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INTRODUCTION

Is unemployment an insurable risk? This might seem to be on odd question to ask in a paper about unemployment insurance!
However, the first General Insurance Research Organisation (GIRO) conference | attended in 1994 asked this very question to a
roomful of actuaries. Surprisingly the overwhelming responsewas ‘no’ even though unemployment had been underwritten in the
UK for over thirty years. Thismight well be areflection on the timing with which thiswas asked: in 1994 the UK wasjust coming out
of recession and many Insurance Companies had lost alot of money offering unemployment cover. If you ask the same question
today, | expect the answer would be quite different. Today, unemployment isat an all timelow and far from being uninsurable due
to excessive anti-selection is perhaps uninsurable due to lack of need (demand)!

This paper explores the reasons why unemployment insurance is a different type of risk to many other personal lines covers and
showswhy theriskisreal. It isaimed at actuariesworking in Insurance, Product Devel opment Actuariesin particular, and not just
creditor specialists. It looks at all the risksthat are covered under a creditor policy, not just the unemployment cover.

The paper is divided into three parts

l. UNEMPLOYMENT PAST
Section 1 provides abrief history of the creditor market in both the USA and the UK.

I. UNEMPLOYMENT PRESENT
Sections 2 to 6 describe, in general terms, the creditor product and the marketsin whichiit is offered.

Sections 7 to 12 cover the actuarial aspects of product pricing and reserving for creditor insurance.
1. UNEMPLOYMENTFUTURE
This part of the paper isthe one we hope will generate the most discussion at the meeting in Staple Inn. Sections 13 — 18 identify

anumber of potential opportunities and threats for unemployment insurance. In particular the impact of the next recession, the
withdrawal of the State from welfare provision, future regulation and opportunities arising from Stakeholder Pensions.
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l. UNEMPLOYMENT PAST

This part of the paper tracesthe history of creditor insurance from its beginningsin the USA toitsarrival in the UK, highlighting
major milestonesin the product’s devel opment.

1 History of Creditor

Personal lending started in the USA at the turn of the century. At this time banks would not lend money without security, which
most people were unable to provide. Arthur J. Morrisis credited with being the founder of both consumer lending and credit life
insurance. He set up abank in Atlantain 1910 organised on the concept of lending money based on the character and earnings of
the borrower. A number of Morris Plan Banks sprang up around the USA based on his principles. These banks have now evolved
in to the banks and finance houses we know today.

Morris U 3s a need for insurance on the loans, the loans could be recovered from the co-borrower on a
borrow ; 1pleasant task. Morris approached anumber of Insurersto providelifeinsurance cover onthese
loans; ‘ested, asthere was no dataon which to base pricing. Soin 1917 Morris set up hisown Insurance
compar ce Society, which had the motto “No man’ s debt should live after him”.

In 192¢ ngfield, Ohio formed the Credit Life Insurance Company. This company issued the first group
creditol 1sthe basis of modern creditor policies seentoday. By 1931 therewere only 4 companiesoffering
creditol \Jational Association set up its own creditor company, CUNA Mutual. Within two years CUNA
Mutual der of creditor insurance in the USA. Today the number of creditor insurance providers is
approxi

Creditc know it today, appeared in the 1960s and 70s. The earliest example we have been abletofind is
apolic wing illustration shows a Payment Card issued in 1961 by RIGP (Raleigh Industries Gradual

Payments, asubsidiary of LIoyds TSB).

T e e = —
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i
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r
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s 3359

HE EVENT OF ACCIDENT,

¥

The policy is printed on the reverse of the Payment Card and is shown below. Thisis the policy in its entirety; it is quite short
compared with the Plain English policy booklets of today. This is one of the earliest ‘modern’ creditor policies and the cover
includeslife, disability and unemployment. The benefits and the exclusions are similar to those we see today.

3

oY NOTICE RELATING TO INSURANCE’
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The consumer [oan compani eswho were subsidiaries of the US|oan companies and money shops began offering creditor insurance
in the 1970s. It was also partly dueto strict credit controls being imposed on finance houses forcing them to concentrate on their
bottom line profit rather than turnover. Trustees Savings Bank introduced creditor cover on its personal |oan businessin the early
1970s but other banks did not follow their lead.

The 1980sinthe UK saw the expansion of creditor into theretail credit card market and the mortgage market. The Bank of Scotland
was thefirst of the big high street banks to offer creditor cover in 1981 having seen how profitable it was to their Finance House
subsidiary, North West Securities. They were soon followed by Barclays Bank and National Westminster Bank and later by the
other major clearers.

The building societies had been slow to offer creditor insurance, they were strongly traditional and being mutual organisations
they preferred to provide benefits for members on a non-profit making basis. The Furness Building Society wasthe first building
society to offer acreditor schemeto itsborrowerswhen it mailed an accident and sickness cover in 1982. The Cheshire, Birmingham
Midshires and the Britanniafollowed them.

The positioning of creditor insurance by the insurer to the lenders was that profit could be gained, both from the commission
earned and the fact that the premium would be charged to the loan account to cover the period of the loan. This meant that the
lender aso earned additional interest charges. Monthly premium products were not a major feature of this market until the late
1980s.

Lenderswere hit hard by the recession of thelate 1980s/early 1990s because only asmall proportion of their borrowershad creditor
cover. Sincethen they have promoted creditor heavily, initially to protect themselves against arrears. Now theincome from creditor
commissionisamajor income stream for lenders.

Today virtually every lender will offer some type of creditor scheme on its lending activities; it is very rare to find aloan book
without creditor cover.



I UNEMPLOYMENT PRESENT

This part of the paper provides a snapshot of where we are now, looking at the structure of the market and the products that are
currently being offered. The actuarial aspectsof pricing and reserving are covered, along with the social, legal and taxation aspects.

2 INSURANCE PROVIDERS

written under a number of long term and short-term classes. The provider needs to be either a composite insurer with life and
general licenses or to have separate life and general insurance companies within a group.

2.1  Specialist Providers

Companiesthat specialisein creditor will have expertise in managing creditor schemesin both good times and bad. They have to
be experts as the success of their business depends on it. Aswell as expertise in product design and pricing, good administration
systems are essential for efficient handling and management of claims. Most specialist companies have developed their own
bespoke claims handling systems. The proprietary systems available in the market are generally unsuitable for creditor, having
been designed with annually renewable motor or household policiesin mind.

2.2 LargeCompositelnsurers

For these insurers, creditor is a relatively minor product line that often supports the distribution channels for other lines of
business, such as household. Some composites have specialist creditor units that on a day-to-day basis operate like a specialist
provider. However, even these companies may beinfluenced by the changing economic cycle and maybe not be fully committed to
the creditor market over thelong term.

2.3 Lloydsof London

During the 1980s there were a number of Lloyds syndicates that would provide rates for creditor insurance. The structure of
Lloyds, and the need for brokers, meant that the lender had little direct accesstotheinsurer. A feature of the LIoyds market isthat
theinsurancesthey provide are very pricedriven. Thismeant that through the recession in the early 1990s many of the syndicates
withdrew from the market.

Thereis only one Lloyds syndicate that has been consistent in providing creditor insurance and as such has devel oped in-depth
knowledge of themarket. 1t wasone of thefirst to recognisethe potential negativeimpact on claimsexperience of providing cover
that did not exclude mental illness or backache.

2.4  Captives

A number of large lending organisations have their own captive insurance companies. Some of these are reinsurance companies
whilst othersaredirect writers. During the 1980s alot of banksand building societies set up life and general insurance subsidiaries.
Lenders set up captives in order to share in underwriting profits and investment income. Today there is little benefit in these
compani es setting up acaptive, asthelargest lenderswill benefit from profit sharing arrangements. Thevery largelenders might get
ashare of investment income aswell. Some of these captive operations have been set up off shorein locations such asthe Channel
Islands, Isle of Man or Dublin. An offshore captive haslower solvency requirements and benefits from tax advantages. However,
UK Tax legidation, notably controlled foreign company and transfer pricing legislation, haslimited the tax benefits.

2.5 Reinsurers

Reinsurance in the creditor market israre, other than reinsurance to captives and for large life risks. Stop Loss cover is available
fromtimeto time but isnot generally used and may not always be available. Aswith thelarge composites, creditor isoften afairly
minor linefor reinsurers. In fact reinsurers sometimes act asintroducers of businessto the creditor specialistsrather than the more
conventional relationship!

3. MARKET SZEAND COMPOSTION

In this section welook at the size of the market in terms of gross written premiums and the composition of the market in terms of
market share by type of lending and also by type of provider.

3.1 Market Size

The size of the creditor market is notoriously difficult to estimate. UK Institutions tend to be reluctant to reveal figures. The DTI
returns can provide someinformation about what theinsurers have written. However it isdifficult to identify creditor separately as
thelarge compositeswill have anumber of different lines of businessfalling in to the same classesas creditor. Looking at it from the
other direction viathe lendersis also difficult, aslenders do not publish information about the volumes of creditor that they have
written.

According to the 1999 Datamonitor report, the creditor market generated approximately £1.5bn of grosswritten premiumin 1998.
However, our own estimates of market size would be around the £2bn mark. Indeed Datamonitor’s 1998 and 1999 reports give
different market sizefiguresfor the same years. Therefore we have estimated market size using a combination of published data,
combined with our own market knowledge.

Creditor Market Size 1981 - 1998
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The market has shown strong growth throughout the 1990s, even though unemployment has been falling since the middle of 1993.
Lenders have promoted the cover strongly and customers who were affected by the last recession don’t want to suffer financia
problems again and so take out the cover.



3.2 Market Composition

By market, the personal |oan market generated the most premium, followed by the mortgage market, with credit cards, motor and
retail making up therest.

Credit Cards Motor _Retail
12% 2% 3%

prrntlili\
ZZ////////////////// Personal Loans

55%

L

Mortgage

28% \

%

Source: Datamonitor 1999

The market isdominated by the specialist playerswho account for around half the market. However, captives have gained market
share as a number of major lenders have moved to captive arrangements.

Specidlists GE Insurance, Pinnacle Insurance, Cassidy Davis, London General
Composites CGU, NU/L&E, Cornhill, Royal Sun Alliance, Eagle Star, Guardian, Legal & General
Captives Barclays, Lloyds TSB, Hamilton, St. Andrews & others

[0 Specialist BlComposite A Captive

Source: Datamonitor 1999 and market estimates

4. PRODUCT TYPES

Here we look at the benefits that might be included in a policy and the definitions that might be used. Creditor Products combine
anumber of different benefits such aslife, disability, unemployment, critical illness and total and permanent disability cover. The
cover isin somewayssimilar to Permanent Health Insurance (or Income Replacement). However, it isnot medically underwritten
and is approached on a group rather than individual basis. Cover is usually for unemployment as well as disability. Benefits are
provided on a short term basis.

Most benefit definitions are occupation based as benefits are triggered by inability to meet debt payments because the insured
customer isno longer working.

The benefits for creditor insurance are important as there is usually much confusion as to what is actually being provided,
especially inthe mortgage related market. Creditor insuranceis now referred to as M ortgage Payment Protection Insurance (MPPI),
which of course is different to Mortgage Protection - a generic nhame used to describe Term Assurance. Neither should it be
confused with Income Protection (1P) which although offering similar benefitsto creditor is not required to be linked to alending
transaction. Permanent Health Insurance (PHI) is often provided to give the customer protection against long termillness. The
benefits provided by PHI could complement the cover provided by creditor insurance, but often result in extending the confusion.

It can be argued that creditor insuranceisafar more appropriate product for the majority of customersasthe customer ismorelikely
to suffer areduction or loss of income asaresult of ashort term disability, or period of unemployment, than they areto benefit from
aPHI policy because of long termillness.

4.1 Disability

The definition of disability used in the majority of policiesisan ‘own occupation or any occupation to which suited by reason of
education, training and experience’ . Some policies may offer only accidental disability cover.

4.2  Unemployment
Thereareanumber of different definitions used for unemployment claims, varying from redundancy to involuntary unemployment.

4.2.1 Redundancy

Thisisdefined in employment legidation. A full time empl oyee may be made redundant if theemployer isnolonger carrying
on the business for which the employee was employed at the same location or in asuitable alternative site. Alternatively if
the employer needs fewer employeesto carry on particular work then it may al so make people redundant.

4.2.2 |Involuntary Unemployment

Thisisalessstringent definition of unemployment than redundancy. It requires an employeeto have been made unemployed
involuntarily, to be signing on for Jobseeker’s allowance and to be available for and actively seeking work.

4.2.3 Unemployment Cover for the Sdf Employed

Benefit is usually triggered when the business ceases to trade, which means that the company must have involuntarily
ceased trading as a result of the business having insufficient assets to meet its debts and liabilities. This is usually
confirmed by the company’s accountant and bank and by closing accounts being filed with the Inland Revenue.

4.3 Critical Illness

Thecritical illnesses covered by creditor policies are usually limited to the main six : cancer, heart attack, stroke, coronary artery
bypass surgery, major organ transplant and renal failure. Industry standard critical illness definitions are used. Cover is provided
either to pay off an outstanding debt or it can be linked to the monthly benefit, some policieswill pay ahigher number of monthly
benefits per claimif the claim resultsfrom acritical illness.

