/E\verest Group®

RESEARCH

Life & Annuities (L&A) Insurance State of the Market 2020: Platform-first Model to
Simplify and Rationalize Systems for Rapid Cost Take-out

Insurance - IT Services (ITS)
State of the Market Report — June 2020: Complimentary Abstract / Table of Contents

Copyright © 2020, Everest Global, Inc.

EGR-2020-41-CA-3752



-
Our research offerings for global services

» Market Vista™

. . . . . . . . . : More about membershi
Global services tracking across functions, sourcing models, locations, and service providers — industry tracking reports also available P

In addition to a suite of published research,

» Application Services » Human Resources . .
a membership may include
» BPS | Banking & Financial Services » ITS | Banking & Financial Services e Accelerators™
» BPS | Healthcare & Life Sciences » ITS | Healthcare e Analyst access
» BPS | Insurance » ITS| Insurance e Data cuts
. . . e Pinnacle Model® reports
» Catalyst™ » IT Services Executive Insights™ _
_ _ e PriceBook
» Cloud & Infrastructure » ITS| Life Sciences e Virtual Roundtables
» Customer Experience Management Services » Locations Insider™ e Workshops
» Data & Analytics » PricePoint™
» Digital Services » Procurement Custom research capabilities
» Engineering Services » Recruitment & Talent Acquisition e Benchmarking | Pricing, delivery model
» Enterprise Platform Services » Service Optimization Technologies skill portfolio
» Finance & Accounting ° Peer.analy5|s | Scope, sourcing models,
locations
- _ e Locations | Cost, skills, sustainability,
Membership information portfolio — plus a tracking tool
e This report is included in the following research program(s) ® Tracl_<ing S(?rvices | Service providers,
— Insurance - IT Services (ITS) locations, risk
e If you want to learn whether your organization has a membership agreement or request information on pricing and membership options, please contact e Other | Market intelligence, service
us at info@everestgrp.com provider capabilities, technologies,

contract assessment

/aerest roup® Copyright © 2020, Everest Global, Inc.
RESEARGH G p EGR-2020-41-CA-3752 2


mailto:info@everestgrp.com

-
Table of contents (page 1 of 2)

Topic Page no.
Background and scope of research 06
Summary of Key MeSSages 08
L&A insurance industry outloOK 09
e L&A insurance industry profile 10
e Regulatory outlook and iINdUStry CaUtioNS . 11
e Talent management challenges in iNSUranCe 12
Navigating the impact of the COVID-19 CriSiS 13
e Implications for insurers due to COVID-19 impact on key insurance functions . 14
e Understanding degree of COVID-19 impact 0N INSUranCe DUSINESS 17
e Crafting COVID-19 recovery Strateqies 18
Gearing Up for fULUNe SUCCESS 19
e Key industry focus areas to drive SUCCESS 20
e Targettechnology operating model 21
Insurance [T spend market Update . 25
e Insurance IT spend analysis 0N ServiCe tYPe 26
e Insurance IT outsourcing spend analysis on lines of busINeSs 27
e Insurance IT outsourcing spend analysis ON DUYer Size 28
e Insurance IT outsourcing spend analysis on geographies 29
e Insurance IT outsourcing spend analysis On 1T ServiCes SEOMENTS 30
/Iaerest Group® Copyright © 2020, Everest Global, Inc.

RESEARGH EGR-2020-41-CA-3752



-
Table of contents (page 2 of 2)

Topic Page no.
Implications for L&A INSUNeIS 33
AP ENAIX 34
o Glossary Of termMS 35
o ResearCh CalenNOar o o 36
0 REIOIENCES 37

A ® Copyright © 2020, Everest Global, Inc.
EyseE[?gE Group EGR-2020-41-CA-3752



Background and scope of the research

e Life & Annuities (L&A) industry is facing intense cost pressure on the back of slowing premium growth rates, declining profitability ratios, low interest rate environments, and complex regulatory
landscape. COVID-19 has hit the industry hard at an inopportune time, causing significant decline in investment portfolios and injecting unpredictability into an already sluggish industry.
Customer sentiment has further plummeted

e As L&A insurers face up to these challenges and craft strategies to emerge stronger in a post-COVID-19 world, doubling down on experience and efficiency measures will be crucial to achieve
future success. Investing in a platform-first operating model and adopting platform-as-a-service constructs will help to provide an engaging experience to consumers, reduce complexity in
operations, and gain cost transformation. Addressing the critical issue of talent deficit in the industry by providing attractive employee propositions to draw resources with a technology
background will be important

