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I Income Protection: time for reassessment?

Ask what people most value in life, and three i
things consistently top the list: family, health . H' :) b
and finances. Very few people would accept _ & h l-H iy v
that they have little or no interest in . F i

safeguarding these things. Yet the current
level of income protection insurance in the
UK suggests a huge gap between theory
and practice.

Research commissioned by the ABI at the end

of 2007 showed that a staggering 48% of
‘average income' households in the UK have

no life insurance protection whatsoever. It is no
surprise, then, to find this figure rising to 63% for
‘low income" households and 76% for 'very low'
(see Graph 1). The study defined very low income
as households earning less than £10,000 a year,
‘low income' between £10,000 and £14,999,
and ‘average’ between £15,000 and £30,000.

Looking at these findings in their broader
context, we see that levels of borrowing in the UK
are increasing every month. Average household
debt now stands at £9,341 excluding mortgages
—or £57,941 with mortgages included'.

Meanwhile the Government's February 2006
Green Paper on Welfare Reform (Department for
Work and Pensions A New Deal for Welfare:
empowering people to work) announced plans to
cut the number of Incapacity Benefit claimants by
one million within ten years. This would resultin a
reduction from 2.7m in 2006 to 1.7m in 2016.

On the one hand, all of this suggests significant
growth potential for the UK income protection
(IP) market. On the other, there are clearly
significant challenges to be met first. New
individual IP sales have been falling consistently
year on year since 2002 and are currently half
the volume they were then. Those who sell and
design products in the protection market are
aware that protecting family income sits at the
top of any needs-analysis scale. Yet in practice
fewer and fewer people are actually buying this
valuable protection — and at least a third of all
new individual IP sales simply protect mortgage
commitments.

-

So why are sales declining? Is it consumers' lack of
awareness of the need or how they can buy the
product? Is this, in other words, a sales problem —
or are the products themselves unsuitable? The
general perception in the market is that all of the
above could be having a detrimental effect on
sales, to a greater or lesser extent.

So why is there not a clearly perceived need?
The oft-quoted adage is that protection products
are sold and not bought. With a negligible
proportion of direct sales, IP is certainly no
exception. A major issue is that many consumers
wrongly assume they are already adequately
covered. Even if they do have some kind of cover
in place, its duration may well be very brief, as
with Mortgage Payment Protection Insurance. In
reality, in-force IP statistics (including both
individual and group products) indicate that only
around four million people in the UK have any
kind of cover in place.

Many people assume the State or their employer
will help. The law entitles employees to Statutory
Sick Pay for up to 28 weeks. But who can
realistically expect to survive on the minimum
entitlement (after four days' absence) of £72.55
per week?? Very few companies pay longer than
the statutory period, and if it is clear an employee
will never return to work some will stop paying
and terminate their employment.

For those who qualify for Incapacity Benefit, the
State provides just £4,230 a year>. That leaves
just savings and investments to fall back on.
Sobering research carried out for Combined
Insurance suggests that 52% of the population
could survive no longer than 17 days should they
fall victim to prolonged incapacity.

InJuly 2008 the Joseph Rowntree Foundation
calculated the minimum annual budget required
to participate meaningfully in society, above and
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Graph 1: Percentage of people holding life insurance by income group beyond simply meeting the basic requirements of food,
shelter and clothing. For a single person of working age, the
figure came out as £158 a week, excluding any rent or

Average |  S52 | mortgage payments. For a couple with two children, the
corresponding figure was £370 a week (see Graph 2).
To rent a modest council home, a single person would need
ow| 37 an annual pre-tax income of £13,400. A couple with two
children would need £26,800. So state benefits alone,
provide less than half the minimum budget for a single
person and only around two-thirds for those with children.
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Without a regular income most people would clearly struggle

0 10 20 30 40 50 60 to pay essential bills like mortgages, credit cards and utility
bills — let alone buy luxury items. If their illness proved short-
Source: ABI ORC survey (sample = 1047) term, some could support themselves for a time by falling
Very low income — household income below £10,000 a year back on savings. But in reality few could cope with being off
Low income — from £10,000 to £14,999 a year work for six or nine months, and certainly not — in the event
Average income — from £15,000 to £30,000 a year of a serious illness or accident — being unable to work for the

rest of their lives.
Sy e g 0 Many people recognise the need for life insurance and
have some kind of cover in place, though often far too little.
Indeed, the same ABI research cited above showed that
between 55% and 72% of all households believe life
insurance is ‘quite or very' important (see Graph 3).
Perhaps the grim inevitability of death focuses the mind.
But why should a lifetime of inadequate income not seem
equally alarming?