4.4  Total and Permanent Disability



This benefit is not often included in modern UK creditor products but is a common benefit to be included in the South African
market. Wherethisbenefitisincluded it isusually based on an *any occupation’ definition of disability and thetotal and permanent
disability isusually established over asix or twelve month period. A reason why this benefit is not often seen in the UK could be
related to the Insurance Ombudsman’s dislike of ‘any occupation’ based disability products.

4.5 Special considerations- Self Employed and Contract Workers
45.1 Self Employed

There have alwaysbeen products offered to the self-employed, however, cover offered to the sl f-employed for unemployment
varies. The self employed (and controlling directors) are in a position to influence their own unemployment which poses
problems about the unforeseeabl e nature of the cover. Thereisalso some moral hazard, if thebusinessisinfinancial trouble
it could be easier to claim under a creditor policy through being ‘unemployed’ rather than to persevere in a difficult
business. The definition of unemployment described above will provide cover once it is certain that the business has no
future. It will not help out if the business hastemporary financial difficulties asto some extent these are foreseeable.

45.2 Contract Workers

Similarly unemployment cover hasbeen availableto contract workersfor many years. Contract workers could alwaysclaim
for unemployment resulting from early termination of afixed term contract and could claim until the contract was due to
expire. Employment patterns have been changing and some employers now offer only short contracts to their employees,
which areregularly renewed. To al intentsand purposesthese employeesare very like permanent employees. Over thelast
few years cover has been widened, recognising these patterns, and treating these types of contract workers as permanent
employeesif they have been working for the same employer for anumber of years.

4.6  Payment of Benefits

Inorder to claim for unemployment or disability benefit an insured customer must be off work asaresult of disability or unemployment
for aminimum period of time. This period may be referred to as the * deferred period’ or alternatively as the ‘excess period’ or
‘waiting period’ . We will refer to this period asthe deferred period throughout this paper. The deferred period is usually measured
indaysandistypically 14, 30 or 60 days although longer and shorter periods are possible. At the end of this period the customer
iseligibleto start receiving benefit and there are anumber of different ways this may be accrued:

Elimination Benefits (E) — These start accruing at the rate of one thirtieth of the monthly benefit for each subsequent day of
disability or unemployment. No benefit is paid for the deferred period.

Monthly Benefits (M) — One monthly benefit is paid immediately on completion of the deferred period. Subsequent benefits are
paid for each complete month that disability or unemployment continues.

Retroactive Benefits (R) - On completion of the deferred period an immediate benefit payment ismade equal to onethirtieth of the
monthly benefit for each day of the deferred period. Subsequent benefits accrue at the rate of one thirtieth of the monthly benefit
for each subsequent day of disability or unemployment.

U Benefits (U) - One monthly benefitis paid immediately on completion of the deferred period. Subsequent benefits accrue at the
rate of one thirtieth of the monthly benefit for each subsequent day of disability or unemployment.

There may also be a period at the beginning of the policy during which a customer cannot claim thisis usually called the initial
exclusion period but may also be referred to as the qualifying period or waiting period. This is typically 60 or 90 days for

unemployment cover offered to new borrowers, 90 — 180 daysfor unemployment cover offered to existing borrowersand 0, 30 or 60
daysfor disability.
Benefits usually terminate on thefirst of the following events:

. The customer returns to work

. The maximum number of benefit paymentsisreached. The maximum number of benefitsper claim and in aggregation
varieswidely, they can be anything from 3 months to 60 months. Typically benefitswill be paid for 12 months per
claim with an opportunity to requalify for further benefits after returning to work for aminimum period of time.

N The credit agreement isrepaid
4.7  Exclusion Clauses

Theeligibility criteriafor creditor cover isvery wideand islimited to agelimitsand employment criteria. Thereforethere hasto be
some limitation on the extent of cover if it isto be provided at alow cost. Typical exclusions arelisted below:

LifeExclusions

i) War riot and civil commotion

ii) Death within anumber of days of the commencement date
iii) Suicide

Disability Exclusions

i) Pre existing conditions

ii) War riot and civil commotion

iii) AIDS

iv) Self inflicted injuries, a cohol and drugs

V) Normal pregnancy, miscarriage and abortion

Vi) Mental and nervous conditions unless under the care of a Specialist
vii) Backache unless there is supporting medical evidence

Unemployment Exclusions

i) Prior knowledge of impending unemployment

ii) Unemployment occurring within anumber of days after the commencement date of cover
iii) Seasonal, casua or temporary work or if unemployment isaregular feature

iv) Voluntary unemployment

V) Fraud, misconduct, dishonesty or criminal acts

Vi) Payment in lieu of notice

vii) Arising from any of the disability exclusions



5. CLAIMSHANDLINGANDMANAGEMENT

The product a customer is buying from an insurer isapromiseto pay aclaim if theinsured event occurs. Thus the claims process
isthe end service that the consumer is buying. Claims handling needs to be efficient and clear to the customer.

A full description of a claims handling process is not within the scope of this paper. There are, however, some factors that are
relevant to the development of creditor insurance.

5.1 Teleclaims

Most requestsfor claim forms are dealt with over the telephone. Theteleclaims unit can take down the details of the claim over the
phone and send out a pre-completed form, which can then be checked by the customer, the relevant signatures obtained (from the
benefit office and former employer for an unemployment claim or from their doctor for a disability claim). Moreover, the initial
telephone call can act as a screening process to identify those claimsthat are unlikely to be covered and to manage expectations.

5.2 GreyClaims

Creditor insurance companies, like other insurance companies, will pay all valid claims. Clearly fraudulent claimswill never be paid
out. Intherecession of the 1990sit was estimated that approximately 20% of claimswerefraudulent. Thereare approximately 15%
of al claimsthat would fall into what could be called * grey claims’ where the decision to pay is not clear cut.

One of the key considerations for insurers and lenders when implementing creditor insurance programmes is the lenders attitude
towardsclaimswhichfall intothisgrey area. Usually therewill be aprofit-share arrangement in place which meansthat the profit
for any creditor programmewould be adversely affected by ahigh claims experience.

5.3 Helplines

Many insurers offer helpline services to claimants, which can provide details of state benefits and entitlements and can provide
help with CV writing and job searches.

5.4 ClaimsManagement I nitiatives
Most insurerswill constantly be looking for ways to develop new initiatives and manage claims more effectively.

5.4.1 Proactiveassistancetohelp customersreturntowork.

A “Back to Work” packageto help customerswho had | ost their jobsreturn to active employment. Back to Work Assistance
isathree-stage approach and is seen as an addition to anything the customers may do under their own imitative or through
the Employment Service programmes.

The three stages of the package are as follows:-

. Stage 1 - Sending a Back to Work booklet to the customer. The booklet details how to prepare for your job search,
whereto look, for exampleon thelnternet or in specialist magazines, interview preparation and other general helpful
pointers.

. Stage 2. Contacting the customer by phone to ask if they require any help with the job search and discussing how
to assist them. Regular contact with the customer is established including reviewing and hel ping construct their CV,
carrying out Internet searches on their behalf and researching any specialist publications.

. Stage 3. Offering the opportunity to attend alocal workshop (subject to enough customers and interest in the same
commutable location). The customer is offered the chance to attend aworkshop with other claimants, they receive
specialist advice from a Personnel Manager on the day and lunch and tea and coffee are included.

The use of this package offers the following benefits to the insurer:-

. Regular contact with the customer that identifies any potentially suspicious claims.
. A positive proactive approach to reduce the duration of the claim, which receives an excellent response from the

customer and saves the amount of benefit paid.
i Is seen as a positive and customer friendly action by the lender
. The customer feelsthe insurer istrying to help, not just “not pay the claim”.

The package offers the following benefits to the customer:-

. The customer can accept the offer of assistance or not, once aware of the service they can takeit up at alater stage
if their own plans are unsuccessful.

i They can obtain one to one assistance or group help.

. Thereisthe potential to widen their horizons to the type of work they can obtain.

i They return to work sooner than anticipated.

After reviewing theresultsit is clear thistype of serviceisvery well received, however, the return to work rate is much higher in
some categories than others. In the unsuccessful cases the benefit is good customer relations rather than any cost saving.

5.4.2 Disability Claims

A Medica Adviser (MA) reviewsmost new claims. Thismight includeahomevisit to customers making disability claimsin
order to obtain much more detailed i nformation on the customer’ s condition, treatment and attitude. Qualified Nursescarry
out these visits and the customer is advised of the visit in advance. The Nurses will not offer specific advice or make any
recommendations other than referring the customer back to their own GPif they feel necessary. Benefitsare similar to those
of the‘Back to Work’ programme.

5.4.3 Fraud Detection

A shared database was established for the creditor market in 1999 using the HUNTER anti fraud system. Currently five
insurers are contributing to this system, Pinnacle Insurance, Direct Line, St Andrews, Halifax, and Norwich Union. Royal &
Sun Alliance haveinstalled the system and are currently testing. The database holdsin excess of 100,000 claimsrecordsand
isgrowing at about 4,000 claims per month.

Thissystem receives detailed claimsinformation on anightly basis. A sophisticated matching and rules system then checks
all thedatafor discrepancies. Typical examplesare:-

i Telephone dialling codes which do not match the area post code, usually when a customer reports a mobile number
as their usua contact.

. Multiple claimswith high monthly benefit.

i Checks aclaimant does not have the same address or tel ephone number as their Employer, Doctor, Solicitor etc.

. L ooksfor two customers claiming from the same address.

Thisisonly asmall sample of the conditions that can be built into the system. In 1999 this has resulted in the detection of
anumber of serious fraud cases, in addition to providing leads on a number of other successful investigations.



6. MARKET SECTORS

The purpose of this section is to describe where creditor insurance is currently marketed and the features of product design
relevant to each sector.

6.1 TheMortgageMarket

Productswill typically cover accident, sickness and unemployment. Life cover will usually be provided by aseparate policy. There
istypically a30 day deferred period (sometimes 60 day), and monthly paymentsare protected for amaximum of 12 (or sometimes 24)
months.

6.1.1 SustainableHomeOwnership—TheCML BasdineProduct

From 1% July 1999 the Council of Mortgage L enders(CML ) introduced a' Basdling’ M ortgage Payment Protection specification,
which sets minimum standardsfor cover under mortgage payment protection cover. Detail s of the specification are outlined
in Appendix 2. This was the culmination of ayear of work between the CML, Association of British Insurers (ABI) and
government in order to establish a suitable safety net for mortgage borrowers.

This project has established atarget take-up rate of 55% to be achieved within five years. The Target of 55% was sel ected
to be an achievable target taking in to account those without the need for payment protection. Lenders are more actively
promoting the cover due to these targets and also due to the shrinking DSS safety net. Currently only about 25% of
mortgage borrowers would qualify for any state help with mortgage payments.

6.1.2 Amount of Benefit

Theamount of benefit can be selected by the customer and will usually be the monthly instalment under the mortgaged loan.
In some cases the benefit can be increased in order to anticipate fluctuations in future mortgage interest rates, or smply to
cover mortgage rel ated outgoings, for example, endowment and buildingsinsurance premiums. The maximum uplift allowed
istypically 25%. Theborrower selectsthe monthly benefit at outset, but it isunusual for the borrower to review the amount
of benefit as mortgage payments change. Policies allow flexibility to change amounts of benefit as circumstances change
but these options are rarely exercised.

Theinsurer may pay benefits directly to the lender. However, some lenders prefer the benefit to be paid to the customer’s
bank account from which the mortgage direct debit is collected. Thisissimpler for thelender to administer, asdirect debits
do not have to be suspended during a claim.

6.1.3 Premiums

The premium is often expressed as aflat percentage (typically 5% - 6%) of the monthly benefit. However some productson
the market are rated according to the personal details of the customer. Ratesin these caseswill depend on acombination of
age, sex, geographical location and occupation, for example.

A table of current premium rates offered in the mortgage market by each lender is shown in Appendix 3.

Premiums may be collected by the lender as part of the monthly mortgage repayment, alternatively a separate direct debit
may be collected by the insurer for the insurance cover.

6.1.4 TakeUp Rates

Thepolicy isnormally sold at the‘ point of sal€', i.e. at the sametime asthe mortgage. Thetake up rate (penetration rate) can
vary enormously depending on the lender involved. Most leading lenders will run a‘resolicitation program’, offering the
cover again after completion of the mortgage using a combination of direct mail and outbound tel ephone salesto enhance
penetration. Typicaly atotal penetration of 20% - 40% can be achieved from branch generated business. Introducers
generally have not been successful in providing, or offering, MPPI. This reduces the total penetration.

6.1.5 FreeCover

Some lenders have offered free cover (perhaps with limited benefits) for a period of months, and then tried to convert
customers to awider ‘paid for’ product at mortgage commencement. At the end of the free period customers are offered
cover on acommercia basis. Skipton Building Society pioneered a free unemployment cover for al its borrowers, the
customer was offered the opportunity to purchase ‘ additional’ disability and unemployment cover at thetime of taking the
mortgage.

6.1.6 Unemployment Only Cover

A number of ‘unemployment only’ products have appeared in the market over the last few years as unemployment rates
havefalen. These are usualy free cover offersor astep down offer for customersthat already have disability cover. There
areanumber of problemswith offering unemployment cover onitsown, not least the long term viability and sustainability
of cover and rates.

