning and piloting
process needs to be
bolder in thinking, and
action, to experiment
with these major
market trends that will
significantly shift DWP,
customer acquisition
of Millennials and Gen
Z, customer loyalty

of all generations and
ultimately business
success.”
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Business Trends

We have tracked ten business trends impacting insurance that started or emerged over the
seven years of the research. Of the ten, only four have consistently been in the Planning and
Piloting stage with the others struggling at or around the Considering phase.

Planning/Piloting

e Cyber risk/data security

e Value-Added Services

e New insurance business models

¢ New, non-traditional data sources for pricing and underwriting

Considering

e Telematic Insurance

e Sharing/Gig Economy

e On-demand insurance

e Embedded insurance

e Microinsurance

e Parametric insurance
The planning and piloting process needs to be bolder in thinking, and action, to experiment
with these major market trends that will significantly shift DWP, customer acquisition of

Millennials and Gen Z, customer loyalty of all generations and ultimately business success. Just
consider the following:

e |In our 2022 SMB research, nearly 30% of all businesses changed their business models
and adopted digital technologies due to the pandemic, reflecting potential new risk and
insurance needs.

e Embedded insurance is estimated to be over $700 billion by 2030, representing 25% of
the market.!

e Usage based insurance is estimated to hit $125 billion by 2027.2

¢ Use of connected devices by customers - both individuals and businesses - increased by
30%-40% from 2019 to 2021 which will influence new product expectations.

Changes in customer behaviors and expectations, driven and reinforced by new capabilities
unleashed by technology, demand new products, new services, and new business models to
meet what is expected today and in the future.

Leaders, Followers, Laggards

Leaders, Followers and Laggards follow a similar pattern for the business trends, but Leaders
pull significantly ahead in five key customer-influenced product trends: Sharing/Gig Economy,
on-demand insurance, embedded insurance, microinsurance, and parametric insurance. And
for telematic insurance, while Followers are relatively in line with Leaders, Laggards are well
behind.

Leaders’ higher attention (25% - 35%) on new insurance business models and non-traditional
data sources underpins their drive to create new products and services to meet customers’
changing needs and expectations, leaving the Followers and Laggards perilously behind.
Their lack of attention to changing customer needs, particularly for Millennials and Gen Z, as
highlighted in our consumer and SMB research, could result in lost DWP as customers shift to
these products.
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“Yet, despite the evidence
of new technology
solutions becoming table
stakes, many insurers
remain behind the

curve when it comes to
leveraging the benefits of
new technology due to
significant legacy systems
and lack of progress in
new business models

to better leverage these
technologies.”
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FIG. 9 Response to business trends by Leaders, Followers and Laggards segments

DWP Tiers

Interestingly, both large and mid-small insurers follow a similar focus for these market trends.
While large insurers had slightly higher ratings for most, they jumped significantly for three
data-intensive areas: cyber risk; new, non-traditional sources of data; and telematic insurance.
These areas, combined with their stronger internal focus on data and analytics capabilities
(seen earlier), reflect larger companies’ increasingly strong focus on data for use across the
value chain - from pricing and rating to underwriting and claims - again, meeting the changing
customer needs and expectations.

Technology Trends

After tracking three categories of technologies, the pace of experimentation and adoption
of each specific technology is aligning to either table stakes, approaching table stakes or
still emerging, as highlighted in Table 1 below. Yet, despite the evidence of new technology
solutions becoming table stakes, many insurers remain behind the curve when it comes

to leveraging the benefits of new technology due to significant legacy systems and lack of
progress in new business models to better leverage these technologies.

From the front-office to the back-office, SaaS platforms are reshaping the business focus from
policy to customer, from process to experience, from static to dynamic pricing, from point in
time underwriting to continuous underwriting, from historical view of data to predictive and
prescriptive data, from traditional products to new, innovative products, and so much more.
And insurers’ ability to create and grow an ecosystem of partners to deliver increased value
to the customer relationship gives insurers the power to deepen and differentiate customer
loyalty.

When it comes to the specific technologies that power the insurance platform, mobile, Cloud/
Saa$, Digital Experience Platforms, APIs, and Al/Machine Learning are now in the table

stakes phase. Microservices and Low Code/No Code Platforms have advanced from the

early adoption stage and are rapidly approaching table stakes. Three Customer Engagement
technologies are also table stakes - Digital Payments, Social and Chatbots - each with
increases driven by the rapid acceleration of digital due to growing customer expectations and
self-service capabilities accelerated by the pandemic.
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“As these technologies
approach or move to
table stakes status,
insurers who are still
struggling with legacy
will find themselves
further behind, to the
point where it may be
difficult to compete.”
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The combination of these

Technologies for
critical technologies enables  (ikam—"—
TABLE STAKES

insurers to adapt quickly to
new market opportunities,
provide new experiences,
and leverage new insights
to change the insurance
business model and
processes, driving speed,
agility, and innovation.

Cloud/SaaS
Mobile
Digital Experience Platform
Open APIs/Gateway

Social Digital Loss Control Solutions
Telematics

RPA

Digital Payments
Chatbots

Al/Machine Learning

APPROACHING TABLE STAKES

Low Code/No Code Platform
Microservices

STILL EMERGING

Computer Vision

loT Devices

The technologies still
emerging have potential
opportunities to accelerate
their adoption, particularly
given the increased
comfort in touchless or
digital capabilities for
claims where drones

and augmented reality can make a difference; with educating customers on insurance
through gaming or augmented reality; with the increased interest in semi/autonomous cars
demonstrated by Tesla’s continued strong performance and with traditional automotive
companies offering new options; and finally with the rise in cryptocurrency demonstrated by
the significant rise in SMBs accepting it and consumers using it, as shown from our recent
research.