Couple,
two children

Couple,
one child

Lone parent,

W children How do we communicate the fact that, from the day they

start work to the day they retire, the average person has
aone in seven chance of being off work for six months or

Couple more due to illness or accident?? Are we asking the right
working age questions in the needs analysis — or are we too often
avoiding the issue altogether?
Single . .
working age We need to stress that employers will not necessarily
be there to meet absent employees' costs. We need to
I I 1 1 1 1 1 1 ! challenge people to ask their employers exactly what
© 20 ee (S0 200 20 S00 0 50 entitlement, if any, they have. In essence, we need to
introduce a dose of reality to this apparent gap in
Source: Joseph Rowntree Foundation (JRF), 2008 perception.

Do we have the right solution already?

The wide variety of products on offer in the UK market cater

for most clients' needs. A full long-term plan can provide up

to 75% of salary until return to work, or even to retirement.
72% However, it is important to explain at the point of sale how

the benefit is calculated (i.e. based on earnings at the point

of claim) so as not to encourage any false expectations.

Graph 3: Percentage of people who believe life insurance
is quite or very important, by income group

As an added benefit, some insurers offer rehabilitation
services to help claimants get back on their feet. Benefits
start after a deferred period, which can be selected, for
example, to begin when employers'sick pay ends. The longer
the deferred period, of course, the cheaper the premium.

80 Inevitably, some claims will be reduced at the claim stage if

pre-disability earnings are lower than the insured benefit.
& very important [ quite important What better reason for having an annual review to ensure
the benefit remains aligned to the customer's needs?

Source: ABI ORC survey (sample = 1047)

Very low income — household income below £10,000 a year Some plans include options for two, three or five year benefit
Low income — from £10,000 to £14,999 a year payment terms. Whilst better-off customers may prefer the
Average income — from £15,000 to £30,000 a year option of a pay-out until retirement, shorter benefit plans
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may suit others better. Seeking to cover too high a
percentage of salary could be one of the factors that
has suppressed demand in the past.

There is little doubt that the variety of alternatives on offer
creates apparent complexity and makes it harder to make
direct comparisons between products. But it should also
allow intermediaries to select a product and a provider that
ideally suits the customer's circumstances.

Comparisons with Payment Protection Insurance (PPI) are
inevitable. In practice, short-term IP with a limited benefit
payment period retains many advantages over PPI. Because
it is fully underwritten, often with defined benefits rather
than a replacement percentage of income, the client knows
exactly what cover they have. Unlike PPI, it has few if any
standard exclusions and does cover back problems, anxiety
and depression. These are among the most common causes
of claim for IP plans, but are specifically excluded by most PPI
policies.

Seizing the opportunity and taking the message

to the consumer

IP is perfectly placed to help consumers safeguard a given
standard of living, regardless of their future state of health.
But is there a conflict between selling IP and critical illness
(CI) products? The short answer is that IP and Cl are
complementary and can in most cases be sold side by side
without duplication, as they cover different events.

As part of its ICOB review, the FSA has stated that it sees no
reason why competent advisers should not advise on both
Cland IP. Its review has already identified the apparent

Start Well to End Well

Treating Customers Fairly

imbalance in the number of IP sales relative to Cl, and, should
market data suggest no change in this perceived imbalance,
this whole area could conceivably be revisited in detail.

The current expectation is for limited growth in the IP market.
But there is a general recognition that, as the Government's
welfare agenda reforms take effect from 2008, the sickness
benefits and rehabilitation arena offers a significant
opportunity for actively promoting the value of IP.