6.2 Personal Loans

Thenorm hereisfor full life, accident, sicknessand unemployment cover. Some companiesalso offer critical illness cover too, but
thistendsto be rather expensive. The period of deferment will typically be 14 days, sometimes 30 days.

6.2.1 LifeCover

Thelife benefit covers the amount of loan outstanding at the date of death. Thisis normally reflects the Consumer Credit
Act requirements and is therefore cal culated using amethod called the ‘rule of 78'.

6.2.2 Disability and Unemployment Cover

The monthly benefit is the monthly repayment under the loan, including insurance. In this case however, the disability
benefit will often not belimited to afixed period of months, but will often extend to the expiry of theloan, which may be up
to 5 years. Unemployment benefits are usually paid for amaximum of 12 monthsper claim.

6.2.3 Premiums

There are anumber of different ways of calculating premiums for personal loans. The best method to use isto apply the
premium ratesto the Total Amount Repayable (TAR) under theloan. Thisreflectsthe monthly benefit inclusive of insurance,
which will be paid in event of a claim. Other methods used are Loan plus Interest (=monthly instalment x term) and
percentage of Loan, however, for both these methods rates vary according to the interest rate charged.

Thelender usually collectsasingle premium which forms part of theloan. Premiumsnet of cancels, refundsand commission
areremitted monthly to the insurer along with details for each customer.

A table of current Personal Loan premium ratesis shown in Appendix 3.

6.2.4 Takeup Rates

Theinsurance is normally promoted on the loan application form. Take up rates are around 60%. Where the cover is not
takeninitially, it is often promoted with theloan fulfilment pack, and sometimes even atel ephone resolicitation programme.

6.3 Motor Finance

Thisisreally a Persona Loan, but for a specific purpose. The same comments apply. However this market place is particularly
competitive which accounts for some specific features of the finance package and the creditor insurance itself.

Firstly, the cover itself will often extend to include Critical 11Iness, at an increased price.

Secondly, the finance can be structured in a number of different ways, anormal Hire Purchase Agreement, a Personal Loan or a
Personal Contract Purchase (PCP) arrangement. The PCP contract hasalow monthly repayment together with a‘final repayment’.
Thisfinal repayment will belinked to the residual value (often called aballoon) of the car at the end of theloan term. Theinsurance
cover may or may not include cover for the‘final repayment’ element of theloan. If cover isincluded it would typically belife cover
on thefinal repayment.
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6.4 Credit Cards
6.4.1 Cover

Full life, accident, sicknessand disability cover isusually provided. Thelife cover paysoff the credit card balance at thedate
of death. The monthly benefit for disability or unemployment is usually the Minimum Monthly Repayment on the card,
whichwill typically be 10% or 5% of the outstanding balance. Benefitsare paid for amaximum of 12 months (10% card) or
24 months (5% card). This benefit structure aimsto repay the outstanding balance, plusinterest, for those off work for the
maximum benefit period.

6.4.2 Premiums

Premium rates are normally charged per £100 of outstanding balance per month. A table of current credit card ratesis
included in Appendix 3. Premiums are debited from the card account on a monthly basis and are shown on the monthly
statement. The credit card company will normally pay theinsurer a‘bulk premium’ for all its customers.

6.4.3 TakeUp Rates

Salesare generated viaasimple question on the credit card application form. Theinsurance will sometimes be (re)promoted
using an insert with the monthly statement. Typically take up rates of around 40% are achieved.

6.5 Retail Companies

Againthisisreally just aspecia case of the Personal Loan example, people often need credit when buying furnishingsor electrical
goods. There are some features of the underlying loan agreement that need special consideration when designing and pricing the
creditor insurance product. Therewill often bea’ buy now, pay later’ deal, interest free dealsor interest free options. The disability
and unemployment cover will not normally commence until theend of theinitial ‘free’ period. Life cover normally appliesfromthe
start of theloan and is often offered on a‘free’ basisto all customers.

6.6 Ovedrafts

The cover provided will include Life, Accident, Sickness and Unemployment. Cover is normally provided for the account holder
only, but in some circumstances can be extended to cover the spouse as well.

Thelife benefit can be the amount of overdraft at the date of death or it can bethe credit limit. Alternatively the customer might be
offered a‘units of cover’ approach where the customer selects the life benefit based on their expected utilization, subject to the
overdraft limit. The monthly benefitsfor disability and unemployment vary. Someare linked to the amount of life cover and typically
pay 5% or 10% of the life benefit. Others will pay the amount of monthly interest charged pus any overdraft fee. The maximum
benefit period isnormally 12 or 24 months. Some productsinclude an additional benefit, whereby the overdraft isrepaid at afixed
time after the claim starts.

6.7  Utility Companies

Utility companieswith ‘high street’ outlets offer personal loansthrough these networks. They may also offer cover for utility bills.
Cover istypically Life, Accident, Sickness and Unemployment, with amonthly benefit equal to the monthly utility bill repayment
and life cover of 12 timesthe monthly repayment. Premiumsare usually charged on aflat rated basi s, £3 per month would typically
cover utility bills of up to £100 per month.

6.8 Premium Rate Comparison by Sector

Appendix 3, referred to above, includes afull market comparison of premium ratesacrossall providers. It ishelpful to summarise
typical rates across market sectors. Rates have been converted to a percentage of monthly benefit for east of comparison.

Sector Typical monthly premium as
% of monthly benefit

Mortgage 5%- 6%
Personal Loan 10%- 13%
Motor Finance 15%- 20%
Credit Card 8%-10%
Retall 10%- 13%

Utility and Overdraft 4%-8%

It can be seen that the rates vary widely, the key drivers being:-

. Claims Experience- Generally, the higher the benefit level, the higher the claim frequency. The method by which the
creditor product is promoted can al so have a significant impact on claims.

. Retail Mark Up - Thelevel of commission reflectsthe amount of effort required by the lender to promote the creditor
product. In some sectors the commission element of the creditor product has become a major source of income to the
lender.



7.

RISK FACTORSAND RATING FACTORS

Here we discuss the risk factors for creditor insurance and ook at how they are used in practice as rating factors.

7.1
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Risk Factorsfor Creditor
7.1.1 Age of Customer

The older the customer, the higher the mortality and morbidity risk. Unemployment incidence followsa*U’ shaped curve
with the highest incidence being at the youngest and oldest ages.

7.1.2 Employed/Sdf Employed

The self employed generally have a higher risk of unemployment through their business failing than an employed person
being made redundant.

7.1.3 Occupation

Mortality, morbidity, and unemployment rates all vary according to occupational group. For unemployment risks it is
difficult to predict wherethe next recession will hit. Inthe early 1990’sit wasthe white-collar workersthat were hit hardest
by unemployment. Previous recessions affected blue collar and manual occupations. Thisis an areawhere an insurer may
find itself inadvertently over exposed to a particular sector.

7.1.4 Gende

Females tend to show better rates of mortality, morbidity and unemployment than their male counterparts.

7.1.5 SocioEconomicGroup

The effect of socio-economic factors on mortality and public health iswell documented.

7.1.6 Stateof Health (Disability & Life)

The better the state of health of the customer base, the fewer life and disability claims. Some affinity group schemes,
commonly viacredit cards, will cover customerswith specific medical conditions. These specia circumstances need to be
taken into account in the policy wording and the premium rates modified accordingly.

7.1.7 Typeof Credit

Claimsexperience can vary widely depending on thetype of credit offered, even by the samelender. Different typesof credit
attract different types of customers, which can explain the variation in claims costs.

Claims performance, sales penetration and sales methods can all vary widely from lender to lender. These differencesin
relation to credit have long been understood by lenders, which iswhy different interest rates apply. These factorsin turn
all affect the creditor insurance programme.

7.1.8 Newor Existing Borrower

A new borrower will havejust been underwritten for credit and so thelender will have checked employment status, earnings
and ability to repay theloan. Therefore anew borrower will be alower risk for unemployment than an existing borrower.

7.1.9 Quality of Credit Underwriting

Prior to thelast recession some lendersweakened their credit underwriting standardsto increase lending volumes, particularly
for the self-employed. This came back to haunt them in higher arrears, many of which subsequently became unempl oyment
cams.

7.1.10 Penetration Rate

The higher the penetration rate the better the spread of risk being achieved and therefore the lower the anti selection.
Conversely low penetration often leadsto high volatility in claims experience.

7.1.11 SalesMethod

The sales method will directly affect the penetration rate and hence the spread of risk.

7.1.12 Size of Benefit

Aswith many other classes of insurance, the propensity to claimincreaseswith size of benefit. When the policy benefitsare
very low it may even be the case that the customer does not bother to claim.

7.1.13 Geographic Spread

A regional based lender is susceptibletolocal variationsin risk for mortality, morbidity and unemployment. Larger lenders
will have a spread of lending business across the country and will therefore not be affected by regional differences.

7.1.14 ClaimsAwareness

Some customersforget that they have the cover and so do not claim. Some lender’s arrears controls will include checking
whether the customer hasacreditor policy and will ensurethat the customer makesaclaimif they are eligibleto do so. Other
lenders are less proactive in encouraging customersto claim.

7.1.15 Premium Collection M ethod

For amonthly mortgage policy, premiums collected by the lender as part of the mortgage repayment are more difficult to
cancel than a separate direct debit collected by theinsurer. Thus both the persistency and claims experience will be better
if the lender collects the premium as part of the repayment as the customer cannot selectively lapse the insurance cover.

7.2 RatingFactors

Thelist of risk factorsin Section 7.1 aboveislong. In addition, few of them can be quantified asrating factors. Applying the same
factor to asimilar customer base can produce different resultsfor different lending products. This means that each scheme needs
individual assessment and rating.

Asaresult, very few of the risk factorsthat have been identified are actually used asrating factors. Rating is based purely on the
amount of cover required (monthly benefit, loan amount, total amount repayable, outstanding balance). A few schemes might be
individually rated; thesewill userating factors such as age, occupation and postcode. However, most schemeswill beflat rated, the
rate chosen will depend on aqualitative consideration of therisk factors. Many large schemeswill berated according to their own
claimsexperience.



8. PRICING

This section discusses how creditor products are priced, both at agross premium level and also how therisk cost can be calcul ated.
The gross premium the customer pays for cover consists of the following elements:

Insurance Premium Tax
Commission

Retention

Expected claims costs
Claimsmargin/buffer

We now look at each element of the premium basis and how it isincorporated into the gross customer premium rate.
8.1 InsurancePremium Tax

Thisislevied by the Government on all general insurance premiumsand is currently (since 1 July 1999) 5% of grosspremiums. The
insurer must collect thistax from the customer on behalf of the Government and passit on to Customsand Excise. Theinsurer has
no direct control over thiselement of the premium.

8.2 Commission

This is the remuneration paid to the lender by the insurer for introducing the business and retaining the business. The level of
commission will largely be determined by the financial and business requirements of the lender.

8.3 Retention

Thisisthe insurer’s charge for doing business and it consists of a number of elements, namely expenses, return on capital and
investment income.

Retention = Expenses + Cost of Capital — Investment Income.

8.3.1 Expenses

These are the insurer’s costs of running the business and will include the costs of administration, sales & marketing,
training, IT, literature costs, accounting, actuarial, management and overheads.

8.3.2 Cod of Capital

Shareholders require areturn on their capital commensurate with the risks being taken. The insurer is required to put up
unencumbered capital (solvency margin) to back the business, the amount of whichislaid down by EC regulation. Thisis
supervised by the Financial Services Authority who, for practical purposes, requires companies to hold higher than the
statutory minimum amount.

8.3.3 Investment Income

Thisistheincome that the insurer earns on reserves invested and as such can be viewed as an element to offset expenses.
As creditor isavery short tailed business funds are not invested for very long before they have to be used to pay claims,
so thiselement can berelatively small.

8.4 Expected ClaimsCosts

In general termsthisiswhat you will expect to pay out in claimsand istherisk premium.
For acreditor premium the formulafor expected claims costsisin essence very simple and can be summarised asfollows:

Expected claims cost = incidence rate x monthly benefit x average duration of claim

The costs are summed over theterm over the policy for each benefit that is offered. For exampletherisk cost for asingle premium
personal loan product providing life, disability and unemployment benefitsis:
n
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where n=term of theloan in months
SA(t) = the outstanding loan amount at duration t

=the annual mortality rate at age x and duration t
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MB = the monthly benefit, i.e. the monthly loan instalment inclusive of insurance
i =theannual disability incidence rate for age x and duration t

&  =theaverage duration of adisability claim at age x for outstanding duration n-t

X

i, =theannual unemployment incidence rate for age x and duration t

a!  =theaverage duration of an unemployment claim at age x for outstanding duration n-t

X

Theincidencerates and average duration of claim need to be assessed for each particular benefit. There arethree main methodsthat
can be used to calculate these:

8.4.1 SchemeExperience

Thisisthe best method of determining the expected claims costs. Scheme experience should be measured over anumber of
yearsdueto variationsin claims experience according to economic cycles. Careisneeded in interpreting experience where
premium rates and cover have changed over the period of review.

For anew scheme, claimsexperience of similar schemes can be used for initial rating.

8.4.2 Published Statistics

In the absence of any scheme experience, published statistics can be used with appropriate modifications for insured
experience. Asbusinessiswritten and scheme experience devel opsthis can replace published statistics. Inthe UK thereis
awealth of information published by the Office for National Statistics.

