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The Australian life insurance industry continues to grow and now amounts to $11bn of in-force premiums .

The retail life insurance segment makes up over 60% of the life insurance market . Within that segment, IFAs make up about 60% of
its sizeand direct business makes up about 10% of its size.

The industry isgrowing at over 10% per annum and this isexpected to continue because of high underinsurance levels, investment
in the sector, population growth and growth funded from rising superannuation savings.

11 active insurers are competing across 4 dominant channels being | F Aldaek, distribution, group insurance and, more recently,
direct distribution (mainly DRTV)

4 major reinsurers are operating actively to support these insurers (there are 2 smaller reinsurers). One reinsurer is participating
directly in both the group insurance and direct insurance channels . Another isparticipating directly inthe 6 d i r eharing .

Despite the high growth in premiums, profits are not strong, with only retail life cover enjoying healthy margins.
Retail IPand group insurance profits are very weak and lapse rates are generally high across all lines.

Compounding this isthe run off of large profitable legacy portfolios (both wealth and life) that enjoy relatively higher profit margins
than newer business.

The high premium growth and low profits are likely to clash soon, with price increases the likely consequence
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A Australian consumers remain largely apathetic towards buying life insurance but this iscommon across the world . The understanding
of how life products work is also low. Unless cover isautomatically granted via arrangements like employer superannuation funds,

consumers often need to be 0 s o linduéance via channels including advisers and telemarketers .
A Thetype of product sold is often channel specific . For example

A IPand trauma sales are dominated by advisers
A TPDsales are dominated by group insurers

A CCI sales are dominated by banks

A Funeral products are dominated by DRTV

A Accidental death cover products are sold mainly via TM

A Life cover (for death) isthe only common product that stretched successfully across all channels

A Product competitiveness plays a very small role in channels where sales are sold directly to retail customers. The type of direct
distribution channel that is adopted isthe largest influence on success.

A The internet remains an unattractive channel for consumers to buy life insurance, because consumers often do not 0 s e eifsdrance
and because of the low levels of understanding, and this has also limited the amount of competition in the direct channel .



A
A
A
A

Actuaries
Summit
get involved,
get ahead

20-21 May 2013 Actuaries
Hilton Sydney Alnstllute

The retail advice channel iscompetitive and reasonably efficient .

Commission rates are largely consistent across insurersand so are underwriting medical limits.

The product design is also largely similar across insurerswith limited examples of competitive advantage

Premium rates can vary widely from insurer to insurer depending on cover amount, age and type of cover . Insurers can be very
competitive in one segment and poor in another . Few insurers seem to be consistently competitive and there appears no rational
strategy for this. Thisis arguably the least efficient segment of the industry (partly caused by history, system constraints and lack of

data) .

Control of distribution, relationship management, and underwriting service levels continue to play crucial roles in determining adviser
support levels, and this islikely to continue .

Recent and ongoing technology investments have meant that the industry has moved out of the 0 d a mlg e sadd now offers
contemporary services such as on line applications and self service websites associated with most retail industries.

Banks remain dominant players in the advice segment . However, some may slowly withdraw from the IFA sector and replacing these
sales with sales from in-house bank planners . Accordingly, the Bank channel has grown recently whilst the IFAchannel has not.

Superannuation continues to emerge as a dominant funder of life insurance premiums and thisisexpected to continue .



The superannuation

industry sizeis$1.4trand some have projected itto grow to $3tr by 2027

It is expected that there will be a move to personal super arrangements (as opposed to
corporate arrangements) which may favour retail funds and industry funds

Corporate funds (incl employer super) are declining in popularity because of choice of fund
and other reasons

SMSFgrowth has been dramatic but it might slow because of contribution caps, people
opting out at retirement phase and equivalent features being available in retail products

Retail funds could gain some ground on the typical
products

industry fund territory with MySuper

The superannuation wealth sector will dominate the non superannuation sector

Asset management istrending towards in house solutions in the short term
Advisers/planners  will
independent  boutiques
economic barriers to entry

gravitate to manufacturers because of FoFA with some small
remaining . Planner numbers are unlikely to grow because of

