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Feature Story | BY JAY CAMPBELL

Effective Claim Audits

The Right Program Can Provide Opportunities and Insights

AUDIT REPORT
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he objective for any claim-paying organization is to strike the right
balance in making good on the promise made by the coverage that was
sold: Indemnify and make whole the insured as quickly and efficiently
- as possible,

Anyone purchasing an insurance policy is doing so with the idea that someday a loss
will occur, and a claim will be submitted. Given that very few policyholders actually read
their policies — and those that do tend to not fully understand all the coverages — it’s
no surprise that once a loss happens, the insured often firids himself in uncharted waters
with not much to go on.

Enter the claim adjuster. Their job is to evaluate the loss, manage outside experts,
apply coverage, negotiate and settle with the insured, pay the claim, and close the file.
While they are at it, they are to use experience to identify potential fraud, and recovery
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opportunities — all this while supervisors
coach and auditors provide feedback,

Claim-Handling Best Practices
There is much talk in the industry re-
garding “best” or “leading” claim prac-
tices. Ongoing efforts across the industry
seek to define, codify, and implement
these practices. However, in the real
world, adjusters spend most of their time
reacting to outside stimuli: phone mes-
sages, new mail, new claim assignments,
and diary prompts. They work at a rapid
pace, but their activities are largely dictat-
ed by their diary systems — open a claim,
make a phone call, enter a note, and cre-
ate a diary for a week later — not by the
claim-handling best practices instilled in
an organization. They spend their time
trying to clear all of those to-do lists and
keep their heads above water rather than
creating and executing a handling plan
appropriate to each individual claim,
with a focus on identifying and making
decisions necessary to achieve the most
cost-effective claim resolution.

How should we best think about
achieving high-quality outcomes through
best-practices file-handling and an effec-
tive audit process? Below is a model that
separates the claim-handling process into
discrete steps and makes a distinction be-
tween supervision and oversight as com-
pared to the file audit process.

Claims intake/notice of loss. Once the
loss occurs, the policyholder contacts his
agent, the carrier, the TPA, or whatever
party is on the other end of the toll-free
number on their insurance card. While
some carriers are offering web-enabled/
self-service loss intake and reporting
capabilities, the majority of losses are
reported telephonically. Capturing per-
tinent information, validating basic cov-
erage, and getting the information into
the claim process is the job of the intake
function. Also, capturing complete and
accurate information up front is critical
to the claim-handling process and any
downstream audit or file review.

Claim triage and assignment, Effec-
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tively assessing the loss and making the
proper assignment is an important fea-
ture in any claim process. This is done
either through automation and business
rules or by an experienced supervisor re-
viewing the loss information and assign-

ing the loss to an adjuster who can best
handle the claim based on severity and
line of business.

Claim handling and oversight. Once
the claim is assigned to the correct adjust-
er, the “handling” begins. First contact, in-

Audit findings and feedback support
employees development and
process improvement

Process/Employee
Development

Choice of using
internal or external
audit to review
closed files

Closed File
Review/Audit

File closed with results
based on capability of
technology, process
and employee

Claims Intake/Notice of Loss

Payment and
File Closure

Claims Triage
and Assignment

Assignment based
on severity of the

claim and skills of
the adjuster

Claims Handling
and Oversight

Activities monitored
and overseen,
supported by
technology and
superyisory support

terviews, information gathering, applying
coverage, looking for third-party liability,
and recovery opportunities are all part of
the process. The most important element
in this phase is making sure that the cor-
rect level of oversight is being applied to
bridge any gaps between the demands of
the file and the experience of the adjuster.
Oversight is typically provided by claim
supervisors or lead adjusters. Technology
plays a role in tracking the progress of the
file through a prescribed process, calling
for milestones to be completed, such as
first contact, first report, follow-up reports,
and closure. Keeping track of these time-
in-process elements is important, and pro-
vides an indication or early warning of &
file that is not being managed well. Equally
important, however, is monitoring reserve
development as the file matures and deter-
mining whether the development is in line
with the final payout on the claim.
Payment and file closure. After nego-
tiating and settling the loss, the adjuste:
pays the loss and the file is closed. Super-
visory oversight and a level of approva
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are necessary for all but the most expe-
rienced adjusters in making final settle-
ment on the file. Once the payment is
made, it’s difficult to recover any poten-
tial overpayments or duplicate payments.
Missed recovery opportunities need to be
identified.

Closed-file review/audit. The audit
process, often taking the form of a closed
file review, is critical to achieving high
performance levels, even though it is mov-
ing to a more systematic and continuous
approach rather than a point in time. Au-
dit teams can be internal to the carrier or
the TPA, or can be an independent third
party hired to provide an outside view.
The choice whether to use one or the other
— or both — is a management decision,
based on the objectives of the audit and
the requirements of a given client.

An internal audit is a standing, ongo-
ing file review team often staffed from
the production floor by senior adjusters
with opportunities to rotate back into
the claim unit. This “rotational” oppor-
tunity keeps the team fresh. Knowing
what pitfalls await those handling files,
understanding trends, and identifying
common errors will improve the knowl-
edge and skills of the adjuster. The inter-
nal audit team uses a consistent score-
card known to adjusters and supervisors
being audited, and findings are specific
and actionable down to the employee
level for performance review/actions
and employee development.