8.4.3 Egimation

Sometimestherewill not be any insured experience or published statisticsto use, for examplein amarket wherethereareno
national statistics collected and no insured cover has been offered. Thisisthe situation in South Africafor unemployment
cover, whichisstarting to be offered now aspart of credit life programmes. In these circumstances some educated guesswork
is needed to get someinitial ratesthat can then be modified as experience develops.

8.5 ClaimsMargin or Buffer

Oncethe expected cost of claimshasbeen arrived at amargin needsto be added to allow for variability of claims. The cost of claims
is necessarily a best estimate of what the claims will be and so in practice, even in a stable external environment, there will be
differencesin claim costs from year to year. Thus the claims margin acts as abuffer against adverse experience. If thereisaprofit
share element to the pricing structure then a planned profit margin will need to be added aswell.



8.6  Differential Pricing

Inthe UK creditor market most schemes arerated globally with the samerate applying to al customerswhatever their risk factors.
Thisispooling of risk initswidest sense, so does not charge peoplewith different risk profiles different rates. There arelarge cross
subsidies from the good risksto the bad risks. Differential pricing attempts to distinguish between the different levels of risk and
charge apremium appropriateto that level of risk.

Provided that suitable claims dataand policy datais available, it is possible to construct rates that differentiate between different
typesof risk. Thefirst stepisto identify possiblerisk and rating factors and determine their importancein the propensity to claim.
There are a number of statistical techniques that can be used. Care is needed as some factors are correlated.

The most important risk factors can then be devel oped in to rating factors and an appropriate pricing structure built up. There are
afew schemesthat are marketed on thisbasisbut they arerare. Most lenders, having considered the pros and cons of rating for risk,
have decided to opt for the simple approach of the sasmeratesfor all customers.

Differential pricing isunusual inthe UK, but in Germany, for example, rates are usually banded by age and policy term.
8.7 Insurance Scoring

Lenderswith captives can use acombined credit and insurance scoring package. Asthisisacaptive arrangement, the selection of
those customersthat scorewell on both insurance and credit enhancesthe profitability of the group. Somefactors, such as security
of employment, impact insurance and credit risk in the same way. However, other factors, such asage, do not. The older customer
isagood risk for credit but a bad risk for insurance.

What this meansin practice is that some customers who would have been accepted for credit under a credit score would not be
accepted under acombined credit and insurance score. Conversely there will also be some customersthat are now acceptable but
previously were not.

8.8 Commercial Considerations

Once a proposed rating structure has been arrived at it will need to be compared with other rates in the market. Commercial
pressures might lead to ahigher or lower rate being proposed, alower rate might be offered based on current claimsfor amonthly
scheme where the insurer can change the rates quickly should experience deteriorate. In a captive situation it might be better to
charge ahigher rate, which is sustainable over the longer term.

Thelender will have their own ideas about the product to be offered, the priceit is offered at and the profitability of it. Thereisa
trade off between the product offered (cover), the price at which it is offered and the profitability. This can be summarised in the
rating diagram bel ow, an average product istermsof cover, pricing and profitability will bein the centre of thetriangle, whereasthe
most competitively priced contractswill be at thetop of thetriangle. Thepositioning of the product will be ajoint decision between
the lender and the insurer.

Price

Profit Product

8.9 Profitability

Creditor programmes should be regarded as a partnership arrangement between the insurer and the lender, to the mutual benefit of
all, including the customer. Both theinsurer and the lender have an interest in the profitability of the programme.

The profitability of acreditor schemeto the lender will depend on:

. Amount of Advance Commission

. Cost of distributing the product

. Amount of Insurers retention

. Amount of any profit share arrangement

Theamount of advance commission that thelender receivesto pay for the cost of distributing the product varies from market sector
to market sector, and from lender to lender. Thefirst requirement isthat there must be sufficient fundsto pay all valid claims. There
should then be sufficient retention to allow the insurer to manage the programme effectively and efficiently in terms of new
business, claims handling and administration processes. The retention will also include the cost of any sales and marketing
support that is requested by the lender to ensure that the product is offered as widely as possible, and that the customer has
sufficient opportunity to buy the product.

Profit share arrangements are afeature of the creditor market for thelarger lenders. To call it profit shareis probably mideading and
isalegacy from the sales positioning of creditor insurance in the 1970s. The fund that is available after the payment of claims,
alowing for reserving, any commission paid and theinsurersretentionisreally aresult of theway the programme has performed in
relation to the premium ratesthat were set. A better description of the fund isthat it isarating experience refund (RER).

Itisimportant that both the lender and theinsurer retain ashare of any RER. Clearly theinsurer hasto retain an interest in managing
the claims process and the resulting claims experience. Additionally thelender should also retain aninterest to ensurethat all valid
claimsare paid. This method of sharing the RER ensures that a balanced view is maintained when the lender and insurer jointly
review any grey claims.

The profitability of acreditor schemeto theinsurer will depend on:

i Theinsurer’s expenses compared with the retention
i The investment income that is earned
. Theactual level of claimscompared with expected claims

One might expect claims experienceto be the most important contributor to profitability for theinsurer. However, the profit shares
enjoyed by the major lenders mean that most underwriting profitisultimately returned to thelender. Theinsurer benefitslittle, if at
all, from good claims experience. On the other hand theinsurer will suffer all thelossesif claimsexceed the claimsallowanceinthe
premium basis. Regular monitoring of claims experienceisvital in order to anticipate future deterioration before a scheme moves
into loss.

For the insurer the most important contributor to profitability isthe level of expenses compared with the retention charged to each
scheme. For large schemes, the competitive nature of the market meansthat thesewill almost certainly be costed on amarginal basis
and so other schemes will have to cover the overheads.

Investment incomeisalso acontributor to profit. However, inthe current low interest rate environment investment incomewill only
contribute asmall amount to thetotal. In addition, many profit sharing schemeswill receive credit for theinvestment income, thus
reducing theinsurer’s profit margins.



9.CLAIMSINCIDENCE RATES

Claimsincidenceratesareacentral part of thetechnical basisfor pricing, claimsincidenceratesareillustrated using published data.

9.1 Mortality

Mortality tables are published in the UK for both assured lives and the population. Most creditor schemes will have mortality
experience closer to population mortality than assured lives mortality dueto the minimal initial underwriting that isdone. If scheme
experience is available then this can be compared with a standard table.

9.2  Morbidity

National disability statisticsare available for those claiming state disability benefits. The benefit currently provided by the stateis
Incapacity Benefit, whichisbased on astringent ‘all work’ test. Prior to thisInvalidity Benefit only required the claimants’ own GP
to sign them off for them to receive benefit. Thus the disability incidence rate varies widely between these two types of similar
benefits.

A specialist insurer will have plenty of claims data to build their own inception rates. Standard benchmarks exist for Permanent
Health Insurance, which are detailed in the CMI reports. Disability incidence tendsto be a bit more stable over the cycle but does
show acyclical trend over aperiod.

Disability Incidence 1989 - 1999

Source: Pinnacle I nsurance

Jun-89
Dec-89
Jun-90
Dec-90
Jun-91
Dec-91
Jun-92
Dec-92
Jun-93
Dec-93
Jun-94
Dec-94
Jun-95
Dec-95
Jun-96
Dec-96
Jun-97
Dec-97
Jun-98
Dec-98
Jun-99

9.3  Unemployment

National unemployment statisticsare published monthly and from these unemployment incidence rates can be calcul ated. Specialist
insurers will have their own claims data for comparison. Both unemployment incidence rates and disability incidence rates vary
according to the economic cycle. Thisis especially true of unemployment incidence and can be seen in the graph below.

Unemployment Incidence 1984 - 1999
(Seasonaly Adjusted)
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10. DURATIONOFCLAIMS

For unemployment and disability pricing the duration of aclaim isneeded to completethe pricing basis. These vary over time due
to economic circumstances. In arecession claimslast longer asit is more difficult to find anew job. This phenomenonisseenin
disability claimsaswell asin unemployment claims.

10.1 Duration of Disability Claims

National statisticsareavailable giving durations of disability at ahighlevel. These are not detailed enough to be useful for pricing.
Scheme experience can be used to devel op annuity factors for various different benefit options, these are usually derived from a
recovery curve which shows the number of days of expected disability at various claims durations.

10.2 Duration of Unemployment Claims

The offlow statistics can be used to derive recovery curve and annuity factors for unemployment claims. However, thereisabig

problem with unemployment offlow statistics asthese are proneto adjustment by the Government of the day. The Recovery Curve
graph shows that 80% of claimants have returned to work within 12 months.

Uremployment Recovery Curve
UK Statistics 1997
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The graph below shows that the duration of unemployment follows acyclical trend.

Average number of benefits per claimant
National statistics, all claimants
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11. RESERVING

The principles of reserving are the same as for any class of insurance. The reserves held for creditor business must satisfy the
requirements of the Insurance Companies Regulations.

For short-term business the regulation islimited to the requirement that the amount of reserves shall be determined in accordance
with generally accepted accounting concepts, bases and policies or other generally accepted methods appropriate for insurance
companies.

For long-term business the regul ations are more prescriptive. Thereisastatutory minimum val uation basis specified by regulation,
whichisanet premium basis. Any reserves held, must exceed the statutory minimum requirement.

Thelong-term businessisgenerally asmall part of acreditor portfolio and therefore the reserving methodsfollow General Insurance
principles but with a check that the long term reserves meet the statutory minimum basis. Normally any life Unearned Premium
Reserveiswell in excess of therequired net premium reserve.

There are some methods of reserving that are particularly suited to creditor insurance and these are discussed below.

11.1 Premium Reserves
11.1.1 Unearned Premium Reserves (UPR)

For single premium business an Unearned Premium Reserve needs to be held in respect of cover for future periods of
insurance, for which a premium has been received already. For monthly premium business some insurers will hold half a
months premium as a reserve, others do not hold UPRs for monthly business.

Premiumsare normally earned on astraight-line basisfor profit share purposes, i.e. according to therule of 12 (or rule of 365).

For management accounts or statutory reporting, premiumsmay be earned more quickly. Life cover premiumsare normally
earned according to the Rule of 78 because the amount of risk reduces over time. Disability and Unemployment premiums
may be earned according to Rule of 45 —thisisan average of therule of 12 and rule of 78 earnings methods. (Theruleisso
named because (12+78)/2 =45).

11.1.2 Unexpired Risk Reserves

If the premiums charged are thought to be inadequate then an additional unexpired risk reserve may be set up. This might
berequired during arecession when premium rateswere charged based on prior claims experiencewhich was|ower than that
being experienced.

11.2 ClaimsReserves
11.2.1 ClaimsIn Course Of Payment (ICOP)

These are reserves for claims that have already been accepted and payments have commenced. There are a number of
different methods that can be used for these reserves:

I nception Annuity M ethod

For each claim in course of payment areserveis set up for the expected number of payments still to be made given
the number of payments that have already been made. Thiswould normally be done on the basis of a company’s
own data, using recovery curvesto calculate annuity factors. Some companies, however, useafixed factor irrespective
of the duration of the claim. During arecession the duration of claimstendsto increase, so the annuity factor must
be able to take account of expected trends (i.e. worsening factors).

Triangulation M ethods

These arethe methods actuariestypically look to usefor al types of general insurance reserves. However, anumber
of assumptions underlying these methods are inappropriate for creditor business:

. Triangulation methods assume a stable pattern of claims over time —this may be true during a prolonged
period of stable unemployment, but during arecession numbersand durations of claimsincreasedramatically
making the stable pattern assumption invalid.

. These methods assume no changesin claims handling, reporting and settlement patterns. When volumes of
claimsincrease substantially over a short time period, this puts extra strain on a claims department and
backlogs can build up. In addition the ‘ acceptance rate’ —the proportion of notified claimsthat are accepted
—canvary widely over aperiod of time. Typically mortgage lenderswill insist that every claimispaid
whereas finance houses concentrate more on the bottom line and are happy for ‘grey area’ claimsto be
rejected. If the mix of business of a creditor book changes then the claims payment patterns will also
change.

. The advantage of atriangulation method isthat it can be used for ICOP and IBNR reserves without making
specific assumptions about the business. However, you do not know explicitly what assumptions have been
made.

11.2.2 Incurred But Not Reported (IBNR)

Thesereservesare held for claimsthat have occurred before the reserving date but have not yet been reported to theinsurer.
There aretwo main methods of reserving for IBNR claims.

Delay Tables

A delay tableisdrawn up based on historic data, thismight show, for example, that 50% of claimsarereportedinthe
month of occurrence, 25% a month late, 10% two months late and the remaining 5% are reported three months | ate.
This table can then be used to gross up the number of claims actually reported to date in order to calculate the
number of IBNR claims.

Another delay table method is to calculate the average reporting delay in days for each scheme. The number of
claimsreported in a particular month can be multiplied by the average delay and divided by the number of calendar
daysto get an estimate of the total number of claimsthat have occurred. The number of IBNR claimsisequal tothe
total number of claims estimated to have occurred less those already reported.

Once the number of IBNR claims has been established, the IBNR reserve can be calculated by multiplying by the
acceptance rate, average monthly benefit and average claim duration (annuity factor at time zero). Thisisnormally
done at a scheme and benefit level.

Triangulation M ethods
If atriangulation method is used for reserving then IBNR can be included within these calculations.

