Onsite Inspection – ICP 13


Exercise – Case Study on Inspection of Claims Management and Claims Provisions

General Insurance Corporation (GIC) is the largest domestic insurance company, and underwrites a wide range of nonlife insurance. You have decided to perform an onsite inspection that focuses on GIC’s motor vehicle insurance claims, including both claims management and claims provisions.

You intend to use the OECD Guidelines for Good Practice for Insurance Claim Management as the basis for your inspection of claims management practices and controls. The inspection of claims provisioning will encompass the data, methods, assumptions, and controls related to the calculation and analysis of claims provisions by the insurer.

The preliminary inspection plan—describing the elements that you will take into account, the information that you will request in preparation for the inspection, and the activities that you will undertake in the field—is summarized as follows:

	Item
	Element of the inspection
	Information requested 
and preparatory work
	Field activity

	1
	Review of nonconfidential claims data for open and closed files of the current year and the two preceding years
	Electronic claims data files; analyze to select sample of claim files to be reviewed in the field
	Substantive testing of accuracy of records and consistency of electronic and paper records

	2
	Maintenance of sufficient and appropriate information on claim files
	Elements of electronic claim files; review to assess adequacy of information maintained
	Review adequacy of paper claim files

	3
	Use of the appropriate type of claim form for motor insurance
	Claim form; review to assess adequacy and clarity
	Substantive testing to confirm claim form is being used

	4
	Proper qualification of the claims department’s employees
	Organizational chart; review to select persons to be interviewed
	Interview selected persons to assess qualifications

	5
	Valuation of claims payments according to company procedures
	Policies and procedures for claim adjudication; review appropriateness
	Substantive testing to assess compliance with policies and procedures

	6
	Appropriate tracking of the nature and number of complaints related to the claim management process
	Complaint-handling policies, procedures, and reports; review appropriateness of policies and procedures and adequacy of reports
	Test of control to assess the handling of complaints; substantive testing to assess compliance and review fairness of treatment

	7
	Monitoring of the proportion of claims that result in litigation
	Report containing information on claims litigated during the current year and two preceding years; calculate proportion and select files to be reviewed in the field
	Review selected files; interview claims vice president and legal counsel

	8
	Compliance with procedures for combating fraud and money laundering
	Procedures for combating fraud and money laundering; review adequacy
	Test of control to assess compliance with procedures

	9
	Regular internal audit practices on claim files
	Internal audit mandate and reports; review to assess scope and quality of the work; review findings and identify issues for discussion with internal auditors
	Interview internal auditors

	10
	Appropriate internal claims procedure manuals
	Procedure manuals; review to assess adequacy
	Substantive testing to assess compliance

	11
	Proper procedure for coding and statistical reporting of claims
	Procedure manuals; review to assess adequacy
	Interview external auditors and review working papers; test of control on coding and statistical reporting

	12
	Performance in terms of the speed of claim settlements
	Reports on claim settlement times; review reports and analyze electronic claim files to assess performance and consistency of information
	Substantive testing to assess accuracy of recording; review selected files to assess treatment of claimants

	13
	Availability of complete and accurate valuation data
	Electronic valuation data file and procedures used by the insurer to check data quality; review to assess adequacy
	Substantive testing to assess data quality

	14
	Use of appropriate methods for valuing claims provisions
	Description of valuation methods; review to assess appropriateness
	Test of control to assess use of methods; interview actuary to discuss methods

	15
	Selection of prudent valuation assumptions
	Report detailing the assumptions; compare to assumptions used by other insurers
	Interview actuary to discuss selection of assumptions; conduct analysis of actual experience versus assumptions

	16
	Analysis of adequacy of claims provisions
	Claims run-off statistics; analyze triangles to identify any pattern of understatement
	Review process used to test adequacy; review stress testing process and results


Discussion Questions

1.
In order to perform the inspection described in the preliminary inspection plan, for which of the items will special expertise likely be required? What types of expertise?

2.
Do members of your staff possess such expertise? If not, where might you obtain it?

3.
Considering the activities included in the preliminary inspection plan, does the supervisory authority appear to have confidence in the work of GIC’s internal auditing and external auditing? Why or why not?
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