Uncertain outlook regarding product development including the introduction
solutions (possible developments for deferred annuities)

of longevity

Face to face advice will stillbe the preferred medium used by consumers but other methods
including the phone will risein usage

Piece by piece, as opposed to holistic advice will be the most popular form of advice

Retail growth

Hilton Sydney

Actuaries

Summit

get involved,

get ahead .
20-21 May 2013 A}ctua Warlos

Superannuation market share in Australia (%)

M June 30, 2012 340
W June 30, 2027 (forecast) 315
296 28.2
24.8
19.4
15.1
13.0
4.4
| F

Corporate Industry Public Commercial Self

funds funds sector funds managed

funds super funds

 Total market Strillion
at June 2012

N $1.40

at June 2017

N $1.90

at June 2027

SOURCE: RICE WARNER
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The age pension represents lessthan 40% of the average Australian wage

As more money emerges from the accumulation stage of superannuation, the age pension will become less relevant

There is already as much being paid from super pensions as being paid by the government for age pensions

Post retirement assets will increase as a percentage of all super assets (to approx 30% within 10 years)

The percentage of retirement proceeds being paid as pensions isrisingand isnow a similar amount to lump sums. Thisisexpected to rise.
The home remains the main source of wealth for retirees. Most retirees will own their home outright on retirement .

Retirees will enjoy a rapid risein relative wealth compared to non retirees over time .

Therisein the wealth of retirees provide numerous planning and product opportunities .

Associated with the rise in the number of retirees will be a rise in the need for aged care services .

The majority of care currently takes place in the home and this trend will continue .

However, there will still be a high amount of usage of residential aged care services. These are expected to take place later in life and will have relatively short duratio ns
(commonly acute care and commonly for lessthan one year, and at a very high cost).

Aged Care Legislation ischanging more towards a user pays system which means higher costs for some, but also choices in how to pay for care (no longer forced to pay
upfront bonds) .

Whilst superannuation balances and using home equity (via sale or reverse mortgage) will help fund aged care costs, there isan opportunity for an insurance product to
fund costs for self funded retirees when the costs peak at a time of severe frailty. However, it should be noted that these have not been successful overseas.
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A In force annual premiums of $11bn at June 2012, consistently growing at

11 Dominant Life Insurers
0,
over 10% per annum Swiss Re
_ AMP Munich Re
A Retail makes up approx 2/3rds NAB RGA Re
> CBA Hannover Re
A Group makes up approx 1/3rd TAL Gen Re
ANZ SCOR Re
A 11 dominant life insurers AlA
Suncorp 2 inactive (for life
. . . K
A 4 dominant reinsurers and 2 smaller reinsurers NI AR
Zurich Challenger
. L . . Macquarie Gerling Re
A 13 friendly societies that are capable of transacting some business but are Cle;rwew
very small and insignificant
Metlife
HCF Life
Allianz
St Andrews
GE Life
ACE
QBE life insurance

Sources : Plan For Life and APRA
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Gap In $ billions on an Income Replacement
Basis d June 2010

8,000
6,000
4,000
2,000 -
0 - . . ———
Life Cover Permanent Disability  Income Protection
Cover Cover Source : FSC

Despite the fact that almost every working Australian has a level of life insurance cover within their superannuation, Australia has proved to be one of the most
underinsured nations in the developed world .

A 2008 survey by the Australian Institute of Superannuation Trustees (AIST)and Industry Funds Forum (IFF)revealed that “"one in two industry fund members were
underinsured by $100,0000r mor e 6

Rice Warner Actuaries estimate that life insurance cover within super ison average only 20% of what isneeded .

Research commissioned by IFSAin 2005 showed that only 4% of Australian families with dependent children have adequate levels of insurance cover (that is 10
times earnings as recommended by Rice Warner Actuaries) . Thismeans that Australian families are critically underinsured to the tune of $1.37 trillion.