11.2.3 Notified But Not Admitted (NBNA)

These are claim formsthat have been received but adecision to accept or reject has not been made because someinformation
ismissing or some additional information had been requested, such as adoctor’s report, but had not yet been returned. As
the number of claims falling in to this category are known they are dealt with in a similar way to IBNR reserve using
acceptance rates, the amount of monthly benefit being claimed and annuity factors for the benefit type.

Thisreserve can beimportant for proper reserving during arecession when the volume of claimsincrease dramatically over
ashort time period.

11.2.4 ClaimsEqualisation Reserves

These are not required by the Financial Services Authority and so are not allowable for tax purposes.



12 TAX

12.1 Policyholder Tax
12.1.1 Disability and Unemployment Cover

Insurance Premium Tax (IPT) wasintroduced on 1% October 1994, initially at arate of 2.5%, on al general insurance
premiums. It wasincreased to 4% on 1% April 1997 and wasincreased again to 5% on 1% July 1999. Theinsurer must
collect thistax from the customer on behalf of the Government and passit on to Customs and Excise.

The original draft regulationsissued in 1993 had been drafted with annual premium household and motor policiesin
mind, with the result that there was aretrospective nature of thetax for single premium creditor policies. In April 1997 a
penal rate of IPT at 17.5% was introduced on certain types of business, although the penal rate does not apply to
creditor, the draft regulations did capture some creditor business. Creditor businessis different from other mainstream
general insurance covers and so any changesin IPT regulation need careful scrutiny, and sometimes lobbying, to ensure
that creditor does not attract unfavourable treatment.

The disability and unemployment benefits of a creditor policy aretax freein the hands of the recipient.

12.1.2 Lifeand other longterm covers

Any lifeor critical illness benefit is subject to the taxation rules for non-qualifying life assurance policies. Death or
disability constitutes a chargeable event for tax purposes. However, for practical purposes, no tax will be due asthe
taxable gain is based on the excess of the surrender value over the premiums paid. Asthe surrender value never exceeds
the premiums paid there will never be achargeable gain.

12.2 Company Tax
General insurance businessis taxed on profits.
Any long-term businessfalls under the life assurance company taxation rules. Creditor policies generate excess E, which can be

utilised to offset Investment Income. Thus creditor insurers are often active in the single premium bond market since they can
offer better returnsto investors than afully net office.

M. UNEMPLOYMENT FUTURE

13.  MARKETENVIRONMENT

Thecurrent Government is escal ating the pace of State disengagement from the provision of welfare, health careand pensions. The
need for this process has been recognised for some time by all the main political parties. The reasons are well documented; the
changing demographics; the increased longevity of life; the improvement in medical treatment. Governments of both the major
parties have presided over periods in office during which the commitment to provide support was met out of the current years
income. Funds that were collected under the guise of National Insurance were diverted away from what many members of the
public feel wastheir right. That istheright to claim benefit if they were unemployed; theright to have disabilitiestreated quickly
and without consideration of the cost; and the surety that the State would provide in old age. Thisdiverting of funds by the State
is diametrically opposed to the current proponents of hypothecation.

The State disengagement has provided the opportunity for insurersto devel op products that fill the gap left by the State, however
many of these, including creditor insurance, have yet to be considered by customers as a critical purchase.

13.1 TheNext Recession

Since 1994 unemployment numbers, onflows and claims have shown afalling trend. What are the prospects for unemployment in
the next Millennium? Are we going to see increasing unemployment and perhaps another recession or will the future pattern be
stable with continued low levels of unemployment? This section tracks some economic indicators over a number of years and
compares these with unemployment over the same period.

13.2 Unemployment Onflows

National unemployment statistics are published monthly, these include the total claimant count, onflows and offlows. The total
claimant count isthe unemployment number that iswidely reported, but thisis not that relevant for insurance. Of moreinterest are
the* Onflows', which are new peopl e registering as unemployed with the benefit office. Ultimately if these people stay out of work
they will become claimantsunder acreditor policy.

The graph bel ow showsthe Unemployment Onflowsfor Great Britain (seasonally adjusted) from 1967 to 1999.

GB Unemployment Onflows from August 1967 to September 1999
Seasonally adjusted data
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13.3 HousePrices

The graph below shows house prices divided by national average earnings, which gives an indication of the affordability of
houses. At the moment theratio isrelatively low with house prices being approximately three times national average earnings.
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The next graph superimposes unemployment onflows on top and shows that high multiples of earnings are associated with low

unemployment and vice versa.

Unemployment, House Prices and Earnings
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13.4 Mortgage Possessionsand Arrears

Unemployment isone of the causes of arrears and possessions and so one might expect these to be correlated with unempl oyment.
However, job loss only accounts for about a quarter of the arrears and possessions cases. The reasons for arrears and possessions

are shown in the table bel ow.

Main Reasonsfor Arrear sand Possessions

Main Reason For Arrears M ain Reason For Possessions
Job L oss 23% 24%
IlIness/Disability/ accident 8% 2%
L ossof Earnings 23% 20%
Failed Sdf Employment 12% 18%
Reéationship Breakdown 10% 14%
Giving up wor k tohaveababy 3% 5%
Unexpected Bills 2% 3%
Credit Commitmentstoo high 4% 0%
High Interest Rates 3% 11%
Other Reasons 14% 2%

Source: Mortgage, Arrears and Possessions: Perspectives from Borrowers, Lenders and the Courts HMSO

The graph below shows the percentage of mortgage possessions and arrears each year as a percentage of mortgagesin force at the
end of the year. Average monthly unemployment incidence rates have been superimposed on this. The unemployment incidence

graph is the same shape as the possessions graph but with a twelve-month lag.

Mortgage Possessions, Arrears and Unemployment 1986 - 1998
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13.5 Volumeof Retail Sales

Thevolume of retail salesreflectsthetrendsin overall consumer’s expenditure and the level of consumer confidence at any time.
Thevolume of retail salesincreased by afifth between January 1991 and January 1998. Retail salesfollow astrong seasonal pattern,
peaking in December each year. For example, theweekly averagein December 1997 wasjust over athird higher than the averagefor
theyear asawhole. Thisisfollowed by the slowest period of salesfor the year; the average for the first three months of 1998 was
over 29 per cent lower than the average for December 1997.

Unemployment incidence al so shows strong seasonal patternswith apeak in July each year. As might be expected unemployment
and retail sales show opposing trends.

Retail Sales and Unemployment
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13.6 FutureEnvironment

The move towards acceptance by consumers for the need to provide for one’s own welfareis probably going to be generational.
Thereisevidence that many twenty and thirty year olds have seen thelack of provision made by grandparents and the subsequent
financial drain on their own parents. Asaresult, many are now consciously setting aside sufficient fundsin order to provide for
themselves.

Traditionally, creditor insurance has only been availablethrough lenders at thetime alending agreement iscompleted. Therehave
been anumber of lending companieswho implement resolicitation programmesin the month immediately following the commence-
ment of the new financial commitment. Periodically lenders, especially mortgage lenders, will offer customersthe opportunity to
buy the product. Until now the distribution channel and the timing of the offer has largely been at the discretion of the lender.
However the use of new technology is slowly changing this. In the mid 1990s General Accident launched a creditor insurance
product aimed at existing mortgage holders. This was a product not linked to a particular lender’s mortgage but enabled the
customer to select alevel of cover at apremium that varied dependent on the post code, age and sex of the customer. The premium
that the customer paid was often lower than that provided by lenders. The early attemptsat matrix rating of acreditor product was
made possible by the improvement of data held and speed of computers, coupled to an effective telephone call centre.

New technology and the speed of the spread of the internet will provide the opportunity for customers to seek out products that
suit their needs, and importantly their pockets, from awider variety of sources. Currently it appearsthat only two creditor insurance
suppliers have made a product available by the internet via this route.

14. UNEMPLOYMENT COVER FORPENSONS

Unemployment cover can normally be offered on any regular commitment. It has been offered on life assurance premiums and on
motor and household premiums. However, it has not been offered on pension contributions, arguably a more important regular
commitment, due to regulatory constraints.

14.1 Why Can’t Unemployment Cover be Offered Now?

Thelncome & Corporation Taxes Act 1988 allows that a personal pension scheme making provision for insurance against ‘arisk
relating to non-payment of contributions’ shall not be prevented from approval. However, current Inland Revenue Practiceisto
restrict the benefits that may be provided under this section to waiver of contributions during incapacity only. Thus the current
legisation already allowsfor unemployment cover to be provided under personal pensions, it isonly prevented by Inland Revenue
practice.

14.2 Stakeholder Pensions

Consultation Brief 6, Stakeholder Pensions- The Tax Regime, wasissued in October 1999 and contained several important proposals
that have opened the door to providing unemployment cover on pension contributions.

Thefirst wasthe proposed removal of the link between contributions and earningsfor contributions up to £3,600 per annum. This
means that a person can now pay contributions to a pension scheme even if unemployed, which currently is not the case.

The second was the proposal to removethe carry forward/ carry back provisions and replace them by all owing contributionsto be
madefor up to five years after termination of employment.

This consultation brief also sought views on life and other rider benefits, whether the rules relating to rider benefits should be
changed and how limits for rider benefits should be set.

Asthe link between contributions and earnings has been broken, the only question seems to be whether an unemployment rider
benefit would be inside or outside of the tax wrapper.

14.3 Benefitstothe Customer

For peoplewho have recently been made unemployed their resourceswill be most stretched following unexpected unempl oyment.
At thistimetheir main aim will often beto reduce or pay off debtsif they have received any redundancy money. It isunlikely that
their pension contribution will have ahigh priority, asit is discretionary expenditure.

Whilst pension contribution holidays may be taken, the long term consequences of missing pension contributionsfor anumber of
months are significant but not often appreciated by the person at this time of financial stress. Even arelatively short suspension
of contributionsearly inlife hasadisproportionate effect on ultimate entitlement, particularly in alow interest rate environment. For
example aperson contributing say £100 per month who experiences two periods of unemployment of 9 months between the ages
of 20 and 30 would lose on average three times more pension at retirement than a similar individual in the same situation aged
between 40 and 50, this equates to approximately 9% of the pension fund.

14.4 BenefitstothePension Provider

For the pension provider there are anumber of significant benefitsin providing unemployment cover in conjunction with apension:

. Security of income stream as pension contributions can be maintained by policyholders during periods of
unemployment.

i Improved policy persistency and therefore faster recovery of initial set up costs and reduction in administrative
costs.

. Opportunity to makea margin on unemployment risk rates.



14.5 Benefitstothe State

If individual stake on responsibility for providing their own pensionsthen thisreducestheir dependence onthe State. Unemployment
cover can ensure maintenance of contributions during unemployment and thus reduce the burden on the State even further.

14.6 Unemployment Cover on Pensions- TheFuture

Assuming that the proposals for stakeholder pensions go forward and the link between contributions and earnings is removed,
thenit will be possibleto offer unemployment cover on Stakehol der Pensionsfrom their inceptionin 2001. Moreover, the proposals
also suggest that Personal Pensions will be brought under the same regime. The only thing preventing companies offering
unemployment cover on personal pensions now is Inland Revenue practice. Given that thiswill be allowed from 2001, it may be
possible to introduce this earlier by lobbying Government.

15. OTHERPRODUCT OPPORTUNITIES

15.1 Premium Protection

The case for including creditor insurance on pension contributionsiswell made, but there are many other insurance products that
lend themselves to either including creditor insurance as a premium protection, or to developing avariant of an existing product.

Simply stated premium protection is the addition of an extranominal amount, no more than one pound a month in some cases, on
the main insurance premium e.g. car or motorcycleinsurance. The benefit paysthe customer’s monthly premium should they suffer
disability or unemployment. The premium protection product, although not uncommon on car and motorcycle insurance, has yet
to be sold with other general insurance, such as contents.

Other variants of the creditor insurance would be a ‘ super waiver’ on life insurance products. Market sources estimate that less
than 12% of customerswith life and endowment policieswill take out waiver of premium. Thereason for thislow rateisthat there
isareluctance of the seller to‘ complicate’ what may bearelatively smplesale. Super waiver issimply ashort term disability and
unemployment product that requires no medical underwriting; instant acceptanceis guaranteed. Cover isimmediate and the first
month a customer cannot meet the premium for the life or endowment product, then the super waiver startsto pay, usually for a
period of twelve months. Clearly the twelve month benefit period is different to the extended benefit provided by a traditional
waiver of premium, but acombination of the productsispossible, with the longer term disability element being provided by thelife
assurer in the normal way.

A combined creditor insurance and PHI product would provide benefitsthat would appeal to customers, at arealistic premium. The
customers that have the propensity to buy a PHI product will often also buy creditor insurance. It therefore makes senseto offer
ajoint product. The short term nature of the creditor product (a30 day waiting period for both disability and unemployment with
atwelve month benefit) meansthat the customer has awider moreimmediate cover. Thisalso allowsthe PHI element of the cover
to have atwelve month deferment period which greatly reduces the premium for this long term benefit.

15.2 Other Financial Commitments

Although the original market for creditor insurance was the lending market, it has now developed so that any regular financia
commitment can be covered. Thereare productson the market that provide cover against disability and unemployment that are not
linked to any formal finance agreement. The customer isfreeto make the choice of which of their regular commitmentsto protect;
council tax; telephone bills; sports club membership; internet bill. Infact any regular financial commitment is ableto be protected.