Drones
Blockchain
Virtual/Augmented Reality

Semi/Autonomous Vehicles

Gaming Capabilities

Cryptocurrency

TABLE 1 Technology adoption categories

As these technologies approach or move to table stakes status, insurers who are still struggling
with legacy will find themselves further behind, to the point where it may be difficult to
compete.

Leaders, Followers, Laggards

Given the now table stakes importance of platform technologies, it is encouraging that
Laggards’ and Followers’ gaps to Leaders are within just five percentage points of each other.
However, the composition of their respective gaps is slightly different.

Unfortunately, Laggards are consistently behind Leaders, averaging a 25% gap across all seven
platform technologies, but with a large gap of 32% for digital experience platforms. Followers
have more variation with 8%-16% gaps in three platform technologies including mobile,
Cloud/SaaS and open APIs, which are foundational. However, they have significant gaps of
25%-30% to Leaders in microservices (30%), digital experience platform (29%), Low Code/

No Code platform (27%) and Al/ML (25%) - all of which are crucial in creating new customer
experiences, leveraging data, and creating greater flexibility for the business.

Leaders

3.8 3.7 1 35 3.2 30 24
I @ Mobile I
@ Cloud / Saas
Followers I @ Digital Experience Platform I
@ Open APIs / API Gat
33 35 28 29 20 19 20% el
2P @ Al/Machine Learning
Low Code/No Code Platform
Laggards Microservices
31 31 27 21

@ Gap
1.9

FIG. 10 Response to platform technology trends by Leaders, Followers and Laggards segments

Page 13
© 2022 Majesco. All rights reserved | www.majesco.com



WHITE PAPER: A Seven-Year ltch: Changes in Insurer’s Strategic Priorities Defined by Three Digital Eras Over Seven Years

“With improvements in
technology and customer
experience, coupled with
a reduction in barriers
for digital engagement,
digital for everything
across the entire value
chain will continue to
accelerate.”

“One of the most
important gaps in terms
of size, and in importance
to the changing nature of
the insurance business, is
with loT devices, showing
42% and 47% gaps for
Laggards and Followers.”
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When looking at customer engagement technologies, the gap sizes of Followers and Laggards
to Leaders mirror the platform technologies gaps, at 25% and 19%, respectively. The gaps
across three of the four Customer Engagement technologies are within three points of each
other, highlighting lack of focus on creating new customer experiences as compared to
Leaders.

However, digital payments deviate from the others, with Followers having only an 8% gap as
compared to Leaders. But Laggards continue to remain behind as shown with all the Customer
Engagement technologies with a 20% gap.

With improvements in technology and customer experience, coupled with a reduction in
barriers for digital engagement, digital for everything across the entire value chain will continue
to accelerate. Insurers must increase their priority on legacy transformation, providing digital,
self-service capabilities throughout the lifecycle from sales and underwriting to service and
claims, to enhance the customer experience. On a fundamental level, digital is crucial to growth
but also for bolstering trust, loyalty, and retention.

Leaders
381 3.5 2.8 .
@ Social
@ Digital Payments
Followers
@ Chatbot
2.9 3.3 19% o
Cap Gaming Capabilities
Laggards ® Gap
25%
28 29 & °
0 2 4 6 8 10 12 14

FIG. 11 Response to customer engagement technology trends by Leaders, Followers and Laggards segments

Regarding Products and Services technologies, Laggards and Followers have nearly equal gaps
to Leaders. One of the most important gaps in terms of size, and in importance to the changing
nature of the insurance business, is with loT devices, showing 42% and 47% gaps for Laggards
and Followers. With the significant increases over the last two years in the use of connected
devices in vehicles, homes, commercial buildings and on people’s wrists as shown in our
consumer and SMB research, Laggards and Followers are not aligned to customer needs and
expectations.

Whether used for personalized, improved pricing and underwriting or creating incredible
opportunities for new risk prevention/mitigation services and new customer experiences, the
use of the data from these devices is rapidly emerging as a mainstream customer expectation.
The lack of meeting this expectation puts those insurers at risk of losing customers, revenue,
and market leadership.

Interestingly, for several other technologies, Followers are surprisingly behind both Leaders
and Laggards (though by only a few points), including digital loss control, drones, semi/
autonomous vehicles, virtual/augmented reality, and computer vision. Regardless, both
Followers and Leaders once again are well behind Leaders from 30%-48%, highlighting
significant gaps in adapting to a broader set of technologies embraced by customers.
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Leaders I @ 0T devices I

271 2.6 25 2.5 2.3 2.3 2.2 21 17 @ Digital Loss Control solutions
@ Telematics

@ Robotic Process Automation (RPA)

Followers

21% @ Drones
o
1.9 25 25 25 17 1.8 1.5 14 Gan @ Computer vision

© Autonomous/Semi-Autonomous vehicles

Laggards Blockchain
Cryptocurrency
@®Gap
0 5 10 15 20 25

FIG. 12 Response to product and service technology trends by Leaders, Followers and Laggards segments

DWP Tiers
“Large companies lead Large companies lead mid-small companies by significant margins in nearly half (10 of 22) of
mid-small companies by the technologies across the three categories as seen in Figure 13. Specifically, large companies
significant margins in lead in five of the Platform Technologies, with the most significant gaps in microservices (31%)

nearly half (10 of 22) of and digital experience platform (30%). When looking at Products and Services and Customer
Experience technologies, large companies’ most significant leads are in robotic process
automation (29%), loT devices (21%), Telematics (19%), and chatbots (22%) - once again
reflecting a focus on new, innovative products and customer experiences to capture a new
generation of buyers who are highly interested in digital-related offerings.

the technologies across
the three categories.”