Group risk has grown at the fastest rate, caused by the increasing funding pool created by mandatory superannuation contribut

In force mix

® Retail lump sum Retail lump sum 9.9%
¥ Retail IP Retail IP 10.6%
= Group risk .

Group life 15.6%

A Rice Warner Actuaries Risklnsurance Market Projections Report 2012 released 9 Jan 2013.

A Public sector superannuation and employer master trust insurance will grow more slowly than
other segments . For employer master trusts this reflects the shift to personal superannuation as
a direct consequence of changing superannuation legislation .

A Riskinsurance sold through personal superannuation will grow 5.5% per annum in real terms,

faster than in previous research and reflecting the growth of bank -developed 61 eevo st 0
superannuation products to compete directly with not-for-profit funds.

A By 30 June 2027, 53% of the market (in terms of amount of cover) will be retail business and
47% wholesale business. Thiscompares with 449% retail and 56% wholesale at 30 June 2012.
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Source : Plan For Life

Retail share of

industry £304
0

44%

2012 2027



Total Risk Premium Inflows

$millions

AMP Group

National Australia / MLC Group
Commlinsure Group

TAL Group

OnePath Australia Group

AIA Australia

Suncorp Group

BT / Westpac Group

Zurich Group

Others

Total

Year Ended
Jun-12

1,703.1
1,502.9
1,484.8
1,442.9
1,240.1
1,179.8
655.5
564.3
263.0
899.7

10,936.1

Annual
Growth

8.9%
3.8%
21.6%
16.2%
3.0%
33.5%
-6.9%
18.3%
7.5%
14.2%

11.9%

Market
Share

15.6%
13.7%
13.6%
13.2%
11.3%
10.8%
6.0%
5.2%
2.4%
8.2%

100.0%

Source : Plan For Life
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Risk Inflows

O Group Risk
| Individual Risk Income
B Individual Risk Lump Sum

$billions

1/
7

2003 2012
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Total risk in-force premium (A$m) and growth (%)

$m
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Source : Credit Suisse

/

In-force growth back comfortably above
10%, but has moderated slightly from
September — now running at 10.9%
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A4 active reinsurers reinsuring about 25%* of the Australian market

ASwiss Re
ALargest
AVery strong in group risk and direct
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ASwiss has relationship with Medibank, Woolworths and Freedom for direct

AHas potential to grow retail life advice

ARGA
AsSecond largest
Astrong in group and life advice

AMunich
AMain player in life advice

AHannover
AA odirecto reinsurer
ADirect group insurance (ie not via a reinsurer)
ADirect life insurance via Hollard partnership

* Own research

Group insurance Swiss, RGA and Hannover

Retail life advice Munich and RGA

Direct life Hannover and Swiss

13
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14

Data as at 30 June 12



Actuaries
Summrt

20 21 May 2013
Hilton Sydney

Only one sector (retail lump sum) is consistently profitable

$500

$450 IA\
$400 A
$350 A\ /\ [\ . .
/ \ / \ / \ me Individual Disability
zzgg / \ /r_J \ / \ Group Disability
Z $200 / \ L / ividual Lum

$150 / \ / - == Group L&mp Sum
$100 \ / \ /

$50 —_— Highest

$0 LV m . growth but
$50 &3 33 9= no profits !
-$150

Source: APRA Quatrterly Life Insurance Performance Statistics 15
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Net profit margin on insurance premiums™ (% of premiums)
Year ended [l 2009 [l 2010 2011 W 2012

: Individual disability:  Group disability — 30
: income insurance : income insurance

- : 20
- : - 10
_ . - 0
Individual lump Group lump M "

— sumrisk — - Sum risk -

:|||5..||;.|||:.||_:| = lelliI_Ii_ll:l_li_ll-llll;.ll_
2:09 10 11 12 :09 10 11 12

SOURCE: RICE WARNER
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09 10

“betore t

A Based on an AFRarticle on 15 January 2013:

In Dec, the $3 billion Media Super scheme raised insurance premiums by an average of 45 per cent for its 110,000 members

About sixindustry funds recently lifted the cost of insurance premiums .