e In a post-COVID-19 world, L&A insurers will accelerate their IT systems and vendor portfolio rationalization to simplify their IT estate and drive costs down. Technology levers such as
automation, cloud, and Machine Learning (ML) combined with modern delivery methodologies, such as DevOps, will help L&A insurers drive agility, flexibility, and scalability

e L&A insurers are taking steps in this direction by adopting a platforms-first mindset and exploring as-a-service constructs to manage technology and operations with an end-goal of becoming
more agile, efficient, and customer-centric

e In this report, we cover:
— Forces shaping the future of the L&A insurance industry
— Implications for L&A insurers to lead through the COVID-19 crisis and navigate the impact
— Technology operating model to drive business transformation and set up L&A insurers for future success
— IT outsourcing spend analysis of L&A insurers across Lines of Business (LoB), buyer types, geographies, and service segments

Scope of this report

A DY
AnrA
e ¢ Q LoR

Industry Market segment Geography Sources
Insurance L&A insurance Global Everest Group ongoing tracking of the L&A insurance industry, public disclosures, interactions with

L&A insurance enterprises, service providers, and technology vendors, proprietary database of 500+
active, multi-year IT Outsourcing (ITO) contracts within insurance (updated quarterly), and operational
capability of insurance service providers (updated annually through service provider RFIs)
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Summary of key messages

L&A insurance industry registered a premium growth of 2.0%-2.5% in 2019; long-term industry growth fundamentals
- remain robust amidst the COVID-19 turmoil, albeit with concerns on investment income shock, demand shock, and
. claims shock leading to near-term financial distress

. At a time when L&A insurers are looking to navigate macro-economic and COVID-19 induced uncertainties,
regulatory reforms are shaping long-term resiliency and restoring confidence in the industry

L&A insurers need to amplify their focus on driving experience and efficiency measures by simplifying and
modernizing systems to drive cost as well as experience transformation

. The need for adopting platform-first operating model and employing platform-as-a-service constructs is paramount
- for L&A insurers to drive future success

Insurance IT spend to drop in 2020 by -5.0% to -2.5% on the back of the COVID-19 crisis; however, as the crisis
abates, specific industry segments will attract disproportionate IT outsourcing spend, driving overall IT spend growth
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This study offers five distinct chapters providing a deep dive into key aspects of the L&A
insurance market; below are four charts to illustrate the depth of the report

Market forces shaping the L&A industry outlook

Regulatory outlook

B Capital
standards
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As L8A insurers look to manage decline in profitabi
Data remains a critical asset in this journey. Building robust data

osystem thinking

Heightened scrutiny on advisors to prevent sellers from
being influenced in their recommendations by financial
incentives; will lead to advice documentation, conflicts of
interest disclosures, and fee transparency for producers

With the passage of SECURE Act in the US, it opens the
gate for more employers to offer annuities as investment
options within 401(k) plans

The act introduces a safe harbor provision to protect plan
sponsors from liability if the insurer fail to honor annuity
claims. This will likely bolster annuity uptake in the US

Rise in regulations to monitor solvency issues for insurers
Introduction of IFRS 17 to improve reporting transparency
and financial disclosures

Degree of Impact on L&A insurers' business

Weak labor
markets

| Best interest

Product
complexity

: Worry meter

sales standards

in a volatile market, adopting a platforms-based approach is essential to achieve cost
ilities i for L&A insurers in this regard.

Digital Capability Platform (DCP)
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Medium Low

Client servicing during lockdown
Onrush of COVID-19-related inquiries & claims
Significant decline in investment portfolios

Low global interest rate environments
Brexit uncertainty, Sino-US trade tensions
Decline in long-term bond yields

Weak labor markets in advanced economies due
to slowdown in economic activity will be a drag on
group life sales

Regulations mandating advisors to act in client’s
best interest during product recommendations will
have an adverse impact on annuity sales

Concerns around associated fees, surrender
charges, and complexity will weigh on annuity and
retirement product sales
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Drivers for platform adoption

io Simplifying the customer purchase journey
'« Equipping agents/brokers with digital solufions |
! Higher self-service for customers and agents |

« Understanding customer life stages to gauge L&A !
insurance product requirements |
+ e Improving risk scoring and assessment !