16. CANPRIVATEINSURANCEREPLACE STATEBENEFITS?

Currently unemployment benefits, in the form of job seekersallowance, are paid from public funds and administration is provided
by the public sector. In addition, Income Support for Mortgage Interest is paid to some unemployed borrowers. In 1996/97 £2,803
millionwas paidin unemployment benefit and job seekersallowancein Great Britain (source Government Statistical Servicewebsite
4/10/99). Mortgage payment protection schemes cover about 20% of mortgage borrowers and we estimate that benefits received
are about £250 million per annum.

Herewelook at some alternative ways of administering and funding unemployment benefits. If unemployment benefit wereto be
privatised, then thisislikely to be atwo-stage processwith the private sector first taking on the administration of benefitsand then
privatised funding could follow.

16.1 Public Funding, Private Administration

Benefits continue to be paid from public funds but administration is provided by outside agencies, such as insurance companies,
who have experience of administering similar schemes.

If administration iscarried out privately it could be decentralised to anumber of Regional Administration Companies, who could be
chosen by tender. These administrators need to be a minimum viable size so that work is conducted efficiently. Branches could be
at existing benefit office locations with some smaller units being replaced by mobile offices.

Some claimantswould need to claim by post dueto distance from their nearest office. Arrangementswould need to be madeto visit
these claimants to process their initial claim and to check progress with job seeking. Other mobile staff would also be needed to
check and investigate cases of fraud.

A centralised computer system networked between offices would be needed to aid administration and check up on fraud. Modern
technol ogy, such ascomputers, telephones, ISDN and theinternet, can be used to improve efficiency but would require considerable
capital investment

16.2 PrivateFunding, Private Administration

A new scheme underwritten by the private sector could beintroduced to replace or complement existing benefits. Thiscould either
be a compulsory or optional scheme.

16.2.1 Compulsory Scheme

Advantages of a compulsory scheme over an optional scheme are:

. Reduction in cost to the State as individuals bear the cost

. Enables cross subsidies between different risk groups, reducing costs for higher risk groups
. Allows cover for all including high risk groups

. No anti selection risk

Disadvantages

. No right of rejection for bad risks
. Good risks are cross subsidising bad risks

Specific Contribution Scheme

Thisschemewould be operated in asimilar way to theexisting contributory job seekersallowance, but with specifically
alocated contributions. Benefitsare provided for claimantsfrom apool of contributionsreceived. Therewould bean
automatic right of entry to the scheme for all eligible employees. This means that there will be cross subsidies
between different groups of employees, as premiums are not related to the risk of becoming unemployed.

Conventional I nsured Scheme

Thisschemewould be operated morein linewith conventional insurance principleswith alink between contributions
and benefits and could takein to account specific risk factors. Risk factors might include the following:

. Industry or Occupation —therisk of unemployment variesby occupation, the unskilled worker ismorelikely
to be made unemployed than a professional person, for example. Thus the contribution rate as a percentage
of the benefit would vary by industry or occupation to reflect thelevel of risk. A maximum and minimum rate
could be applied to ensure that the scheme would be affordable to all. Thusthereisstill an element of cross
subsidy from good risks to bad risks.

. Employer —Inasimilar way that occupation can be used as afactor for rating, another approach might beto
rate according to type of employer. This could take in to account the employer’s approach to employment
policy, for example, if a“hireand fire” approach was used ahigher rate would be charged. The employer could
be charged for the cost of theinsurance or the cost could be collected by the employer on behalf of employees.
Thus an employer might think more closely about making staff redundant if it would increase premiums
charged.

. Income Related Benefit — Once a relationship between benefits and premiums has been established, it is
then possibleto link benefits and premiumsto income. For example, premiums could be charged for earnings
below acertain level to provide abasic flat amount of benefit. An additional premium could be charged for
earnings above aminimum level to provide abenefit related to a percentage of earnings. Therewould need to
be amaximum amount of benefit to ensure that the scheme met genuine needs but still provided anincentive
to return to work.

. Individually Underwritten Scheme— Thistype of scheme would take into account arange of rating factors
about theindividual employee and would be similar to other types of conventional insuranceinitsrating. The
rating factors might include age, sex, amount of benefit, address, occupation and employment history.

16.2.2 Optional Scheme

Thisis an insured scheme with arange of benefits devised to match contributions. If such a scheme isimplemented then
there will beinsured and non-insured people in the population and so a state provided saf ety net will be required. The way
such aschemewould operate would be similar to theinsured compul sory scheme described above. However, there are some
important differences and issues that will arise and these are discussed below.

Freedom of choice

An optiona scheme allows freedom of choice, an individual can chose whether or not to have cover, who the
provider will be and how much cover to have. The individual can chose the scheme best suited to their own
circumstances and can feel that the premium charged will reflect their risk so that they are not subsidising bad risks.
Individual Responsibility

Individuals are encouraged to take responsibility for their own welfare and such a scheme encourages self-help. On
the other hand, an individual may have no incentive to take out suitable insurance cover.



Opt Inproblems

With an optional schemetherewill need to be provisionsfor peopleto be ableto opt in or out. In addition there will
need to be asafety net for those that do not take the insurance and suffer financial hardship on becoming unemployed.

Anti Selection

Astheinsuranceisoptional, thereisan anti selection risk in that those that think they have a high risk of becoming
unemployed are morelikely to take out cover than those that do not have such arisk. Underwriting to filter out bad
risks or to charge more for the bad risks can reduce thisrisk.

Fraud

Thereisamoral hazard with this type of income replacement insurance and cases of fraud need to beidentified and
weeded out.

Insurability
Not everyonewill be ableto obtain insurance at all and for some high risk individual sthe costs could betoo great to

take out cover. Thus some form a safety net or cross subsidy will be needed to ensure that no one falls through the
net.

17. COMMISSON

17.1 Commission Disclosure

Currently amagjor issuein the creditor insurance market (and other general insurance markets) isthat of commission disclosure. The
merits of this debate are considered in this section.

The payment of commission sometimes generates an implication that the person receiving the commission is gaining some unfair
reward. Commission paymentsareamethod of ensuring the seller has sufficient margin to cover the costs of promoting the product
and to receive payment for thetime and effort spent in obtaining the sale. Commission isthe ultimate payment by results system,
and all sales efforts are ultimately rewarded by payment by results.

Inall products, not just financial services, thereisalwaysan element of commission, often called aretailersmark up. Thelending
companieswho makethe creditor insurance product availableto their customers should be considered financial retailers, selling a
range of products. Why then should these financial retailers have to disclose the level of their mark up when retailers in other
market sectors (e.g. clothing, food, electrical goods, cars, restaurants, mortgage, personal loans) do not have to?

One of the concerns often quoted isthat there should be alevel playing field for all financial services, which means that general
insurance should be treated the same as life insurance and investment products - and so commission should be disclosed.
Alternatively alevel playing field of no commission disclosure could extend to all market sectors, including financial services.

Would commission disclosure benefit the consumer? Does the consumer really care, especially with regard to general insurance
products? General insurance products offer stated benefits for a stated price, the commission is included in that price. If the
commission was reduced it would not necessarily mean that the customer would gain in either benefits, or areduction in premium,
asthere would still be distribution costs to meet.

Commission disclosure on general insurance products is not as relevant as on the majority of life or investment products. The
purchase of general insurances is a transparent transaction, customers receive stated cover for a stated price. The purchase of
some life and investment products however is not as straight forward. The investment nature of these products means that any
amount of money diverted away from the premium the customer pays resultsin less being invested for the customer’s benefit.

17.2 CommissonLeve

Thelevel of commissionthat ispaidisonecriticism that issometimessingled out for attention on some creditor insurance products.
There are isolated cases where the level of commission, on some creditor insurance schemes, may be considered by some to be
excessive. Theselevelsof commission, however, are usually in the market sectors where there is an extended distribution chain,
from insurer to eventual customer. Once again the argument is that commission payments are simply a margin for retailers to
promote and sell the product at each stage of the distribution chain.

Typically the amount of advance commission taken by the lender is relative to the particular market sector and the distribution
channel employed. Ultimately thisisreflected in the pricethe customer pays. We havedetailed earlier inthispaper thetake up rates
in particular market sectors, increasingly customers are purchasing creditor insurance, not only asasingle purchase but also asa
repeat purchase and indeed multi purchase on anumber of financial of their commitments; mortgages; loansand credit cards. This
presumes the customer is generally happy with the benefits they are receiving in relation to the amount they are paying and that
they do not consider that creditor insurers and other financial retailersto be part of the current *rip off Britain’ culture adopted by
some other retail sectors.



18. THEGENERAL INSURANCE STANDARDSCOUNCIL (GISC)

At thetime of writing the GISC isdueto take over therole, currently carried out by the Association of British Insurers (ABI), inthe
regulation of the selling of general insurance business. Two consultation documents have been issued so far. The second consultation
document issued in October 1999 presented the mechanisms the GISC intends to use to regulate the General Insurance Industry
from February 2000.

The consultation document describes the scope of the GISC as the regulation of:

. Genera Insurance

. the sales practices and advisory aspects of both insurers and intermediaries in the selling of General Insurance
. thefinancial requirementsof intermediaries;

. the competence and training of the sales staff of its members;

. procedures for the handling of complaints from consumers and the availability of redress.

The document also states that in future the GISC will consider regulating other aspects of general insurance.

Theissues arising from the document that are of particular relevance to creditor insurers and lenders are discussed bel ow.

18.1 Membership

It istheintention of the GISC that all insurers selling general insurance direct to the public and all intermediaries selling General
Insurance will become members of the GISC. The board regards an intermediary as any entity other than an insurer, selling or
advising on General Insurance in circumstances where either

. it regardsitself asfully responsible for servicesto its customers; or
. it has agency agreements with more than oneinsurer for any particular line of business.

Under the existing ABI code, lenders could deal with up to six insurers without having to be independent intermediaries. Some
lenders used just one insurer for all their general insurance products, others used different insurers for each product line, and in
particular the creditor insurer was often a specialist. These new proposals mean that virtually all lenderswill now have to become
membersof the GISC.

A potential problem areaisthat companiesthat become members of the GISC will be banned from trading with companiesthat are
not members. Presently the GISC is being threatened with legal action on the grounds that thisis arestrictive trade practice, asa
company will haveto beamember of the GISC if it wants other membersto deal with it

The GISC has st itself theambitioustarget of February 2000 for thefirst membersto be admitted. Asitis problematic to admit 30,000
members in one go a phased timetable finishing in October 2001 will be used for a staged entry of members. It is questionable
whether thistimetableis achievable as comments can still be made on the second consul tation document until 31 December 1999.
This leaves only a month for the GISC to review and act on comments received as part of the consultation process before they
intend to start admitting members.

18.2 Financial Requirements

Thefinancial requirementsinclude a proposal for the segregation of insurance money. Intermediaries will not be allowed to mix
insurance money with their own money and will be required to maintain designated bank accounts for insurance premiums not
accessible to their general creditorsin the event of their insolvency. There are practical problems with this requirement because
insurance money is often collected by alender using asingle direct debit for both the insurance premium and the loan repayment.

18.3 Competenceand Training

Training standardswill be applied to the General Insurance salesand advisory process. A qualification similar to NV Q isenvisaged.
However, thiswill bevery difficult to apply in aretail environment whereinsuranceis not the main product. It isrecognised that it
isnot practical to expect all staff at point of saleto haveinsurance qualifications, and thelevel of training will haveto take account
of the different levels of accountability and the complexities of different productsin the general insurance industry.

18.4 ComplaintsHandling

Members of the GISC will berequired to haveinternal procedure to deal with complaints and may also bereguired to join the new
Financia Services Ombudsman scheme. However asthe Financia Services Ombudsman will not be prepared to admit new members
beforethe middle of 2002 and there are presently doubts about the funding of the scheme, aninterim Ombudsman scheme may need
to be created.



19. CONCLUSON

In June 1980 the National Consumer Council issued areport entitled Consumers & Credit. Inthereport they considered ‘ Payment
Protection Insurance’ in which they quoted research undertaken by the Birmingham Money Advice Centre which asked the
guestion:

“Do you consider the benefits provided (by Payment Protection Insurance) worth paying extra...” To which over 60% of the
respondents thought that it (Payment Protection Insurance) was a good idea.

In June 1998 MINTEL published research in creditor insurance which identified again that well in excess of 60% of the people
interviewed thought that the benefits provided wereagoodidea. Thiswaswide ranging research across sexes, age boundariesand
geographical areas.

In the two surveys quoted, however, creditor insurance was criticised because of the cost in relation to the perceived benefits.
Additionally in many later articles creditor insurance has often been criticised for many of the exclusions, terms and conditionsthat
are part of the policy. Undoubtedly when the industry was in its infancy the customer literature, point of sale training and
information needed improving. All too often there was alow awareness amongst the lenders own field staff of the exact nature of
the cover. Due to training programmes, undertaken by the creditor insurer, and increased sophistication of the provision of
literature, thereis now ahigher level of product awareness and product knowledge amongst staff and customers.