3.4
L 3.0
s 28 28 2.7 2.7 2.7
25 24 24 24 2.5 24
2.3
. 21
21 2.0
1.8
Digital Open APIs / Al/Machine Low Code/ Microservices Chatbots Digital Loss Telematics Robotic Process IoT devices
Experience API Gateway Learning No Code Control Automation
Platform Platform solutions (RPA)
Platform Customer Engagement Products & Services
® T3-T5 @ T1-T2 ® T3-T5 T1-T2 ® T3-T5 ® T1-T2

FIG. 13 Response to technology trends by company size segments
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“What is clear is that
the expansion of partner
ecosystems will separate
leaders from the pack

- putting them at a
significant competitive
advantage.”

“Failure to recognize the

criticality of aggressively
establishing partnerships
and an ecosystem now is
a major blind spot.”
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Partnerships & Ecosystems

Given the nature of partner ecosystems, insurers can assume multiple roles, from owner of
the unifying platform to orchestrator of the products and services, or provider of products and
services. What they achieve will depend on their ability to enter the market while it is still

an uncrowded “white space.” Of course, this requires leadership with an appetite for taking
informed risk, ability to move quickly, capacity to build partnerships within and outside of
insurance, and strong technology capabilities.

What is clear is that the expansion of partner ecosystems will separate leaders from the

pack - putting them at a significant competitive advantage. As we have seen with customer
expectations, market boundaries are no longer relevant. Customers want to buy when and
where and from whom they want. Technology is fueling customer expectations, altering, and
expanding the traditional markets and channels through which insurance is sold, including
automotive, transportation businesses, big tech and more. This creates greater value for
insurers and brokers due to new revenue streams and access to a broader market through the
multiplier effect.

Looking at the results on an overall industry basis, there are few changes in the degree

of activity for partnerships and ecosystems, remaining just below the “table stakes” level

of planning/piloting. This continued “treading water” position increasingly creates lost
opportunities to reach new or underserved markets, let alone establish key partnerships before
others to position for market leadership.

Failure to recognize the criticality of aggressively establishing partnerships and an ecosystem
now is a major blind spot.

However, what is clear from our multi-year research is that the expansion of partner
ecosystems is beginning to separate the leaders from the pack. The gaps between Leaders,
Followers and Laggards in embracing these activities is considerable at 19% and 27%,
respectively.

The three largest and most consequential gaps for Followers and Laggards are the use of APIs
to extend offerings (24%), establishing an ecosystem of partners using APIs (28%, 31%), and
embedding/selling offerings with other companies (25%, 32%). Laggards place themselves at a
further disadvantage with significant gaps for white-labeling product(s) to be sold by another
company (39%) and setting up product(s) on a partner platform with revenue sharing (36%).

These gaps put Followers and Laggards at an increasing disadvantage with customers who
are seeking to buy insurance from a wider array of entities as shown in our consumer and
SMB research, with Millennials and Gen Z nearly all open to these channels 50% or more. The
impact is loss of customers and revenue, leading to declining market relevance.

Interestingly, there are more similarities in these partnership activities when comparing

the DWP segments, suggesting that size does not have an advantage for partnerships and
ecosystems. Instead, execution is the difference. A couple of differences to note are that

large insurers are stronger in using APIs (average gap of 20%) and in partnering with other
companies to embed their insurance products (8% gap). Access and use of APlIs is foundational
to effective partnerships and ecosystems, often limited by legacy technologies.
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“Data and analytics
capabilities are poised to
be a game-changer for
insurance. Coupled with
new and real-time data,
advanced analytics and
Al and machine learning,
insurers can have a
significant impact across
the entire insurance value
chain.”
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Leaders
3.2 3.0 2.7 2.9 2.8 25 25
Followers
2.6 23 24 22 2.3 2.4 2.3 1(32‘?
Laggards

P PR E R EN 200 21 18 L
ap

Cumulative Average Ratings

[ [ ] [ [ ] [ ] [ ]
Using a partner Establishing an Partnering with other Offering an API to Setting up Selling White-labeling Gap
company's API(s) and ecosystem of companies to embed embed your offering(s) product(s) on a white-label product(s) to be
product(s) to extend partners using insurance as part of their with other companies’ partner platform products from sold by another
your offerings APIs product or service offerings/platforms with revenue another company

sharing company

FIG. 14 [evels of activity in establishing partnerships and ecosystems by Leaders, Followers and Laggards segments

Data & Analytics

Data and analytics capabilities are poised to be a game-changer for insurance. Coupled

with new and real-time data, advanced analytics and Al and machine learning, insurers can
have a significant impact across the entire insurance value chain. From optimizing business
processes to enhanced decision making, pricing, marketing, customer experiences, automated
underwriting, claims management and more, data and analytics are poised to help reimagine
the insurance business model, products, and entire value chain. The use of real-time data and
analytics will help insurers stay on top of rapidly changing conditions and provide insight to
new services and constant product refinement to meet changing needs and stay competitive in
the market.

This year, we took a deeper dive into data and analytics capabilities insurers are developing,
the different data sources they are using, and the business areas they are focusing their

efforts on given the significant influence and impact it is and will have on insurance. With the
ever-increasing volumes of new, non-traditional data from loT devices, geo-spatial, weather,
unstructured sources, and more, leading insurers are realizing the importance of leveraging this
data to stay ahead of competitors in the race to meet rapidly changing customer needs and
expectations.

Data and Analytics Capabilities Priorities

Data and analytics have consistently been one of the top internal challenges and as this year’s
results highlight, the gaps between Leaders, Followers and Laggards and large vs. mid-small
segments reflect a new breed of market leaders emerging.