Realistically, the Government is unlikely to promote the need
for self-provision in the income protection sector in the same
way it has with its pension's agenda. But the marked shift in
policy signalled in 2006 does provide our industry with the
catalyst for a change of approach.

Despite all the challenges we have described, there has really
never been a better time to respond to consumers' need to
protect their incomes and to provide solutions that will meet
their financial needs in times of crisis. The gap between these
needs and the actual cover written suggests an enormous
potential market. Statistics on income, debt and lack of
savings provision throw this gap into even starker relief.

In a market environment where Treating Customers Fairly is
more a priority than ever, would we not be failing our
customers if we did not find ways of providing the cover so
many people desperately need?

Sources:
1 Credit Action, July 2008
2 Department of Work and Pensions, 2008
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General Manager,
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ideas on managing the claims process.

we have covered.

Our own expert speakers covered a variety of topical issues within the TCF environment
including: critical illness, defending the art of underwriting, income protection: a viable
option, optimising reinsurance costs, and our own holistic marketing approach. A synopsis
of our presentation on Income Protection appears in this edition of In Focus.

As ever, we will continue to ensure that we present our clients with the knowledge they
need to keep up to date on the key issues facing the industry both today and in the future.

Look out for future seminars featured within In Focus or contact us at
uk.marketing @ hannover-re.com to find out more about any of the topics

Our annual product development seminar took place at London's Chartered Accountant’s Hall in June. Taking Treating Customers Fairly (TCF) as its theme,
the seminar covered all aspects of TCF from initial sale through to claim.

This very successful event was well attended by protection professionals from across the life and health arena who had the opportunity to engage
in a wide-ranging discussion of some of the current key drivers in our industry.

We were pleased to have a number of excellent guest speakers from the industry contributing their experience. These included Roger Edwards,
Product Director, Bright Grey and Peter Chadborn, Principal, CBK — who covered the provider and adviser perspective — and Stuart Thomson,
Senior Protection Product & Claims Manager, HSBC Life who offered an insight into new




Hard Graft

In the following article we highlight results from one recent
large medical study and outline their implications for
coronary heart disease treatment options. In particular, we
consider how this type of medical information can inform
our decision-making on definitions and scope of cover for
critical iliness benefits.

In January this year, the New England Journal of Medicine
(NEJM)! published a fascinating study that followed
patients with multi-vessel coronary heart disease in New
York State. The patients were treated either with a
coronary artery bypass graft (CABG) or with drug eluting
stents via angioplasty between October 2003 and
December 2004, and then followed for a further year
recording any adverse outcomes. The results from the two
study groups were then adjusted to be comparable to
determine which treatment was more effective.

Even before adjusting to allow meaningful comparison, the
CABG group's experience was very similar to that of the
stenting group. This is noteworthy as the members of this
CABG group were on average older and more likely to:

be male

have a lower ejection fraction

have had a previous heart attack

have other co-existing conditions

have three-vessel disease

The adjusted results for patients with two or three vessel
disease were particularly interesting. Compared with the
angioplasty plus stenting group, those treated with
CABG showed:

better survival rates

lower incidence of subsequent heart attack

lower incidence of revascularisation (repeat operation)

Amongst other caveats, the authors said they would have
preferred a longer follow-up period, but did not believe this
would have altered their findings.

The suggestion that for certain individuals with a serious
level of multi-vessel disease CABG could be the optimum
treatment is important — indicating there may be more
CABG operations in future and, conversely, fewer
angioplasties. This view is also supported by the UK
cardiologists to whom we have spoken.

The relevance from an underwriting and claims point

of view is that we may see more people undergoing CABG
at a later age. Importantly CABG is typically included in
critical illness coverage, whereas angioplasty no longer is.
Significantly the definition of "diseased” vessels adopted
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by the NEJM study cited above — stenosis of at least 70% —
matches historical insurance definitions for angioplasty,
which require the same level of stenosis in two vessels.

Individuals developing coronary heart disease often suffer
narrowing of the arteries leading to the heart muscle. This
narrowing (stenosis) can starve the heart of oxygenated
blood, increasing the risk of heart attack.