Creditor insurance is a mass market insurance product, sold to the majority of people at a reasonable price. Without doubt the
terms, conditions and exclusions can be relaxed but at a cost. The increased cost would need to be passed on to all customers
taking the cover, which would mean the majority of customers being financially disadvantaged for the benefit of thefew. Whilst it
can be argued that thisis the basis of insurance, it is generally thought that it is everyone's best interest that the majority benefit
from the cover at an affordable price.

Surveys continue to demonstrate that the customer wants the benefits offered by this type of product. Sales of the product
increase year on year as more customers buy the product. Once customers have had the security of the product they tend to re-
purchase. Cancellation rates for the product average 10% per annum. Thisis not atrue cancellation rate because customers are
unhappy with the product, most of the cancellations are because mortgages and |oans are redeemed.

Historically many of the early American pioneersof the product inthe UK thought that the*S' curvefor creditor insurancewasten
tofifteenyears. Whilst the product life cyclefor the early formsof creditor insurance may beten to fifteen years, with each product
and distribution enhancement an extension of the product lifecycleisassured. Clearly thereisaGovernment wish that individuals
take moreresponsibility for all aspects of their own welfare, thereisadanger isthat insurers become myopicintheir initiativesto
product design and distribution efficiencies. The customer isbecoming increasingly willing to buy creditor insurance.

What are the key drivers for successin the creditor industry? Asalwaysin a market driven economy it is the organisations that
innovate and lead the way that typically reap the benefits of first to market. Thosethat develop systems; claimsand administrative
processes as well as enhancing the product and experimenting with distribution will succeed. In any service industry it is the
organisationswho invest in the people they employ, both in the back office and front of house, and ensure that these peopleremain
motivated, committed and eager to please, that succeed. It isin short the organisations who are customer and client focused that
will reap the benefits of this unique and special product offering.
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GLOSSARY

Ceased Tradingmeanswhere you haveinvoluntarily ceased trading asaresult of your business having insufficient assetsto meet
its debts and liahilitiesand ;

a your accountant confirms that accounts to cessate the business have been prepared and submitted to the Inland
Revenue; and

b. your bank confirms that your trading account has been frozen and no further funds will be advanced in respect of
your business.

Contract Workers - In order to claim for unemployment contract workers must satisfy special conditions. If you were made
unemployed from afixed term contract, you will only be entitled to unemployment benefitsif:

a you were on ayearly contract which had been renewed at least once immediately prior to you being made
unemployed; or

b. you were under contract with the same employer for aperiod of at least 24 consecutive monthsimmediately prior to
you being made unemployed.

If you were with the same employer for at least 6 months and your contract had been renewed at |east twice the you will only be
entitled to benefit for unemployment if your contract if your contract terminated early. Unemployment benefit will cease at theend
of the contract term.

Deferred period - In order to claim for unemployment or disability benefit an insured customer must be off work as a result of
disability or unemployment for aminimum period of time. This period may bereferred to asthe‘ deferred period’ or alternatively as
the ‘excess period’ or ‘waiting period’ (see aso initial exclusion period).

Disabled means being unable to work at your normal occupation (or at any job which you are reasonably able to do, given your
experience, education or training) because of an accident or sickness. If you are self-employed, you cannot be receiving any form
of payment or be helping; managing or carrying on any part of the running of the business while you are disabled.

Elimination Benefits— These start accruing at the rate of onethirtieth of the monthly benefit for each subsequent day of disability
or unemployment after completion of the deferred period. No benefit is paid for the deferred period.

Excess Period — see deferred period (see aso initial exclusion period)

Initial Exclusion Period — Thisisthe period at the beginning of the policy during which acustomer cannot claim. Thismay aso be
referred to as the qualifying period (see also deferred period)

I nvoluntary Unemployment means

i) being entirely without gainful employment (which includes the assisting, managing and/or carrying on of any part of
the day to day running of a business); and

ii) being available for and actively seeking work and being able to provide evidence of this; and

iii) having signed a Jobseeker’s Agreement or any such agreement in succession and provided us with a copy of the
same (unless exempt).



M onthly Benefits— One monthly benefit is paid immediately on completion of thedeferred period. Subsequent benefits are paid
for each complete month that disability or unemployment continues.

Qualifying Period — seeinitial exclusion period (see also deferred period)
Redundancy meansthe ending of your full-time employment because:

i) your employer is no longer carrying on the business for which you were employed in the place where you were
employed, or in asuitable aternative site; or

ii) your employer needs|ess employeesto carry onwork of aparticular kind in the place where you were employed, or
in asuitable alternative site

Resolicitation - Customerswho have not taken a creditor policy at the time the loan is arranged are contacted after the sale has
been completed, usually within one month, and are offered the opportunity to purchase creditor cover. The product offered may be
the same as the point of sale product or it might be a cheaper product with limited benefits.

Retention — Thisisthe insurer’s charge for doing business and it comprises an expense charge and a charge for cost of capital.
Retr oactive Benefits - On completion of thedeferred period an immediate benefit payment is made equal to one thirtieth of the
monthly benefit for each day of the deferred period. Subsequent benefits accrue at the rate of one thirtieth of the monthly benefit
for each subsequent day of disability or unemployment.

Ruleof 78— Thisisthe basisonwhichinterest isrebated on early termination of afinance agreement. Some finance companies may
useruleof 78 +1 or ruleof 78 + 2. Theformulafor arefund onthe Rule of 78is:

(n=t)(h—t+1) where n=original termin months
nn+1) t = expired duration in months

Theruleof 78+1 usest+1 rather than t and the rule of 78 + 2 usest+2 rather than t. Thisformulamight also be used for calculating
unearned premiumsfor liferisks.

U Benefits- One monthly benefit is paid immediately on completion of thedeferred period. Subsegquent benefits accrue at therate
of onethirtieth of the monthly benefit for each subsequent day of disability or unemployment.

Waiting Period — see deferred period (see aso initial exclusion period)

APPENDIX 1

THESTATEBENEFIT SYSTEM

Many peoplerely on the state for protection but few realise how limited state benefits are. Qualifying for state benefitsis not so
simple as it used to be, for example, if you have a partner that works or have £8,000 in savings you will not get any help with
mortgage costs. The interaction of creditor benefits with the state benefits system is described below, aong with the levels of
various state benefits and the rules for qualifying for these benefits.

I nteraction of creditor benefitsand state benefits
Mortgage Payment Protection

Any payments under a mortgage creditor policy which are received and used to pay housing costs not being met by the Benefits
Agency will beignored. If the amount received exceeds thetotal of :

. The interest paid on a qualifying loan which is not met by the Benefits Agency;
. Capital repayments on aqualifying loan; and
i Any premiums paid on the policy in question and any buildings insurance policy;

Then the excess amount will be counted as income and could reduce the amount of benefit.

Other Payment Protection Policies

Payments under insurance policies taken out to insure against the risk of being unable to maintain hire purchase or similar
payments or other |oan payments, for example, for credit card debts, will beignored. However, anything received above the amount
used to make the payments and the premium of the policy will be counted as income and could reduce the amount of benefit.

Job SeekersAllowance (JSA)

Job seekers allowance was introduced on 7" October 1996 as a replacement for unemployment benefit and income support (for
thoserequired tolook for work). It isabenefit for all peoplewho are unemployed and who arelooking for full-timework. Thereare
two forms of JSA —contribution-based JSA, which depends primarily onthe NI contribution history of the claimant and income-
based JSA, which ismeanstested. A claimant can receive both at the same time but contribution-based JSA will only be paid for
thefirst 26 weeks of any jobseeking period.

Toqualify for JSA, aclaimant must :

. Be unemployed or working for lessthan 16 hoursaweek. A partner must either be unemployed or working for lessthan 24
hours a week; and

. Be capabl e of work; and

. Satisfy the ‘ labour market conditions’, which are:

. Beavailablefor work; and

. Be actively seeking work; and

. Have acurrent jobseeker’s agreement with the Employment Service; and
. Be below pensionable age; and
. Not be younger than 19 and till at school or college on a non-advanced course; and
. Bein Great Britain.

In addition, to qualify for contributions-based JSA, aclaimant must :

. Satisfy the contribution conditions. Theselook at the amount of NI contributionsin the two complete tax years preceding
the claim (therelevant contribution years). Thefirst condition requiresthe claimant to have paid Class 1 NI contributions
of at least 25 timesthe weekly lower earningslimit in at least one of the relevant contribution years. The second condition
requiresthat in each of therelevant contribution years, the claimant haseither paid or been credited with at least 50 timesthe
weekly lower earningslimit.

. Not have earnings above aprescribed amount. The prescribed amount depends on the age-related amount of contribution-



based JSA (A) and the earnings disregard (B) (thisisthe amount apersonisallowed to earn without having his/her benefits
reduced. For most people, it is £5 per week). The prescribed amount is equal to A plus B less £0.01. For thistest, the
earnings of partners are ignored. If a claimant earns more than £5 a week but less than the prescribed amount, his/her
benefits will be reduced pound for pound for all earnings above the earnings disregard.

. Not be entitled to income support.

Income-based JSA ismeans-tested. Thekey differencefor income-based JSA isthat the earnings of partnersand savingsare taken
into account when assessing €ligibility.

State Disability Benefits/ Statutory Sick Pay
Incapacity Benefit (I1B)
Incapacity benefit is not means-tested, and depends on the claimant meeting the following criteria:

. They are assessed or treated as being incapable of work. Thisis determined by way of the own occupation test (for
thefirst 28 weeksof aclaim) or the“all work” test (after 28 weeks).

. Are not entitled to Statutory Sick Pay (SSP); and either

. Has been paid or credited with enough NI contributions; or

. Qualify asawidow or widower.

IB ispaid at three rates and depends on the length of time a claimant has been entitled to IB:-

. Thelower rate of short-term I B ispaid for thefirst 28 weeks of entitlement;
d The higher rate of short-term IB ispaid after 28 weeks of entitlement.
. Long-term IB ispaid after 52 weeks of entitlement.

For short-term I B, aperson must not be morethan 5 years above pension age, but for long-term | B, they must not be over pension
age.

Waiting Days

A person will not be entitled to I B for thefirst three daysin any period of incapacity. Thewaiting daysarewaived if the period of
incapacity can be linked to a previous one; or the person was previously receiving Statutory Sick Pay (SSP) and the period of
incapacity fallswithin 57 days after the entitlement to SSP ended.

Statutory Sick Pay (SSP)

SSPispaidto employeesfor up to 28 weeks of incapacity. SSPisadministered and paid for by employers. To qualify, an employee
must be aged between 16 and 65 and have normal earnings equal to or abovethelower earningslimit. Theincapacity must last for
aperiod of 4 or more consecutive days. Two periods of incapacity will belinked of they are separated by 8 weeksor less.

Contract workersare also entitled to SSP, provided the contractor isemployed for three months or more. SSPisonly payablefor the
term of the contract, if thisislessthan the 28 week entitlement. However, if acontractor has been employed continuously for three
months or more, then he/sheisentitled to SSP evenif the contract was originally ashort-term one. To stop employersavoiding SSP
by employing people on a series of short-term contracts, the rules say that if a person has been employed by the same employer on
two or more short-term contracts separated by 8 weeks or less and the total period specified in those contracts when combined
exceeds 13 weeks, then the person is entitled to SSP. Asfor IB, the SSPisnot paid for the first 3 daysin aperiod of entitlement.
Again, thesewaiting dayswill bewaivered for alinked claim.

Other benefits

Sever e Disablement Allowanceis paid to peopleincapable of work and who become so on or beforetheir 20" birthday and who are
considered to be 80% disabled or who were previously entitled to non-contributory invalidity pension. Entitlement isnot affected
by NI contributions, nor doesthe claimant need to have been employed. Therefore someone may qualify evenif they don’t qualify
for SSP or IB. Any income or savings does not affect entitlement.

Industrial injuriesbenefitispaidif apersonisdisabled asaresult of an accident at work or adisease caused by their job. Themain
benefit is disablement benefit and entitlement is not dependent on NI contribution history.

Income Support isabenefit for people onlow income. However, isnot paid to unemployed peopl e available and actively seeking
work asthey are expected to claim JSA instead. Income support is means-tested and does not depend NI contributions. Sick and
disabled personswill be eligibleto receiveit if they areincapable of work because of illness or disability and:

. Arereceiving SSP; or

. Satisfy the own occupation or all work test for 1B; or

. Aretreated asincapable of work by an adjudication officer; or

. Aretreated as capable of work becausethey aredisqualified from receiving 1B due to misconduct or failureto accept
treatment.

Income support isclaimed for afamily and therefore, aperson will not be eligibleif their partner isreceiving income-based JSA.
M ortgage Payment Scheme

If apersoniseligiblefor income support or income-based JSA, they will also be digiblefor help with their mortgage payments. The
benefit is designed to cover mortgage interest payments only and so a claimant will still need to meet any capital repayment or
associated insurance premiums.

Benefits do not start immediately an income support or income-based JSA claim starts. Thereisawaiting period, which depends
on when the loan was taken out :

If the loan was taken out before 2 October 1995 then a claimant gets:

. Nothing for thefirst 8 weeks of the claim.
. 50% of the eligible mortgageinterest for the next 18 weeks.
. 100% of the eligible mortgageinterest after 26 weeks.

For loanstaken out after 1 October 1995 :

. Nothing for thefirst 39 weeks of theclaim.
. Full housing costs after 39 weeks.