Overall, across all segments the first level of data maturity, consisting of operational reporting,
business intelligence (BI) reporting, and the move to advanced analytics with predictive
analytics, are firmly established capabilities. This is not surprising given this has been the focus
over the last decade or more. However, the maturity shift to emerging analytics with machine
learning and natural language processing is at or near table stakes status, reflecting the
continued data maturity of the industry.
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“For both maturity

levels, these gaps
suggest the lack of
continued investment

in these capabilities and
challenges of legacy
systems to effectively use
the data.”

“Insurance has always
been a data-driven
business, but access to
new data sources with
Al/ML is redefining the
industry.”
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However, Leaders’ data maturity lead is emphasized with the sizable gaps compared to
Followers and Laggards. Surprisingly, the gaps in baseline maturity capabilities of Bl reporting
(24%, 33%) are significant. Predictive analytics (21%, 24%) also shows large gaps. For both
maturity levels, these gaps suggest the lack of continued investment in these capabilities and
challenges of legacy systems to effectively use the data. Given the gaps for the first two phases
of maturity, it is not surprising that the largest gaps are in machine learning (36% each).

When looking at the differences between large and mid-small insurers, sizable gaps emerge.
Large insurers remain well ahead of the mid-small insurers in advanced analytics, with
predictive analytics (19%), and in emerging analytics, with machine learning (24%) and natural
language processing (20%). This sets large insurers apart as data redefines a new generation of
market leaders.

Leaders

38 38t 371 321 25
® Operational reporting
Followers — -
@ Predictive analytics
34 31 238 2.0 e @ Bireporting
El
. ® Machine Leaming analytics

Natural language
processing analytics

Gap

12 14 16 18

Laggards

o
N
IS
o
©
=
1S}

FIG. 15 [evels of activity in building data and analytics capabilities by Leaders, Followers and Laggards segments

Data and Analytics Functional Priorities

When looking at the use of data and analytics across the value chain, four different phases of
use are reflected: table stakes, approaching table stakes, emerging, and incubating, based on
their levels of usage, as highlighted in Figure 16 below.

Established table stakes areas reflect those that have traditionally leveraged data and
analytics including underwriting, pricing, and claims as well as customer experience, service,
and retention. Functional areas approaching table stakes include risk exposure analysis, risk
appetite, agent effectiveness and workflow/productivity.

Insurance has always been a data-driven business, but access to new data sources with Al/

ML is redefining the industry. Today’s increased catastrophes, market environment, and
pressure on profitability demand a greater focus on preventable losses and better outcomes
through underwriting profitability, proactive risk mitigation to minimize or eliminate claims, and
enhanced customer experiences.
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Table Stakes

Underwriting

Claims

Customer experience
Customer service
Pricing models

Customer retention

68%1

60%1
60%1T
59%1
55%1T
52%1

Approaching Table Stakes

Agent effectiveness
Risk Exposure Analysis

Workflow/Productivity

Risk Appetite

Emerging

46%
46%
43%
41%

Audit/compliance
Fraud detection

Increase conversion
rates

Customer lifetime
value

Product
recommendation

Lead gen/marketing

Incubating

38%
33%

29%

29%

26%

&~

Agent recruitment
Premium leakage

Micro rating

!
N
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X
—
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18%

H
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o
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FIG. 16 Data and analytics functional priorities

When looking at the difference between Leaders versus Followers and Laggards, the gaps

are similar at 21%, but are driven by different relative weaknesses and strengths. Laggards’
greatest gaps are risk appetite (25%), customer lifetime value (17%) and agent recruitment
(17%), but they lead Leaders and Followers for Audit/compliance (13%, 19%). Interestingly
Followers are weakest in claims (40%), customer experience (26%), and risk appetite (16%), all
crucial areas to drive overall profitability.

Large companies led by double-digits in 15 of the 19 areas over the mid-small companies.
Customer lifetime value (17%), customer retention (16%), agent recruitment (16%),
underwriting (12%), product recommendation (11%) and premium leakage (10%) all show
strong gaps that heavily influence product and overall profitability for insurers.
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The old adage of “control what you can control” is now front and center for insurers as they
look at new risk management strategies as a crucial component of their underwriting and
customer service strategy. They are increasingly focusing their time and resources on how they
can better assess risk and prevent losses to improve underwriting profitability and customer
experiences.

Leaders

79% 71% 69% 57% 57% 57% 55% 55% 52% 45% 38% 36% 36% 29%19%

2% 5%

Followers

. 39% 45%  70% 61%  52%  50% 41% 39% 41% 41% 30% 18% 09 2L
and center for insurers
as they look at new risk Laggards
management strategies 65% 63% 65% 58% 56%  49% 42% 30% 44% L él;ﬁ
as a crucial component
of their underwriting

. @ Claims @ Customer experience @ Underwriting @ Customer service @ Pricing models @ Customer retention @ Risk Exposure Analysis
and customer service o , N , e - ‘
@ Risk Appetite @ Agent effectiveness @ Workflow /productivity @ Fraud detection @ Audit /compliance @ Customer lifetime value @ Increase conversion rates
“«

Sti’ategy. © Lead gen/marketing Product recommendation Agent recruitment Premium leakage Micro rating @ Gap

W\ MAJESCO

FIG. 17 Dpata and analytics functional priorities by Leaders, Followers and Laggards segments

Data Sources Priorities

Similar to the functional areas where insurers are focusing their data and analytics efforts, the
sources of data used are categorized into table stakes, approaching table stakes, emerging, and
incubating, based on usage levels. Overall results highlight that insurers are expanding the data
sources from customer data to unstructured data such as loss runs and loss control reports to
new digital data sources from devices, video, geospatial and more.
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Approaching Table Stakes
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FIG. 18 Data sources priorities

When comparing Leaders to Followers and Laggards in the use of these data sources,
significant gaps of 23% and 32%, respectively, emerge. Followers’ and Laggards’ most
noteworthy gaps are in three areas: unstructured data (27%, 18%), social (13%, 20%), and text
(17%, 27%). All except one of these data sources was used by at least 12% of insurers in the
Leaders segment, which is a testament to their willingness to experiment with different data in
their quest to optimize operations and stay ahead of the competition.