An external audit consists of hiring
someone to perform periodic (typically
annual) reviews. The external auditors
can be client specific, in the case of a car-
rier/TPA arrangement. There is the ben-
efit of an outside view supported by ex-
perience gained from performing audits
at other carriers and TPAs, insights and
best practices that can be shared. Audit
results are based on a known scorecard
and results of the audit are fed back into
the development of people and pro-
cesses. The outside audit can provide a
second set of eyes and a fresh look at the
data and processes used. It will provide
an independent evaluation of the cur-
rent process and assist with individual
issues and trends across the company.
Additionally, an external audit can help
validate internal audit findings. By defi-
nition, the audit is reactive and there is

Supporting the Claim Examiner

Supervisors are often the best, most seasoned adjusters. Their job is to identify and
solve potential problems before they arise, and to mentor their teams to ensure optimal

performance.

In many organizations, the ability to see what is going on within their teams is limited

to weekly reports and mandatory, periodic reviews of every claim their team handles.
Supervisors often develop tricks and routines, such as focusing on a few performance
metrics to monitor, a process for selecting claims for spat checks, or a checklist of things
to look for in claim files. Although this enables them to do their jobs, it may not be aligned
with the top priorities of the claim operation as a whole. If supervisors are not getting
real-time insight into the highest-priority issues, then they need better process visibility
and problem identification tools that help them understand what is going on and where

they need to focus their attention.

Items to oversee while a file is open include:

¥ Tracking time in process/ KPls.

¥ Accuracy of estimates and reserving.

¥ Claim severity/experience match. Is the assignment holding up, or is the adjuster in

over his or her head?

¥ Steady and effective communication with the insured.

¥ |dentification of fraud, third-party liability, and recovery opportunities.

little opportunity to rectify errors, only
to learn from them going forward. This
is the critical link that many companies
do not have in place.

Process improvement and employee
development. Conducting closed-file
reviews and audits will be of limited use
unless the findings are fed back into the

process improvement and employee de-
velopment process. There is no better
place to uncover trends and tendencies,
— even identify potential holes in the
training program — than with an effec-
tive audit and closed-file review. Results
of the review can go down to the adjuster
level and identify specific needs, while

LEADING INTERNATIONAL PROPERTY ADJUSTERS
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trends can be identified that lead to over-
all changes in process, increased techno-
logical support, or even improved policy
language and underwriting decisions.

Ideal Audit Programs
Successful audit programs don't just tic-
and-tie the file back to time-in-process met-

comes may be substandard. Coverage could
have been “blown” or reserves not devel-
oped timely or accurately. Outside vendors
could have been mishandled, or file control
abdicated once attorneys became involved,
There could have been recovery opportuni-
ties ignored or not followed up on. The list
goes on. So while you should focus on items

Conducting closed-file reviews and audits will
be of limited use unless the findings are fed back
into the process improvement and employee
development process.

rics. Rather, they evaluate the final outcome
relative to indemnity payout and loss expense
management. In other words, it's important
to remember that a file can be handled with-
inall the specified parameters based on time-
in-process metrics, but the quality inside the
file and the indemnity and expense out-

that are readily able to be tracked, don’t be
satisfied with this. Make sure to dive fully
into the files to determine whether losses are
being handled effectively and that money is
not going out the door unnecessarily.
Remember that the objective is to pay
(and pay quickly), pay pursuant to the

promises made in the coverages sold, and
execute as efficiently as possible. It’s a tall
order, to be sure. Customer and premium
retention is on the line, and so is achiev-
ing an underwriting profit. Despite best
efforts, the potential for overpayment and
inefficiency remains.

This is where the feedback and find-
ings from an effective auditing program
can provide insights as to where process
improvements can be made and train-
ing and development opportunities lie,
Focusing resources on developing and
maintaining solid claim-handling and
oversight processes, along with a strong
and effective audit program, will allow
your claim department to outperforn. [

Jay Campbell is an executive vice
president for Engle Martin & Associ-
ates, an independent loss adjusting
services and claim administration
company. He can he reached at 404-
303-7160, jcampbell@englemartin.com,
www.englemartin.com.

. solutions you need to succeed.
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to make calculating total loss easy on you.

Your success depends on quick access to broad, timely and reliable information in an easy-to-use format. That's why automotive
claims professionals trust NADA as their one source for used vehicle valuations.

NADA is driven to provide you with the widest array of market-reflective used vehicle values with NADA Online. Available 2417, it's
convenient and easy to put to work—log in, run a value by VIN or make/model for this month or previous months, automatically add
mileage and accessory adjustments and print reports. NADA Online was built as a trusted reference point that you can rely on to
help confirm vehicle threshold for total loss, set claims reserves and determine settlements.

NADA has been a trusted industry leader for over 75 years. The longer we're at it, the more determined we are to deliver the
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