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WASHINGTON -- Unlike many other businesses, thaiiaace industry is bound by law to act in goodhfait
with its customers. Because of their protective iinlthe lives of ordinary citizengsurers have long operatec
semi-public trusts. But since the mid-1990s, a pesfit-hungry model, combined with weak regulatibas
upended that ancient social contract.

"Claims has been converted into a money-makingga®¢t said Russ Roberts, a New Mexiased manageme
consultant and former business professor at Nodteme University who has studied the insurancestgls
evolution from a service business to a profit-dniveachine.

The change started when consulting giant McKinsegdtnpany sold Allstate and other leading insurance
companies on a new system to boost the bottomMRagher than adjusting claims the traditional walyich
gave claims managers wide latitude to serve cusgrmsurers embraced a computer-driven method that
produced purposefully low offers to claimants.

Those who took the Ic-ball offers received prompt service, wl those who didn't had their claims delayed
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potentially were reduced to bringing expensive laitgsto fight for their benefits. As former Allseaagent
Shannon Kmatmld the American Association for Justi¢he trial lawyers' lobby, the strategy was to sak
claims "so expensive and so time-consuming thaydéaswvould start refusing to help clients." Thatsgy was
dubbed "Good Hands or Boxing Gloves" by the coasi, riffing on Allstate's advertising slogan.

McKinsey, which was reportedly hired by Allstatelif92, prepared about 12,500 PowerPoint slidessteept
its plan. The slides were introduced in litigatiarR005, when the insuréurned them oveunder a temporary
protective order. David Berardinelli, a New Mexibased trial lawyer who was working on the caseilbet the
slides in his 2008 book, "From Good Hands to Boxaigves: The Dark Side of Insurance.”

McKinsey's strategy put profits above all. Oneeslinl the McKinsey presentation illustrated thisigsophy by
painting the insurance business as a zero-sum gamgroving Allstate's casualty economics will haave
negative economic impact on some medical provigdaintiff attorneys, and claimants. ... Allstatsirts --
others must lose."

Allstate has certainly gained: It made $4.6 billinrprofits in 2007, double its earnings in the @99The
stunning increase, said Russ Roberts, came thralrging down loss values to an average of 30 p&rbelow
the actual market cost" -- that is, paying dranadlffdess on claims.

"An insurance company can make a lot of money ersthall claims," said Jay Feinman, a professougydrs
University School of Law, "because if you savew follars on a huge number of claims, it's worthrenihian
saving a lot of dollars on a very small numberlafras.”

Allstate is the best-known user of the McKinsey elptbpping the list of theT'en Worst Insurance Companies
in Americd published by the American Association for JustiBat Allstate's rise in profits has led most af th
industry to adopt the same approach. McKinsey la&ed with State Farm, another insurance giant,cdinelr
companies in redesigning their claims systems.mir@mcautioned in his boolb¢élay, Deny, Defentthat the
two major names "are just the largest playerseénnidustry ... [the ones] whose involvement withikiftsey &
Company in the transformation of claims is the ldestumented."”

Roberts told HuffPost that, by his estimate, theganies that take in 70 percent of total insurgmroéts in the
United States now abuse their obligations to thelicyholders. When Allstate CEO Tom Wilsearned $9.3
million last year he was not even on the top 10 list of best-pasdriance executives, compiled by New York
Law School'€Center for Justice andemocracy(The top 10 list was led by William R. BerkleyW.R. Berkley,
who made $24.6 million in 2010.)

Yolande Daeninck, spokeswoman for McKinsey & Comypaaid, "In line with our firm's longstanding pojito
not discuss our client work, we decline to comment.

A HOUSE BURNS DOWN

According to arunpublished Harris Interactive Palbnducted in September, 16 percent of surveyelisauave
experienced financial hardship while waiting foriasurance claim to be settled or know someone @z The
same poll found that 59 percent of adults beliénat most insurers intentionally delay claimsrd those with &
income of $35,000 or less were more likely to agree

With 15.3 percent of Americans -- about 46.2 milljgeople -- living in poverty, close to 10 percent
unemployment, and roughly 2 million people who"eei looking for work for more than two years, Aldlsts
business model is profiting off many consumerdairtmost vulnerable. A claim delayed by even atim@an
spell financial disaster for a family. As a NatibBareau of Economic Research stddynd about 25ercent o
Americans could not come up with $2,000 in a 30-derod.