Risk management, underwriting, and loss control all involve gathering and using data needed
for Al/ML models to accurately assess and identify risk and manage and reduce risks by
providing differentiated customer service. In particular, the increased focus on loss control has
resulted in increased volume, variety, and velocity of structured and unstructured data sources.
Loss control has moved from surveys with questions, checklists, and photos, to leveraging real-
time data from smart devices, video, images of labels and more, through risk engineering firms,
customer self-surveys, and video-guided surveys. Insurers can use the richer data captured
with advanced Al/ML for improved risk assessment, appetite analysis, underwriting, and
pricing.
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“In today’s new

insurance age, data is

the fuel for innovation.
New technologies,
demographics, and
behaviors are driving the
explosion of data and will
power the growth of new
businesses and industries
over the next 10 years.”
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Surprisingly, large and mid-small insurers indicated similar levels of usage for 15 of the 22 data
sources. However, mid-small insurers reported higher usage of text (32% vs 23%) and news
articles (22% vs 11%) while large insurers indicated higher usage of devices/apps (38% vs 30%),
weather (23% vs 11%), health records (18% vs 7%), drones (14% vs 4%), and biometric (13% vs
3%).

Leaders
0%
I
69% 55% 43% 43% 33% 33% 24% 21% 21% 19% 17% 17% 17%14% 12% 12% 12% 12%
Followers 5% 7% 0%
14% 11% 23%
61% 36% 23%16% 34% 39% 20% o 27% 23% c
16% ap
| |
7% 5%
Laggards 0%  0%2%5%
| I I I
32%
74% 28% 30% 26% 35% 28% 23% 23% 21% 21% Gap
| ‘ |
2% 5%
7%

@ Customer @ Unstructured data (forms, PDFs, spreadsheets) @ Social @ Text

@ Employee data @ Devices / apps @ Telematic @ Photo

@ Geospatial ® News articles @ Security data @ Weather

@ Healthrecords @ Video ® Voice Biometric

Retail purchase data Drone Crowd sourced review sites Pharmacy data

RFID ® Gap

FIG. 19 Data sources priorities by Leaders, Followers and Laggards segments

Advanced Al/ML enables insurers to analyze data in real-time to drive intelligent decision-
making. By identifying hazards and providing recommendations as data is collected, insurers
and vendors can now create more value by proactively addressing issues and providing
recommendations in real-time.

In today’s new insurance age, data is the fuel for innovation. New technologies, demographics,
and behaviors are driving the explosion of data and will power the growth of new businesses
and industries over the next 10 years. Many of these businesses will grow within completely
new industry types, setting the stage for new insurance market expansion, products, and
services.

Page 22
© 2022 Majesco. All rights reserved | www.majesco.com



WHITE PAPER: A Seven-Year ltch: Changes in Insurer’s Strategic Priorities Defined by Three Digital Eras Over Seven Years

“Companies must
modernize and optimize
to achieve Speed of
Operations and then
create a new business
and operating model
leveraging next-gen
technology to achieve
Speed of Innovation.”
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Strategic Initiatives

Success in moving forward to a new digital age of insurance requires a two-speed strategy:
Speed of Operations, which focuses on making efficient and effective focused improvements
to the current, traditional business model with mature systems and processes; and Speed of
Innovation, which focuses on creating agile, fast and new business models that explore, test
and grow new products, services, channels, and market opportunities.

Speed of Operations is about keeping the current business healthy and competitive, to engage,
nurture and grow the existing business, customer base, and fund creation of a new business in
Speed of Innovation through efficiencies in the existing business. Specifically, companies must
modernize and optimize to achieve Speed of Operations and then create a new business and
operating model leveraging next-gen technology to achieve Speed of Innovation.

As reflected in Figure 20, the Modernize and Optimize strategic initiatives are a well-
established priority across insurers at 60%-80%. Regarding Creating a New Business, it is still
a mixed bag in priorities of 45%-60% for the majority, except for innovation, developing new,
innovation products, and integrating new technologies to new products and services.

Modernize & Optimize
Improving customer experience and engagement
Developing/implementing a digital strategy
Cost reduction/containment
Data and analytics enablement
Improving distribution/agent experience and engagement
Scaling the business on a cloud platform

Create a New Business
Innovation
Developing and offering new, innovative products
Integrating emerging technologies into new products, services or processes
Entering/developing new market segments

Adding/offering new non-insurance value-added services to customers

Engagement/partnerships with InsurTechs

1 2 3 4 5 6 7 8

FIG. 20 priorities of Modernize and Optimize and Create a New Business strategic initiatives

Intriguingly, the priorities of many of these initiatives correlate strongly with the level of
concern expressed by insurers for internal and external challenges seen earlier in the report.
As highlighted in Figure 21, the higher rated challenges have a higher rated strategic initiative
priority, and vice-versa (note: the labels on the chart are the strategic initiatives). The highest
rated challenge of changing customer expectations correlates to the highest rated strategic
initiative priority, improving customer experience and engagement.
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“Innovation has moved
from an operational to a
strategic imperative to
ensure market leadership
by outpacing competitors
and challenging
disruptors to ensure
long-term survival and
success.”

