The Actuarial Profession
making financial sense of the future

Enough about critical
Iliness trends
bout a cycle?)

The insurance/underwriting cycle

They said

* “Managing the insurance cycle remains the most
important challenge facing the global insurance
industry”

Lloyds underwriter research report 2006
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What are we talking about?

120%

100% N

60% T T T T T T T T T T T
(o2} o — N ™ < To] © N~ (e} (<2} o
(o2} o o o o o o o o o o —
() o o o o o o o o o o o
— [Q\ [Q\ N [Q\ N N [Q\ N N [Q\ N

— Guaranteed CI| Premiums

Source: Lifesearch .

Trend or cycle?
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What we’ll be discussing

The underwriting cycle and its significance
Cycle drivers

The current Cl market

Lessons from general insurance

One final thought

What we’ll be discussing

The underwriting cycle and its significance
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The Underwriting Cycle

Lower Profitability Low Prices
. Low Profitability
Fewer Compeﬂtors_] Low Supply
Competition Drives Demand Outstrips Supply
Price Down Prices Rise

Supply Exceeds Demand C-j Higher Profitability
Still Competitive Market Greater Competition

The Underwriting Cycle
» Aviation premiums follow a typical P&C underwriting cycle
* Other examples include:
UK Motor Underwriting Cycle
100%
o 90% //\\ //\\
B
g 80% //\ \_/—N/
O 70%
60% T T T T T T T T T T T T T T T T T T T T T T T T T T
[32] wn N~ [ — [s2] wn N~ [«2) — (a2} wn ~
[ce) [ce) [ce) [ce) (2] (2] (2] [« [«2) o o o o
(=) (=) (=) (=) (=) (=) (=) (=) (=) o o o o
— — — — - - - — — N N [sV) N
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Source: ABI .
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“Commentators continue to talk
of the underwriting cycle.

As far back as 1981, even Warren Buffett had concerns about the
underwriting cycle for his business

Could such a cycle exist in our market? How aware are we?

What might the implications be?

image used under a Ci
uploaded by user talk h com/photos/talkradionews




A protection market shock.....

60% of the
population may
become infected!

( 20% of the

A population of 62m

¢ 60% infection rate
*  50% of those infected show symptoms

*  Mortality rate of 0.35% of those who show symptoms

62m * 0.6 * 0.5 * 0.0035 = 65,100 Deaths From H1N1 Virus

Source: Guardian.co.uk

What if....

Some hypothetical assumptions:

e ‘Typical' Morbidity rate 0.9 per mille

e ‘Typical’ Mortality rate 0.3 per mille

e ‘Swine-Flu’ Mortality rate 1.05 per mille (0.6 * 0.5 * 0.0035 * 1000)
*  £1m Sum Assured

¢ No Short Term Cure!

+88%
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So what market effect....
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Unlikely as price rarely follows
actuarial cost in a cycle

More likely scenario driven by
changes in Supply

Source: Lifesearch .

What we’ll be discussing

Cycle drivers
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Supply & Demand

Shocks September 11t; Hurricane Andrew

In 2003, US P&C insurers forced to “top-up”

Claims losses/profits reserves by $20bn.

Uncertain ultimate claims cost

Pricing Uncertainty e.g. liability for asbestosis

New entrants, capital allocation and reward
strategies

Supply & Demand

Image used under a Creative Commons license
Uploaded by user ‘thespeak’ http:/www.flickr.com/photos/thespeak/122660947/sizes/m/

Availability of capital

Key drivers of an underwriting cycle

Supply & Demand

Shocks September 11t; Hurricane Andrew

In 2003, US P&C insurers forced to “top-up”

Claims losses/profits reserves by $20bn.

Uncertain ultimate claims cost

Pricing Uncertainty e.g. liability for asbestosis

New entrants, capital allocation and reward

Availability of capital strategies

Could similar factors also drive a critical illness cycle?




18/05/2010

What we’ll be discussing

 The current Cl market

The insurance/underwriting cycle

They said

* “Managing the insurance cycle remains the most
important challenge facing the global insurance
industry”

Lloyds underwriter research report 2006




The past 10 years
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Could there really be a Cl cycle?!
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* Where will we be in 20157
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Recent prices have shown another downward trend

Why?
* Price versus cost in an underwriting cycle
* Margin underlying price

* Some initial research:

the scope of cover
— claims paid

available capital

— risk controls

20
Certainty of future claims cost
(Expanding scope of cover)
Percentage of companies covering each of the previously ABI-
designated ‘additional’ conditions.
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Paralysis

Loss of Limb
Terminal lliness
Blindness

Aorta Surgery
Heart Valve

Motor Neurone
Parkinsons

Third Degree burns
Loss of Speech

Source: GEIS Critical
lliness Claims Survey
2006
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Expanding scope of cover
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» Fewer claims declined, but price goes down

Sources: Lifesearch;
Swiss Re Claims Watch
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Availability of capital
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» Capital available to write other long term insurance

Source: Lifesearch

Improving risk management
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What does this tell us about a Cl cycle?

Is price determined by cost or supply?

Driver Cost Price

Evidence of cycle?

Price and market entry/exit ” I & 1 \/
Increasing scope of cover I I & 1 v X
Fewer declined claims I 1 v
Availability of capital in early 2000’s 1 I X
Improving controls l 1 X

e More work required!

What we’ll be discussing

Lessons from general insurance

18/05/2010
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Lessons from general insurance

There’s plenty of advice out there!

* Don't follow the herd

* Investin good risk management tools

* Don't let surplus capital dictate strategy
* Redeploy capital if margins are thin

* Smarter employee incentives

« and many more...

Managing the Cycle — How the Market can take control — Lloyd’s

One final thought

If you take one thing away from today’s session...

18/05/2010
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Demand for critical illness insurance
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 Downward sales trend since 2002
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Health Watch 2004-2009

A different kind of future proofing

Since the previous price increase, sales have not recovered

Price cuts do not appear to have stimulated volume

Do we agree?

* Cl addresses a need and has a place in the market

» The industry has a responsibility to develop a sustainable product

— if there is a cycle, would the product survive the next one?

* Recent customer focus (TCF) is only half the battle

— appropriate risk and product management also

Is the product today a more robust, sensible model than in the past?

key

18/05/2010
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Thank you

Any
questions?

Disclaimer

This presentation is for information purposes only and contains non-binding indications
as well as personal judgment. It does not contain any recommendation, advice,
solicitation, offer or commitment to effect any transaction or to conclude any legal act.
Any opinions or views expressed are of the author and do not necessarily represent
those of Swiss Re. Swiss Re makes no warranties or representations as to this
presentation’s accuracy, completeness, timeliness or suitability for a particular purpose.
Anyone shall at its own risk interpret and employ this presentation without relying on it
in isolation.

In no event will Swiss Re or one of its affiliates be liable for any loss or damages of any
kind, including any direct, indirect or consequential damages, arising out of or in
connection with the use of this presentation.
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