Madeleine Burdette, a retiree, is an Allstate amgiowho reported her experience on the popular ieebs

AllstatelnsuranceSucks.com. When her Georgia hameeld in November 2010, Burdette was in Ohio, where
she live: most of the year. She said the fire marshal inr@adold her that her hou would have to be tor
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down. "The entire middle of the house was goneftBtie said. "It took out everything. Just the mgswvalls
were left untouched.”

The next day, she said, Burdette's Allstate adjusté her the house could be repaired. Allstase shid it
would have to do a thorough investigation to deteenif the fire was caused by arson. If it was argbe
adjuster told Burdette, Allstate would not pay &ty damages. According former employegssuch
investigations are a common practice at Allstatkane encouraged by supervisors as a way to aayidg
claims quickly.

Burdette, who lives on her Social Security chefllesy from Ohio to survey the damage herself. While
Georgia, she contacted public adjuster Anita TRdiblic adjusters serve as advocates for individwals feel
they need another set of eyes on a claim. TaffwitetBurdette at the house, Burdette said, andudised the
damage with the contractor Burdette had hired. Upturning to Ohio, Burdette spoke with Taff oviee phone
to find out what her impression was. Burdette Jaitf warned her that the contractor might go aloiitdy
Allstate's insistence that the house could be regai

"l believe [delaying claims] is an effort to puetbqueeze on policyholders,"” Taff told HuffPoste 8kplained
that while a claim is being held up, the insuracmmpany may stop paying the policyholder's add#idining
expenses, forcing the policyholder to cover morggagd rent entirely out of pock&That's something that ma
people cannot afford to do, so they're forced ke &lower settlement,” Taff said.

Burdette said she immediately calline contractor and told him not to go near herskoéccording to Burdett
she received a phone call within 10 minutes fromAilstate adjuster asking her not to hire Taffaoy other
public adjuster. "He said, 'If you hire a publigusier, I'm going to deny and delay this claimdsrlong as
possible,™ Burdette told HuffPost. Taken abacle sten asked if it wasn't in his best intereskttles the claim.
"Not really," he replied, according to Burdette.

Although the Allstate adjuster eventually agreeditwk with Taff on Burdette's claim, her troubled dot end.
The contractor who had been banned from her prppestertheless worked on the house and billed ##stor
$22,000. Burdette had explicitly told Allstate notpay the contractor a dime, she said, but thepemmy paid
him under her policy anyway. The contractor coulda'reached for comment.

More than a year later, Burdette's home is stith@peepaired and Allstate refuses to reimburseb2#000. She

consulted four different lawyers to see if she hdelgal case. While she said they all agreed tlatas entitled
to reimbursement, she said they also agreed tkdasked the funds to fight the insurance gianheiftold me,

'You'll run out of money,™ she said.

NO FLUKES

Roberts, the management consultant, said that aueglike Allstate attempt to pass off claims delag fluke
occurrences. But, he said, they are actually reuimd intentional products of the McKinsey systéTie
Allstate/McKinsey system for 'lowballing' claimsymaents ... is driven by the claims performance rgangent
and pay systems from the top to the bottom of tiyarmzation."

Feinman, the Rutgers law professor, also suggéséedeck is stacked against individuals who ma&end.
"You have an accident or a fire in your house. ¥all up the insurance company. You describe the
circumstances. Maybe they send an adjuster outtheydsay it's not covered, or it's covered buelsethe dollar
amount that we're obligated to pay you," he saidstybeople, Feinman said, do not have the expéttidanow
whether or not that's right."

Allstate spokeswoman Laura Strykowski said the camgpcan't comment on specific cases because afqyriv
requirements, but considers its claims process legtl and effective. "Our customers and claimagtgive
prompt and courteous claim service and our goal settle each claim fairly and efficiently,” sheote to
HuffPost. "As a regulated company, Allstate's clairactices are available to and regularly revietwedtate
departments of insuranc
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But experts like Feinman argue that insurance eggui has become little more than a fig leaf. Stagerance
departments are usually understaffed and overwltelfed even if they had the legal firepower to eoat with
giant insurance companies, Feinman said, "the agonsl are closer to the industry than they arewoess."
Eleven of the past 15 presidents of the Nationab&mtion of Insurance Commissioners (NAIC) went@mn
work for the insurance industry after leaving affievhile al7-year studyfrom two Georgia State University
professors found that around half of state-levelifance commissioners did so as well.

When combined with penalties that Feinman descrisetdaughably low" in many states, this closetiefeship
means that regulation does not provide an effeciisek on insurance companies. And state goverrsment
themselves have incentive to place consumers obatidburner. Because insurance taxes are a majoresof
revenue for the states, said Roberts, insuranasigi® commissions are usually more concerned katping
companies solvent than resolving the problems bfylwlders.