CABG and angioplasty are both treatment options for
patients with coronary artery disease (CAD) and both are
intended to improve the efficiency of the coronary arteries.

A standard CABG operation involves bypassing diseased
arteries using grafts from elsewhere in the patient's body,
often lengths of saphenous vein from the patient's leg.
The operation involves cutting open the chest bone
(median sternotomy) and temporarily substituting an
artificial pump for the patient's own heart. This is a
serious procedure, from which a patient can expect

Graph 1: Number of coronary artery bypass operations and percutaneous

coronary interventions per year, 1980 to 2005, United Kingdom

80,000 —
70,000
60,000 —
50,000
40,000
30,000 —
20,000
10,000

0

Number of procedures per year

1980

1981
1982
1983
1984
1985
1986
1987
1988
1989
1990
1994
1995

-+ Coronary artery bypass operations

1996

1997

1998

1999

2000 —

2001 —

Source: British Cardiovascular Intervention Society (2006) www.bcis.org.uk

2002

2003

2004 —

-= Percutaneous coronary interventions

2005






with no measure of severity under an ABI+ definition. As we no longer routinely offer
payment for angioplasty, even with a significant measure of severity, to two vessels.

Highlighting future incidence trends such as those suggested by the NEJM paper is just part
of a much wider programme of research at Hannover Life Re (UK). We see sharing this
information with our clients as an integral part of our value proposition.

We expect to see an increased incidence of minimally invasive CABG procedures replacing
some proportion of single vessel angioplasties. We will follow the trend towards CABG for
multi-vessel disease with interest and, of course, share our observations with you in future.

Providers and reinsurers in a competitive market like ours will always look to improve
definitions and benefits as they seek new ways of differentiating themselves.

In general we support these initiatives — though it is worth stressing that simply adjusting
the wording of a definition does not always mean that more claims will be paid.

We can and do support ABI+ definitions for Aorta Graft surgery, Coma, Heart Attack and
Heart Valve Replacement or Repair. However, for the reasons set out above, we would be

reluctant to support the ABI+ CABG definition for 100%
benefit, but feel that an alternative wording would have
more merit.

With this in mind we would be happy to support the inclusion
of minimally invasive CABG as a separate condition with a
stated measure of severity e.g. stenosis. We are also willing

to cover angioplasty for a reduced payout — either as a

rider benefit or within a tiered benefit product, ideally
packaged with complementary cover such as minimally
invasive CABG.

We believe our approach of extending cover even if this is
for a reduced payout goes some way to addressing the
inconsistencies in the scope of cover within the current
product. It would be difficult to explain to policyholders
why payment for angioplasty was denied to them when
both operations treat the same type of disease and their
disease may have been more severe.

If you would like to find out more about research
developments at Hannover Life Re (UK), we will be happy
to tell you more and to outline our ideas on other product
developments.

Source:

1 Drug-Eluting Stents vs. Coronary-Artery Bypass
Grafting in Multivessel Coronary Disease (Hannan
et al NEJM vol 358 no4 Jan 24 2008)
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Managing Director David Brand celebrates 20
years at Hannover Life Re (UK) this year. Since

he arrived in 1988, David's responsibilities have
included diverse roles ranging from appointed
actuary to head of the marketing division. He
became a director in 1990, was appointed deputy
managing director in the mid-90s, and managing
director in 2003. He has played an instrumental
role in generating the impressive growth that has
seen our business grow from £5.6m premium
income in 1988 to £136.5m in 2007.

David comments: “I have always believed very
strongly in our business philosophy of being
customer focussed and committed to working
with our clients in an open partnership. It is
gratifying to see how this has helped establish
us as one of the UK's leading reassurers. On a
personal note, | would like to thank all the
members of the team | have worked with over
the last two decades. | believe we are extremely
well placed today to achieve further success over
the next 20 years."

We hope you enjoy In Focus

and we welcome your feedback,
please forward

any comments to Kirsteen
Grant. If you wish to be

added to our mailing list
contact Kirsteen on

01344 846833 or email
uk.marketing @ hannover-re.com.
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