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« New business sales update

« Experience update

 Association of British Insurers ("ABI") activity
 Currentissues in the market

 Product development activity

e Q&A
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 Declining house sales/mortgage market
 Negative press regarding Cl claim payments

o Perception that Cl definitions are difficult to define
and understand
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« Methodology
 Datavolumes
« Experience (to 2006)

Source: AP Current Issues in Healthcare, October 2009, CMI
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CMI Cl data / analysis problem:

— Claims collected by year of settlement; diagnosis date often
unknown; material lag from diagnosis to settlement

Start with the known in-force and settled claims
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Source: AP Current Issues in Healthcare, October 2009, CMI
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« From known in-force, estimate prior years in-force
— Roll back known data (over time, age and duration)

— Add back an estimate of business exiting before census
In Force
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Source: AP Current Issues in Healthcare, October 2009, CMI

INTERNATIONAL CONGRESS OF ACTUARIES | 7-12MARCH 2010 | CAPE TOWHN




- methodology

Cl Experience Summary ae. or Saey

d

N
|C/11 2olo C,'lﬂ

In Force
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« From the in-force, estimate exposure in each year, then
estimate diagnosed claims by year (at each age &
duration) using an initial set of claim rates
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« From estimated diagnosed claims by year, estimate settled claims by year (by age
& duration) using an assumed claim development distribution

Diagnosed Claims Estimated Settled Claims
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NB Max interval from diagnosis to settlement= 2 years in this illustration

Source: AP Current Issues in Healthcare, October 2009, CMI
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« Compare estimated settled claims with known settled claims by year, age and
duration
Estimated Settled Claims Settled Claims
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« Can be used to present the ‘adjusted’ results (for a given base table and claim
development distribution)

« Can iterate assumption regarding claim rates to derive a set of ‘best fit’ Cl claim
‘diagnosis’ rates

Source: AP Current Issues in Healthcare, October 2009, CMI
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Exposure and Claims by Calendar Year
All ages, genders, smoker status and durations combined
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- results by year
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Accelerated CI; Settled Claims; A_E using CIBT93
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35%

30%
25% +—
AN Unadjusted
15% 41— @ Adjusted
10% 1+—
5% 1 —
0% . . . . . .
0 1 2 3 4 5+

Curtate Duration
Source: AP Current Issues in Healthcare, October 2009, CMI

INTERNATIONAL CONGRESS OF ACTUARIES | 7-12MARCH 2010 | CAPE TOWHN

Actual as % of Expected




Cl Experience Summary

)7 Vamy |
— results by age band et s S
'C”ﬂ 2Lolo C/lﬂ
Accelerated ClI; Settled Claims; A_E using CIBT93
Adjusted Results; All durations combined; 2003-06
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 Purpose of Statement of Best Practice ("SOBP"):
— Security
— Comparabillity
— Clarity

o September 2009 consultation:

— Malin change proposed was to set model definitions
for Total and Permanent Disability ("TPD") based on
the underlying medical reasons for the claim
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« TPD is now covered by the majority of Cl policies

« TPD claims account for a relatively low proportion of total
Cl claims (approximately 3% based on ABI statistics)

 55% of these claims are declined (based on ABI
statistics)

* A significant proportion of complaints go to the Financial
Services Ombudsman Service ("FOS")

« Most decisions - "the claims made by policyholders are
simply not valid under the policy conditions”

e TPD claims often take a considerable amount of time to
assess
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o Currently there is not ABI model definition for TPD
« Each insurer is able to use its own definition
 Current definitions include:

— Unable to do a person's "own" occupation

— Unable to do a person's "any" occupation

— Unable to perform a defined number of specific tasks

e Confusion with income protection ("IP") products which
also use an occupational definition for disability

« What is meant by "total" or "permanent" in the context of
disability cover?

e TPD used as a "catch all"
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o A set of specific model definitions with clear
descriptive headings covering each of the main
underlying medical reasons for the TPD claims

e Aim:

— Provide a similar level of TPD protection but with
greater clarity on what is and is not covered

— Clearer distinction between CI and IP policies by
removing definitions based on occupation

— Also proposes a new model definition for "loss of the
physical ability to look after yourself"
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Underlying medical reasons for TPD claims

Respiratory
problems, 6% Accidents, 10%
Arthritis, 12%

Other causes, 23%

Back disorders,
24%

Neurological, 7%

Depression and
mental illness, 18%

Source: ABI
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« The new approach is addressing the right and difficult
Issues

e Itis clear that some changes are required to improve the
clarity of TPD (for policyholders and advisers)

« The new approach appears to be quite onerous for cover
that ultimately results in a small number of claims

 Perhaps a more pragmatic solution:
— Greater focus on consumer education
— Greater focus on adviser education

> Fewer contested claims
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 Medical definitions versus insured definitions (which
have introduced technical medical jargon)

e Non-disclosure
* "Price War":

"Protection has never been so affordable”
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« Premium reductions if an exclusion (eg bad back,
multiple sclerosis, negative family history)

 Increase in maximum sum assured (eg £2 million)

 "New" conditions, eg aplastic anaemia,
cardiomyopathy, encephalitis, liver failure,
progessive supranuclear palsy
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Sue Elliott

Towers Watson
+44 (0)1737 27 4099

sue.elliott@towerswatson.com
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