Interest Rate

If theinterest rate paid by the claimant is above 5%, then the standard rate of interest, as set by the DSS, will beused in calculating
the amount, not the actual rate paid by the claimant. If the actual rateis greater than this standard rate, the claimantswill have to
meet the shortfall themselves. Where the actual rate of interest is below 5%, thiswill be used instead.

Loan Amount

Theloan amount on which the benefit isbased will not necessarily bethefull amount of the mortgage, becausethereisaupper limit
of £100,000. For mortgages above this amount, interest will be calculated on £100,000 only. If living costs are thought to be
excessive, for example, because the home istoo big for the family or the areais more expensive than other areas where there is
suitable accommodation for the person’s needs, then the amount may be restricted.



APPENDIX 2

MPPI -BASELINE COVER SPECIFICATION

- Cover Purchased by Borrower s-
The Baseline Cover isthe minimum cover that should be offered to borrowersto purchase. It isexpected that lenderswill offer
products that are superior to the minimum but for each element (accident/sickness and unemployment) the dimensions set out
bel ow are the absol ute minimum.

6. Benefit period
for
months

benefit

7.Insured person

specific

12 months for any one claim, subject to the
length of individual claims

Any named mortgage applicant or existing
borrower

This is the maximum benefit that a claimant can receive for any one claim,
following the excess period. Not all claims will actually last for 12 months,

example a borrower who has had an accident might return to work after 6
because he/she has recovered. It will be open to lenders to offer a longer
period than 12 months if they wish

The insured person will normally be the first named applicant or main earner.
However, benefit can be shared between joint borrowers to reflect their

the

8.Linked claims

9. Requalification
period following
receipt of the
of the maximum
benefit

Insurers will follow the linked claim rules
set out in the ABI guidelines (as summarised
in the explanatory notes).

Monthly benefit ceases once 12 months'
benefit has been paid. For unemployment
claims and disability claims where the same
disability has recurred: once the maximum
benefit has been paid, the borrower will

foll Mum%aﬁt claims following a
+ =4

Element Dimensions Explanatory Notes (not for borrowers but to clarify issues with Government, PIA etc)
1.Risks that are | The benefit is paid if the person insured is All lenders will offer, at least, the standard cover insuring against accident,
covered unable to work due to: sickness and unemployment. Some lenders may choose to offer, as an
option,
¢ accident or unemployment cover on its own or accident/sickness cover on its own,
provided
+ SICRNESS o7 TE DOTTOWET STAlES thal e OpUon Sefected Teets el particutar eeds.
« unemployment (which is involuntary)
2.Eligibility to The applicant must: If alender offers a product with a longer benefit period than 12 months, the
upper
apply a) be aged between 18 and 64 (unless age qualification can be reduced accordingly.
otherwise stated); When a borrower commences working in the UK, Channel Islands or Isle of
Man
b) live in the United Kingdom, the Channel and subseguently the job location moves outside these territories, the cover
will
Islands or the Isle of Man; remain valid provided:
¢) be working in the United Kingdom, the  if claim validation is carried out:
Channel Islands or the Isle of Man; - by a doctor resident in the UK, Channel Islands or Isle of Man for an
d) either be applying for a residential accident and sickness claim
mortgage or have a residential mortgage - by an appropriate employment office situated in the UK, Channel Islands
or
that is not in arrears; Isle of Man for an unemployment claim; or
e)be In pard full time employment » the Insured person 1s working for the Britisn Armed Forces or as a Civil
(including self employment and contract servant in a British embassy or consulate; or
work) and * the insured person is working for an employer that is a UK registered
company

f) have been continuously employed for at

least the previous six months at the date
of application.

who assigns the insured person to work within the European Union.
Continuous employment can be with more than one employer.
Full time employment is officialy defined as 16 hours per week.

3. Initial qualifying|
period (for

people
unemployment
only)

¢ 60 days from the date of completion on a
residential property (for cover arranged

at the same time as the mortgage)

« 120 days from the date of application for

This is the period of time at the start of the policy during which a claim for
unemployment will be declined. It is included to eliminate claims from

who are aware of impending unemployment. Throughout this period cover
against accident and sickness remains. It is expected that some lenders will be
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mortgage payment) for each joint borrower, provided each borrower pays the
appropriate premium.

Two claim periods separated by three months or less will be treated as one
continuous claim. Where a claim changes from, say, a sickness claim to an
unemployment claim, a second excess period will not be applied.

The requalification condition is necessary to prevent claims continuing for
longer than the maximum benefit period. In effect, it restates the 6 month
continuous employment condition at commencement of cover.

period of 6 months' active employment. For

disability claims where a different disability
occurs: once the maximum benefit has been
paid, the borrower will qualify for subsequent
claims following a period of one month’s
active employment.

4. Excess period
any
(for each claim)

. k. ’
COVET (TUI COVET dTaliycu artcr i murtyay

60 days

)

abtetocommernce-the-mitrat quaiifyillg pcliud fromrthedateof cm.,ilangc of
contracts.

The excess period is the number of days at the beginning of a claim before

benefit will be paid. As in the excess on a motor insurance policy it is the

part of
helps

borrowers

the claim amount that is the responsibility of the claimant. Its inclusion
reduce the cost of cover. When a claim is received during this period,

will be requested to send in a claim form once the excess period has expired.

5.Benefit paymen

Daily benefit, payable monthly in arrears

The benefit will be paid at the end of each month, following the excess

10. Monthly Not less than the full monthly commitment The monthly benefit will be adequate to cover the monthly mortgage
payment
benefit to the lender at the start of the mortgage at the start of the mortgage. While it is the borrower’s responsibility to
ensure that the monthly benefit is adequate for their needs, as mortgages are
often
arranged on fixed, capped or discounted interest rates, insurers and lenders will
take all reasonable steps to remind borrowers to ensure adequacy of cover
levels.
THe TTSurarce 7S uesigredto cover pritarity the mortgage payment (o
mally
interest only or capital and interest). It can also cover:
» the mortgage repayment vehicle (endowment, PEP etc., but not pension)
* buildings/contents insurance
at the borrower’s option.
The monthly benefit will cover the MPPI premium (if not already waived
during
the claim period).
11.Minimum The minimum period between consecutive The purpose of minimum notice periods is to protect the borrower against
periods of changes is 180 days. detrimental changes with little warning. However the insurer’s right to charge
a
notice for Notice given to borrowers for: premium that reflects the true risk, which can sometimes change rapidly as
the
changes to economy changes, must be preserved. The periods of notice are those given
to

period.
basis For part months (which can occur at the beginning or end of a claim), benefit
will
be calculated as 1/30th of the monthly benefit for each day of the claim.
combination of the 60 day excess period and the daily benefit paid in arrears
means that the first full monthly benefit will be paid on day 91 of the claim.
47

the-Hstranece:
not

contract
or

close to

when the change ag

o ; ol
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Premium rate changes: 30 days

IPT changes: Defined by law

Withdrawal/cancellation:
ually

II._I\JI TUWTI O QU Id Aty wou\.,latcd CUTIUNACtlo baVVCCII t:-lC ;I OUT Tl a Id :C! IdCl |||u3‘t
compromise them. Single premium contracts can normally not be amended
cancelled. It was also felt that the notification date should be reasonably

90 days (if no the effective date so that it is still relevant to borrowers

Lotk L
SUOSITOtC—SCICMmT

is offered)
30 days (if
Substitute scheme
is offered)

occurs:




12.Claims
secure
eligibility

contract worker:

Individual cancellation

(e.g. due to fraud): Immediate

The purpose of this condition is to demonstrate an applicant’s ability to

employment.

a) regularly Covered if: In effect, once a contract worker has been continuously employed with the
same
renewable: « on a yearly contract which has been reneweq employer for two years, he/she becomes entitled to equal standing as open-
ended
at least once, or contract employees.
¢ under contract with the same employer for g
period of at least 24 months.
b) individualy Covered if at least 6 months with the same
negotiated: employer and the contract has been renewed aff
lease twice.
« unemployment benefit paid only if contract
terminated early
« unemployment benefit ceases at the end of the
contract term
13.Claims The self employed will be covered if: The self employed can register for Job Seekers allowance. They may not
qualify
eligibility « they have involuntarily ceased trading and | for benefit but they will receive a Nationa Insurance credit.

self employed:

declared this to the Inland Revenue and
« they have registered for Job Seekers
allowance at the appropriate office in the

Llait ept—ta-Clhannal

14 . Temporary
policy
earnings during
a claim period
not

15.Exclusions

normal

16.Medical
evidence

Islands or Isle of Man)
Will be allowed, in effect suspending claim

payment for the period of temporary work.

For accident, sickness and unemployment:

¢ any pre-existing medical conditions for
which treatment had been given or
diagnosis had been made or investigations
had commenced during the 12 month period
before cover commences

* pre-existing chronic or continuing disease

o self-inflicted injuries

 acohol abuse

 drug abuse

e war, invasion etc.

 radioactive contamination

e pregnancy

For unemployment:

e casua or temporary work

« when unemployment is a seasonal occurrence

¢ known or impending unemployment

¢ voluntary unemployment

« unemployment caused by misconduct

¢ aperiod of unemployment for which pay in
lieu of notice has been received

Normally the doctor’s report is sufficient. The Borrowers are required to complete continuation claim forms if the duration

borrower pays for this at the commencement of
the claim. If further specialist medical evidence

This approach has been offered by most insurers. It will be included in the

wording, rather than allowing it to be discretionary. Temporary work taken
immediately after unemployment, but before a claim has commenced, will

adversely affect the claim.

For claims relating to certain conditions, including:

* aids

* pregnancy complications

* backache

* stress and mental disorders

additional specialist medical evidence will be sought to validate the claim.

Pregnancy complications does not include conditions that are considered
in pregnancy such as morning sickness and post natal depression.

Cessation of temporary employment which commences during a claim (as
described under section 15) is not excluded.

exceeds several months. The borrower pays for further medical evidence if
charged by the doctor. Some insurers will take copies of Form MED3 as

is required by the insurer, the cost is met by the evidence.

insurer in line with the standard fee structure as
set out by the BMA

APPENDIX 3

CREDIT CARD INSURANCE

COMPETITOR ANALYSIS

(2]
5
8o
B8 3
O O
8 g
[

o®m
85
e >
57
£3a

Life

L

Cost isbased on

Accident and Sickness
Unemployment

AS

Oustanding Balance

Hospitalisation

Critical lllness

U
H
a

Accidental Death Benefit

ADB
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S ERWHERE QALIPTLNG PURCHASE TRAVEL CARD
(ISSUERWHERE  PPIINSURER COVER PERIOD CcosT BENEFIT
APPROPRIATE) PROTECTION ACCIDENT PROTECTION
[ L - £7500 .

Yorkshire Bank London & Not provided Provided up to £10 - 1 year single

Edinburgh U 14M 68p per £100 10% of O/B - Max 12 £50,000 £16 - 1year joint
(Life Captive) months £25 - 3yearssingle

AS 14M 10% of O/B - Max 12 £39 - 3yearsjoint

months

PERSONAL LOAN

COMPETITOR ANALYSIS

Key:

Cost isbased on Total
Amount Repayable (TAR)
unlessstated otherwise

L = Life

AS = Accident and Sickness
] = Unemployment

H = Hospitalisation

d = Critical lllness

ADB = Accidental Death Benefit

November 1999
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MORTGAGE PAYMENT PROTECTION

COMPETITOR ANALYSIS

L = Life

AS = Accident and Sickness
] = Unemployment

H = Hospitalisation

a = Critica llIness

ADB = Accidental Death Benefit

November 1999

KEY

30E - means 30 days excess
with benefit duedaily
from day 31

30M - means 30 days
waliting period with
benefit duemonthly but
paid back tothe first
day of theclaim

30R - means 30 dayswaiting
period with benefit
payabledaily and paid
back tothefirst day
of theclaim

Cost isbased on the Monthly
Benefit selected by the
customer

AVAILABILITY ADDITIONAL
LENDER | SCHEME | \sURER | cOVER| INmiaLExcLuson |QUALIFYING COST INC| BENEFIT | toNonBorrowers/ NOTES
NAME UNEMPLOYMENT PERIOD IPT Existing Borrowers
. 60 days
Commercid ASU v 6.04%
Ab_bey Payment Care Union AS I a;rangecll V\."th'fn 30days for dlz?)Eti ons 3.26% 12 months Both
National Undenwriting U of completionfor new p 1.31%
mortgage- noexclusion
Alliance Mortgage
& Payment Pinnacle ASU 60 days 30E 5.20% 12 months Ex borrowers
L eicester Cover
| ASU 5.6%
Barclays .
MortgageCare| Captive 60 days 30E 12 months
Bank 9 U 4.6%
Bradford Payment  |GEFinancial 60 days
& Protection Insurance ASU 120daysif existing 30E 5.60% 12months | Existing borrower
Bingley Company customer
Bristol S0p per
& Incomesure Eg.?%?; ‘i‘] ASU 60 days 60E £10000f | 12months | Existing borrower
West 9 loan
ASU 30days 30E 60E 90E 12 months
;-ég g-gg 2% 18 months
Britannia 920 763 630 24 months
Payment AS i 357 300 254 12 months
Protection | Guardian 433 363 303 18 months Both
460 384 315 24 months
357 300 254 12 months
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