“The adoption of cloud
has accelerated over

the last 4-5 years to
represent well over 80%
of the industry either on
or moving to the cloud. It
is no longer a question of
when ... it is a given.”

W\ MAJESCO

Interestingly, concern about the external challenge, rising competition from Insurtech and
MGAs, has been declining since its peak in 2019-20. Likewise, engaging/partnering with
InsurTechs is among the lowest-priority strategic initiatives in this year’s survey. These
divergent views highlight a blind spot for insurers as partnerships redefine market leaders.
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Innovators have had to learn and grow without an official rule book or instruction manual.
Innovation has moved from an operational to a strategic imperative to ensure market
leadership by outpacing competitors and challenging disruptors to ensure long-term survival
and success. This has created a market space where innovation blazes new trails and leads,
instead of being asked by operations to “follow and innovate along this path we already know.”

Seven-Year Trends

Priorities for Modernize and Optimize initiatives have consistently been higher than initiatives
to Create a New Business, as reflected by the vertical scales in Figures 22 and 23 below.
Specifically, improving customer experience and engagement continues to be the highest
priority initiative since 2016-17, even with a very slight decline since its peak in 2018-19, as
the industry entered a pullback period during the onset of the pandemic. Furthermore, the
overall average of the Modernize and Optimize initiatives has declined since the onset of the
pandemic, reflecting either recognition these initiatives are in implementation or that other
priorities due to the pandemic have taken front and center.

The focus on scaling the business on a cloud platform is a great example. Based on various
industry analyst reports, the adoption of cloud has accelerated over the last 4-5 years to
represent well over 80% of the industry either on or moving to the cloud. It is no longer a
question of when ... it is a given.
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5 Digital Disruption Era Digital Transformation Era Digital Acceleration Era
2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22
@ 'mproving customer experience and engagement Cost reduction/containment
Developing/implementing a digital strategy @ Data and analytics enablement
@ Scaling the business on a cloud platform* @ Improving distribution/agent experience and engagement
------- Average

FIG. 22 Seven-year trends in Modernize and Optimize strategic initiative priorities

In contrast, the overall average priority for Create a New Business initiatives continues to
increase, even if only slightly. Four initiatives have had the highest priorities in each of the
past two surveys: innovation; developing new, innovative products; integrating emerging
technologies into products; and entering/developing new market segments. These suggest the
industry is embracing the need to re-think and re-invent the insurance business to meet the
rapidly changing market, competitive landscape and fundamental changes in customers’ risk
needs and expectations that have evolved from the emergence of InsurTech, rapidly changing
risk environment and the implication of the pandemic.

The status quo is no longer an option and insurers are increasingly recognizing this with a focus
on building their future business.

4
5 Digital Disruption Era Digital Transformation Era Digital Acceleration Era
2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 2021-22
@ Innovation Developing and offeringnew, innovative products
Integrating emerging technologies into new @ Entering/developing new market segments
products, services or prz') cess‘es @® Adding/offering new non-insurance
@ Engagement/partnerships with InsurTechs value-added services tocustomers
@ Accessing new capital markets @® Merger and/or acquisition
------- Average

FIG. 23 Seven-year trends in Create a New Business strategic initiative priorities
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Leaders, Followers, Laggards

Laggards’ second largest gap to Leaders in this year’s survey is within their strategic initiative
priorities (32%). Specifically, Laggards’ gap in the Modernize and Optimize initiatives was
25%, with the most serious gap in scaling the business on a cloud platform, at 41%. Additional
concerning gaps that highlight a disconnect between market trends and response to them

are developing a digital strategy (26%), data/analytics enablement (24%) and improving
distribution/agent experience (24%).

For Followers, the overall gap to Leaders in strategic priorities is in line with their average
deficit of 20% across all categories. The one troubling gap of 30% is scaling the business on a
cloud platform. While great strides have been made, too many insurers are still operating with
legacy, on-premise solutions, putting them at risk as Laggards and Followers compared to their
competition.

Cloud use for insurers makes its case even without cybersecurity included. Many insurers are
in a must-move situation now - particularly Laggards and Followers. They must gain back
competitive ground in the digital race for the customer and all roads that make sense ... lead

to cloud adoption. Moving to the cloud forces the organization to whip its data and processes
into shape enough to migrate, then the cloud takes over. The simple process of preparation is a
beneficial exercise. Every aspect of cloud migration makes an excellent case for doing it now.

Regarding Create a New Business, Laggards fare much worse with a larger average gap of 41%.
The most alarming gaps include entering/developing new market segments (46%), developing
new, innovative products (45%), integrating emerging technologies into new products (35%),
and innovation (30%) - all areas that are crucial to meet the new risk needs, customer demands
and new markets that offer significant growth opportunities. Inability or lack of focusing on
these areas creates both operational and strategic risk for insurers that will hinder their growth,
profitability, and relevance.

While Followers are in slightly better shape overall, they also face troubling shortfalls in

key areas including integrating emerging technologies into new products (32%), entering/
developing new market segments (21%), as well as adding/offering new non-insurance value-
added services (25%).

Leaders
64T 551

Followers
7.8 7.3 6.7 6.5 68 68 7.0 52 47

Laggards

75 64l 64 67 63] 63) 43} 3-”

@ Improving customer experience and engagement @ Innovation @ Developing/implementing a digital strategy

@ Cost reduction/containment @ Data and analytics enablement @ Improving distribution/agent experience and engagement
@ Developing and offering new, innovative products @ Integrating emerging technologies into new products, services or processes @ Entering/developing new market segments

@ Scaling the business ona cloud platform @ Adding/offering new non-insurance value-added services to customers Engagement/partnerships with InsurTechs

Accessing new capital markets Merger and/or acquisition @ Gap

FIG. 24 Strategic initiative priorities by Leaders, Followers and Laggards segments
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As insurers begin to consider the implications of major market and paradigm shifts, we would
encourage them to think of new benchmarks as opportunities to modernize and optimize their
existing business, while enabling them to experiment and innovate to build their future of
insurance at speed and scale. This is the core of strategic alignment.