Premium risesof 30 per cent to 40 per cent have happened at several industry funds, including the Professional Associations Super Fund.
Industry sources said the 45 per cent rise in insurance premiums at Professional Associations Super was due to a blow -out in poor claims
experience .

To o T I

Institute
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Credit Suisse released a report that highlighted the history of profit margins and lapse
rates for the major life insurers over the past decade. This is shown in the graphs below.

Life insurance margins of listed entities have declined in recent halves

A~
3 e ) . . L " the rise for all pl torm lif CREDIT SUISSE
Profit margin including experience (% average in-force premiums) — by half apse rates on the rise for all players (term life)

5% 20.0%
30% 17.5%
25% 15.0%
20%

15%

10%

5.0%
§ t§ F £t ®F £ § 5 § 5§ ¥ T F £ ® E § § § &
5 8 & £ £ B &% 8 & &8 & & £ &8 2 = &£ = = &
NAB CBA ANZ TAL AMP Total
Source: Plan for Life, Credit Suisse estimates Source: Plan For Life, Credit Suisse

As seen in recent company announcements, it isinteresting to note how margins have
fallen over the recent years. Thisispartly driven by lower margins on group risk business
and problems in both group and retail income protection business.
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08 November 2011
Press release
Page 4/12

Munich RE

The earthquake that struck Japan on 11 March and subsequent tsunami still
constitute the largest loss event to date, causing insured market losses of
around €21bn and costing Munich Re around €1.5bn net before tax. The largest
loss event in the third quarter was Hurricane Irene. Based on Munich Re’s
preliminary estimates, Irene caused insured losses in the order of US$ 7bn in
the Caribbean and the United States. Munich Re estimates the pre-tax net
burden for the Group to be €195m. The two earthquakes in the region of
Christchurch, New Zealand, impacted Munich Re with around €1.1bn net before
tax. According to current estimates, the consequences of the January floods in
Brisbane, Australia, will cost Munich Re arcund €200m. In Copenhagen, intense
rainfall on 2 July 2011 led to flooding, with a pre-tax net burden of around €50m
for Munich Re_

Premium income grew by 13.3% in the first nine months year on year and
totalled €20.0bn (17.6bn), with €6.6bn (6. 1bn) accounted for by the third quarter.
Adjusted to eliminate the effects of changes in exchange rates, premium volume
would have increased by 16.2% in the first three quarters. In property-casualty
business, Munich Re recorded premium growth of 9% to €12.8bn (11.7bn) from
January to September and posted premiums of €4_3bn (4.0bn) in this segment
for the third quarter. In motor business, premiums showed a year-on-year
increase of €243m to €925m in the third quarter, mainly due to Munich Re
concluding large-volume quota share treaties in Asia. Munich Re also
participated to a substantial extent in an insurance solution providing the

Mexican government with cover against natural catastrophes. In life reinsurance,

Munich Re continued to benefit from brisk demand among insurers seeklng
capital reli b rowth in
remiums written in this segment rose by around 21.7% to €7
in the first nine months. Munich Re strengthened its reserves for Aushallan
disability business by approximately €150m; cases of disability are becoming
more expensive market-wide in Australia due to a significant lengthening of run-
off periods.
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Chart 12: Life Insurance experience profits ($m) Life experience losses were the largest

contributors to earnings misses by far
$m

: AMP's $12m experience losS
reported for 3Q11, industry claims
experience — driven mainly by Income
Protection claims —should comfortably
exceed $100m in C2H11

m 1H10 = 2H10 1H1 m2H1

Source: UBS estimales, Company data
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le legacy

Source : Plan For Life

Growth only taking
place in life risk
insurance

Legacy risk and wealth products have much higher margins than new products . As these

products run off, they need to be replaced by much higher salesto maintain absolute profits

PGty
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