With the exception of the federal Affordable Caret,Ansurance is regulated on a state-by-states hakhough
most states set a specific timeline for how quicdyinsurance company must initially respondlgsms, there i
much more leeway when it comes to settling thoaend. For examplén Missouri an insurer must
acknowledge receipt of a claim within 10 days aititiee pay or deny it within 15 days of receivinfjraécessary
documentation. However, if the insurer decidegé@ds more time to investigate, it may keep delaggtpng as
it updates the policyholder every 45 daysGeorgiawhere Burdette's house burned down, the insurset mu
notify the policyholder if it will affirm or deny alaim within 60 days. However, the insurer doeshave to
settle the amount it will pay within that periodaky states have similar provisions that allow iessito put off
paying claims indefinitely.

According toNAIC datg claim delays have long been the most frequergecat@ipolicyholder complaint. As of
Nov. 28, 2011, the NAIC had receir 11,053 delay-related complaints this year aloneprising almost a
guarter of the year's total complaints. These dabareflect confirmed complaints -- the ones tifn&t state
insurance commission has investigated -- so theahntimber of delayed claims is likely much higher.

Complaining to state regulators about the insudafay is always an option, but its effectivenasguestionable
at best. "l have not seen it be successful,” saffl T

Subscribe to theluffPost Money newsletter
PHOTOGALLERIES

| American CEOs Netted Huge Pay Raises Last Year

SEC Charges Former Fannie, Freddie Executives...

Bl Was Corzine Aware Of His Company Misusing...

| PHOTOS The Occupy Movement's Best Mom

http://www.huffingtonpost.com/2011/12/13/insura-claim-delay«industry-profits-allste... 12/16/201.



Insurance Claim Delays Deliver Massive Profits mdustry By Shorting Custome Page6 of 8

FOLLOW US

Connect with your friends
Check out stories you might like,
and see what your friends are sharing!

f Connect with Facehook

Most Popular orHuffPost
81pE2XEjcINUtPp7Q%2B6CzFzMpjgD8ImNbevggsOBSrFI20WgZ3ary Th730UL1y7%
2FLdi5KtMZEGgbRN4s%2FOYrloMKExJVY KMu7jBGOHIMCBVXXREIVRM%2FaTI5eh1DOBnHMNMu%
2BO0BEr8j718k0ByzEfAirvrRDI01c%2FR5%2B%2FNsjduP S X 9ykLFn4

1of2
Dh;

PHOTOS:Baby Seal Breaks Into Home, Snoozes On Couch
Like
82K

_
—
—_—

IIDHOTOS:Oops! Sofia Bares Her Butt By Mistake
Like
386

NG
Man Says He Beat-XearOld For Being A Spoiled Princess

Recommend
337

SacheBéron Cohen's Craziest Move Yet
Like

4K
M o |

Blast: Boob Job Rumo

http://www.huffingtonpost.com/2011/12/13/insura-claim-delay«industry-profits-allste... 12/16/201.



Insurance Claim Delays Deliver Massive Profits mdustry By Shorting Custom:e Page7 of 8

Recommend

87
.ﬁ

Mike Bender How to Take an Awkward Holiday Photo

Like

ChristopheHitchens Dead At 62
Recommend

7K
L]
[E "I

'You Don't Have Any Talent'

Recommend
577

Demi Moore: Twitter Name Change Not A Priority
Like

26

Don't Miss HuffPost Bloggers

1of5

Emile Hirsch
Farewell,Christopher Hitchens

g
Al Franken
Why | Voted Against the National Defense Authorizatfoct

| Submit Query |

FRONT PAGE
POLITICS
BUSINESS
ENTERTAINMENT
TECH

MEDIA

LIFE & STYLE
CULTURE
COMEDY

http://www.huffingtonpost.com/2011/12/13/insura-claim-delay«industry-profits-allste... 12/16/201.



Insurance Claim Delays Deliver Massive Profits mdustry By Shorting Custom:e Page8 of 8

HEALTHY LIVING
WOMEN

LOCAL

MORE

BUSINESS

LogIn|
Make HuffPost your Hom@age]

RSS|
Careerq

FAQ

Advertise|

User Agreemenit
Privacy|
Comment Policy
About Us|
About Our Adg|
Contact Us

Copyright © 2011 TheHuffingtonPost.com, Inc. |
« "The Huffington Post" is a registered trademark b&HuffingtonPost.com, Inc. All rights reserved.

http://www.huffingtonpost.com/2011/12/13/insura-claim-delay«industry-profits-allste... 12/16/201.