Streamlining quote, underwriting, policy servicing
and claims processes |

Intelligent document management H

= Improving agility while rolling out new solutions
» Enhancing stability and availability of systems
« Seamless shift to consumer-focused models
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Modeling COVID-19 impact and speed of recovery for insurance lines of business
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Severity of Impact models revenue and profitabllty impact for each LoB as per data collected il 30th Aprl 2020 on stinius package and e

(measured by revenue and profitability impact of COVID-19 on insurers’ finances)

consumer, and market sentiment

Degree of impact (moderale vs. high) can be calculated by taking a weighed average of an insurers business portfalio indicated by exposure to the individual LoB

Adoption of Business-Platform-as-a-Service (BPaaS) constructs in L&A industry

g operational complexiti

©

-

Priority areas for BPaaS adoption

o Regulatory-driven processes

+ Processes having high cost of doing business

e Processes with lower value addition to business growth or customer experience

e Areas having high complexity in operations

‘ / ' Key objective for adopting BPaa$ models

+ Contain operational costs effectively

e Drive higher operational efficiency

e Scale commoditized operations and experiences to drive economies of scale

Insurers’ adoption of BPaaS models is on the rise

ETRANSAMERICA'

Partnered with TCS in 2018 to rapidly
enhance its digital capabilities and simplify
the service of more than 10 million policies
into a single integrated modern platform

Strengthened its existing partnership with
Atos in 2018 to enable cost efficient servicing
and administration of Aegon’s 1.4 million
protection customers and improve customer
service experience

Partnership with an IT service provider to
simplify and consolidate AlG’s closed books
on legacy platforms, operations, and systems
to an integrated platform
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Additional Insurance IT Services research references

The following documents are recommended for additional insight into the topic covered in this report. The recommended documents either provide additional details on the topic or
complementary content that may be of interest

1. Making a Business Case for Modernizing Core Systems for the US Retirement Industry (EGR-2020-41-R-3727); 2020. In this report, we deep dive into the recordkeeping, the core component of the
Defined Contribution (DC) plan administration business function. We analyze key business and technology issues, provide a business-case for modernization of recordkeeping systems, assess the
offerings of eight leading recordkeeping platform vendors, and cover the approaches for core system modernization for recordkeepers

1. Guidebook for Insurers to Solve the IFRS 17 Reporting Puzzle (EGR-2019-41-R-3697); 2020. In this research, we provide a comprehensive system-readiness checklist for insurers and analyze 12
leading IFRS 17 technology platform vendors, focusing on their capabilities across accounting, actuarial, and data management. The new reporting standard, IFRS 17, was finalized in May 2017 and is how
expected to be introduced on January 1, 2023. Our assessment is based on Everest Group’s proprietary transaction intelligence database, public disclosures, and discussions with enterprises, technology
vendors, and service providers

2. Clients Can’t Get No Satisfaction: What is Holding Back ROI in Digital Transformation (EGR-2020-0-R-3604); 2020, This report delves into the factors underlying enterprises’ expectations from
service providers in terms of return on investment, and their technology investment priorities. It recommends service providers to align their offerings and capabilities with the future investment areas
identified by enterprises.

For more information on this and other research published by Everest Group, please contact us:

Ronak Doshi, Vice President ronak.doshi@everestgrp.com
Aaditya Jain, Practice Director aaditya.jain@everestgrp.com
Supratim Nandi, Senior Analyst supratim.nandi@everestgrp.com
Vigitesh Tewary, Senior Analyst vigitesh.tewary@everestgrp.com
Shrey Kalawatia, Analyst shrey.kalawatia@everestgrp.com

Website: www.everestgrp.com | Phone: +1-214-451-3000 | Email: info@everestgrp.com
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About Everest Group

Everest Group is a consulting and research firm focused on strategic IT, business services, and sourcing. We are trusted

advisors to senior executives of leading enterprises, providers, and investors. Our firm helps clients improve operational and
financial performance through a hands-on process that supports them in making well-informed decisions that deliver high-
impact results and achieve sustained value. Our insight and guidance empower clients to improve organizational efficiency,

effectiveness, agility, and responsiveness. What sets Everest Group apart is the integration of deep sourcing knowledge,
problem-solving skills and original research. Details and in-depth content are available at www.everestgrp.com.
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