The gaps between the large and mid-small insurers are relatively small for Modernize and
Optimize initiatives. The differences emerge in Create a New Business initiatives. In particular,
five double-digit gaps are the most worrisome as they reflect new realities of the changing
market landscape for insurance for which the mid-small insurers are less prepared:

¢ Developing and offering new, innovative products: 14%
e Entering/developing new market segments: 17%

e Engagement/partnerships with InsurTechs: 13%

e Accessing new capital markets: 17%

e Merger and/or acquisition: 20%

The contrast between the gaps highlights the deeper focus large insurers have in re-thinking
and transforming their business to meet the demands of a new market landscape as compared
to the mid-small insurers yet fixated on today’s business by concentrating on table stakes
capabilities.

Today’s insurance industry marketplace is characterized by constant disruption, new risks,
increasing competition and shifting market and customer demands. Innovation is increasingly
critical to the future, long-term success of insurers. This lack of pace for innovation and change
has unintended consequences for those who do not prepare for the future.

Successful management of the existing business and reinvention of the future business
requires making a bet—one that can overcome the drag of the old way of doing things. Making
that bet requires leadership, confidence and expertise that focuses on the right initiatives from
knowing, planning to executing on them.

Outlook for the Future

Change and disruption are constants in today’s world, but they continue to gain intensity and
breadth across the industry. Insurers will continue to face bottom line challenges due to rising
inflation, low interest rates, increased regulation, plus increased risks from the pandemic,
cyber and climate shifts that are already making an impact. These myriad issues joined with
the tectonic forces of customers, technology and shifting market boundaries that we have
discussed are driving foundational change to the insurance industry.

The year 2022 is already feeding us game-changing scenarios that will accelerate change and
create significant opportunities for those prepared to meet the demands of a new generation
of dominant buyers, changing risks and rapid adoption of technology by customers. The

rapid adoption of digital technologies for shopping, payments and banking by home-bound
customers has led to an upset in the balance of power between entrenched incumbents and
new challengers in InsurTech and FinTech. Like the compressed and accelerated changes in
customer behaviors, the magnitude of the shifts in market power seen during the pandemic are
accelerating.

Customers are driving the digital shift, creating for insurers an “outside-in" view, where they
must move from a transaction focus to one based on creating holistic, compelling experiences.
Insurance companies must reinvent themselves and deliver customized products and highly
personalized services to meet new expectations from customers and keep in step with new
digital leaders.
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The viability of the insurance industry is vitally connected to these customers. If we lose touch
with them, both current and future, we lose business.

So, what are insurers’ outlooks for the future?

“It is even more insightful ~ Consistent with insurers’ evaluation of their performance last year, they have high expectations

to compare insurers’ for rapid growth over the next three years. The three key drivers of this expectation include
ratings of their strategic developing new business models (42% impact), reallocating resources to change how they do
activities from the past business (22%) and developing new products (20%).

year to the next three
years. An unwavering take-
away of this compatrison is
that optimism rules." Every year, expectations for the next three years are always higher than for the previous year.
Unexpectedly, over seven years of comparison, the extent of this “optimism rebound” has
been declining in all factors except one, developing new business models, which remains the
same. This poses the questions: Are insurers becoming less optimistic? Are the previous year’s
results aligned to future expectations? Is growth and execution of strategic activities really
improving and meeting expectations, or are insurers no longer seeing “the forest through the

It is even more insightful to compare insurers’ ratings of their strategic activities from the past
year to the next three years. An unwavering takeaway of this comparison is that optimism rules.

»
trees?
L . Replacing/replaced core insurance
Maintaining core insurance systems
systems
Experiencing little to no growth 7.22 ( Experiencing rapid growth
PP Making significant new product
Maintaining products/few changes 6.68 ( changes/introductions
Maintaining existing channels 6.68 ( Expanding channels
Maintaining our current business Changing/Developing new business
model/few changes model(s)
Allocating resources 6.81 Reallocating resources to change
business-as-usual priorities : how we do business
1 2 3 4 5 6 7 8 9 10
@ Last Year Next 3 Years

FIG. 25 Comparisons of insurers’ strategic activities in the past year and expectations for the next three years

Leaders, Followers, Laggards

Optimism took a hit in the 2021 report, reflecting the impact of the pandemic. Leaders (-5%),
Followers (-10%) and Laggards (-23%) all had declines in their expectations for the next three
years compared to their assessments in the 2020 report. The result was a staggering 103% gap
of Laggards to Leaders in the 2021 report.

Fast forward to 2022, and Laggards made considerable progress in closing that gap from
103% to 71%, a 32% improvement. Unfortunately, the gap still remains large and challenging.
Laggards’ smallest gap to Leaders was in expected growth, at 37%, however, all the

others range from a low of 70% to a high of 94%, massive gaps that in many ways may be
unsurmountable.
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Followers made little progress looking out three years, remaining essentially unchanged at
29% versus 28% last year, treading water to stay with Leaders. While it is encouraging to have
not lost ground, if Laggards continue to make progress in closing the gap, their competitive
landscape will become more intense. They will be squeezed not just by Leaders but also by
Laggards who are aggressively moving forward. Being caught in the middle squeeze will be
challenging. Followers need to make clear strategic choices on where they need to focus, not
only to grow, but to thrive in the continuous market shifts, chaos, and uncertainty.

Intriguingly, the gaps between the large and mid-small insurers were smaller. Large insurers
stood out with higher expectations for channel expansion (11%) and new business model
development (8%), both areas we are increasingly seeing from large insurers, particularly with
M&A and partnerships, creating first-mover, competitive positioning. As examples, consider the
following:

e American Family acquired Bold Penguin, strengthening their focus on SMB insurance
with an innovative marketplace.?
e Travelers acquired Trov, supporting a move to embedded insurance.*

¢ Aon acquired Coverwallet to expand its product offering: specifically, in the small
business commercial space.®

¢ Prudential’s acquisition of Assurance 1Q provided a customer engagement, direct-to-
consumer platform.¢

¢ State National's fronting deal with Tesla established a partnership with a non-traditional
player innovating in the insurance.”

Leaders

931 9.01 901 9.01 891 881l
Followers
Laggards

Cumulative Average Ratings

[ ] [ J [ ] [ ]
Allocating resources to Maintaining existing Maintaining our current Maintaining current core insurance Experiencing little to no Maintaining our current Gap
business as usual channels | Expanding business model/making systems | Replacing or replaced growth | Experiencing product/service offerings |

priorities | Reallocating channels few changes | Developing core insurance systems with Cloud rapid growth Making significant product/

resources to change how new business model(s) core insurance platforms service changes/introductions

we do business

FIG. 26 Expectations for insurers’ strategic activities in the next three years by Leaders, Followers & Laggards segments
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Conclusion

Undertaking digital transformation begins with customer-centricity. A true customer-focus
will drive insurers to deliver the capabilities that create great customer experiences, generate
brand excitement and loyalty and drive growth and profitability. Over the course of the last
seven years, and in particular the last two years, insurance customers - whether individuals or
businesses - are changing, forcing insurers to rethink their business.

For individuals, our consumer research this year found the pandemic increased the awareness
and recognition of the value of insurance. However, it also significantly changed expectations
of buying to be far more digital, offering insurance through more desired channels - where
embedded insurance is seen as extremely valuable, and digital payment options have
exponentially increased including through new options like Bitcoin, Zelle and Venmo. Most
interesting is the shift in expectations in types of insurance products needed, the necessity
for value added services and the demand for personalized underwriting leveraging new data
sources including loT devices.

Much was the same for SMBs. Our SMB research this year found they are rapidly adapting
to a new business environment that has accelerated the shift to digital and new buyer
demographics and expectations that have resulted in altered business models, adoption of
digital technologies and new risk needs. Those who survived the pandemic changed their
business models, products and services and employment focus. But now they are faced with
retaining and recruiting top talent due to the “Great Resignation and Great Retirement,” dealing
with supply chain challenges, inflation, climate risk, and starting a new business or changing
their business models digitally to produce and distribute products and services to a changing
and demanding customer base. Even more importantly, Millennials and Gen Z are taking the
helm of new or existing businesses, using digital technologies in their personal and business
lives that require new risk products, services, and experiences.

For both individuals and businesses, their digital transformation accelerated ... but has it also
accelerated for the insurers that they do business with?

This year's Strategic Priorities research suggests some have and others have not ... once again a
mixed bag of results that separates Leaders from Followers and Laggards.

e Leaders see the market and technological trends as a many-fold opportunity for
insurance. Now they have the evidence they need to incorporate new sources of
data, reach new market segments, offer innovative new products that are necessary and
demanded by customers, creating faster, better, and smarter customer experiences.

o Leaders distinguish themselves with a stronger focus on initiatives instrumental to
creating new business models, expanding distribution channels, entering new markets,
adding value-added services, and developing new products by leveraging technology as a
foundation and catalyst for innovation.

e Leaders establish a strong operational and technology foundation - one that brings
together SaaS next-gen core insurance systems, digital experience platforms,
partnerships, ecosystems and data and analytics that is built on a modern architecture
that supports easy, rapid integration through microservices or APIs running in the cloud
to drive speed to implementation, speed to market and speed to value, at scale.

e Leaders are differentiating themselves in the use of technology to fundamentally change
the business operating model and to innovate - two key aspects tracked by AM Best in
their innovation ratings. Leaders retain a wide gap between Followers and Laggards over
the next three years - aligning to the AM Best assessment for the industry.
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For decades, the creation and evolution of insurance markets and products unfolded at a
slow and steady pace. Insurance and other industries stayed within their swim lanes. Insurers’
technology, data and processes were adapted to take advantage of these opportunities -
sometimes through technology updates, extensive customization or through new technology.
But today, this business model and technology approach are unresponsive to market shifts or
opportunities, particularly given the disruption and need for innovation.

Anyone would agree that innovation and disruption are related topics. Innovation deals with
creating an entirely new approach that adds value to something. Disruption deals with accepting
the reality that something new will change our current approach.

Jim Gillard, Executive Vice President & COO, AM Best, sums this up succinctly. “Structural shifts
— demographic, technological, economic, and environmental — are redefining the insurance
industry. Innovation can be a way for an insurer to rise above these challenges...As innovation
becomes more pervasive, insurers that do not innovate can expect to find themselves at a
disadvantage through adverse selection and worsening operating efficiencies.” 8

One thing is for sure: the insurance landscape has changed exponentially over the last 7 years
due to InsurTech and it has accelerated the last two years due to the pandemic. We now have a
new generation of dominant buyers who look at everything differently and will put change into
a higher gear.

Are you a Leader, Follower or Laggard? How you stack up to your peers and competitors will
influence your future. An operational and strategic focus is mandatory to adapt and survive.

Do you have a seven-year itch for change? Your competition is changing. Your customers
demand it. Are you ready?
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