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LifefriStrance is undergoing a
Eismic shift with the new wave

of products directed at individi8ls
who are living longer, gettirig "~
richer and always vilirie.
MICHAEL HOBBS reports.
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t didn't happen overnight but life insurance is fast taking

centre stage in the world of wealth management. In the last

12 months alone, the country's largest super funds, fund man-

agers and planning groups have all announced major improve-
ments to their insurance offering, in one way or another.

At the very heart of this sea change is that people are living
longer. Insurance providers have had to go back to their drawing
boards to accommodate new social and economic variables.

“Mortality, longevity, health issues and changes in medical
technology are of interest. One of the fundamentals to this busi-
ness is how well you know the risk and then price it,” said Michael
Rogers, AXA Australia financial protection general manager.

Product cycles are shorter too. "I've been in the industry for
roughly 20 years. We would normally update a product every two
years. Now it's six months. The gauntlet has been thrown down,”
said Marc Fabris, Zurich life risk strategic marketing manager.

New demographic trends have also made life insurance
cheaper in some aspects but dearer in others. “Overall mortality
has been improving for many years and that's translated over
time to generally lower premium rates for death insurance,”
said Rogers.

"On the other hand, for other areas like TPD and trauma, the
demographics aren't necessarily going the same way,” he said.

Longevity rates have certainly influenced what insurance
services are available.

“We've got claimants right up to the age of 100, which has an
impact on product design and underwriting," said Laura Halbert,
ING Australia’'s marketing and communications manager.

Finally, it's a case of web technology arming the public with
information fast. "As a result of the speed to which advisers are
able to check products, with the free use of research, life insur-
ance companies are reacting quicker to their advisers and com-
petitors," said Fabris.

Lifestyle and life cycle insurance

Admittedly life insurance will always be about covering an indi-
vidual in case of job loss, accident or death. But increasingly, it's
become more than that.

“People are looking for more breadth and more opportunity. Just
selling life insurance is not enough to be competitive. You need to
be broader and that means that looking at new segments like
special risk occupation or baby cover,” said Halbert.

Last month, ING Australia did just that when it launched baby
and pregnancy cover.

According to the group, the average median age for new
mums is 31 years old, an age where the risk of pregnancy compli-
cations and birth defects increase.

As for special risk occupation, ING now offers income protec-
tion to miners, bricklayers and gravediggers, to name a few.

In Australia, the population’s addiction to junk food has also
triggered a swathe of obesity-related insurance products.

For example, ING has extended its policies to cover
severe diabetes.

Copyright Agency Limited (CAL) licensed copy

with ‘lifestyle convergence' options. “You
might have these stand alone products that
provide TPD or trauma but if the person
gets married or has a child, the product
changes to give death cover as well.”

In short, product providers are now fall-
ing over themselves to offer insurance that
cater for all life stages, similar to life cycle
managed funds now popular in the US.

"I think the future for product design is
how do you take products which tend to be
point in time to be customer life cycle prod-
ucts,” said Rogers.

“So when you're 30, you have different
needs. I'm not sure as an industry we've
quite got the answers there yet but I think
the products are heading in that direction.”

Insurance on the web

Any discussion about what's new in life
insurance is not complete without a discus-
sion on technology. Many players seem to
be focused on how to speed up the under-
writing and approval processes using the
web. The bottleneck is at the point where
the life insurance applicant has to hand in
signed paperwork. But that could soon be
a thing of the past.

AMP for example has recently launched
“easywrite”, an automated underwriting
process. To fast track an applicant, AMP
has developed an online solution where
applicants answer the questions relevant
to them. It is only when they give an answer
that needs clarification do they have to
deal with an underwriter.

Reflecting this, Aviva has also stream-
lined its medical and financial underwrit-
ing services so that it removes the need for
financial advisers to include an account-
ant's signature, another time-consuming
part of the process.

Natalie Eckersall, Aviva's general man-
ager of wealth protection product, reasoned
that advisers already conduct an extensive
assessment of the client's finances anyway
and therefore could bypass obtaining an
accountant’s signature.

Meanwhile, Allianz has taken the con-
cept a step further and created an online
personal insurance product that is availa-
ble on the web.

“A lot of that was to do with access.
There's arange of people in the community
who probably didn't want to see a risk
writer or a financial planner so we decided
to go direct to market," said Jonathon
Poole, Allianz's chief executive.
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Allianz can generate a policy within
one minute and then provide a detailed
price structure so all that's left is for the
person to provide a credit card number and
the policy is theirs.

Online insurance is particularly attrac-
tive to women, according to research. Poole
observed, “We think women are an under-
serviced market. We see a higher percent-
age of them using the website than you

would norWaditional
distribution app

But not everyone is convinced that
direct selling will become mainstream.
"Life insurance is still a grudge product,
most consumers would rather not think
about it or considerit ... Idon't see it taking
off, you need someone to take you through
it," said Eckersall.

Insurance through super

Since the Better Super legislation was
introduced last year, insurance firms such
as MLC, CommlInsure and Zurich, among
others, have been battling it out to take
advantage of the inherent tax benefits.

"We've launched income protection
through super and introduced split pre-
mium structures to make it easier for cus-
tomers to get part of their insurance cover
on a step premium and part on a level pre-
mium," said David Evans of MLC.

"Step premiums go up each year and
the level premium are calculated on the
age at which they take out the policy
whereas level premiums is more cost
effective in the long term.

"By introducing this, customers can
get the best of both worlds, making it
more affordable.”

Commlinsure has also developed a
superannuation product, Total Care Plan
Super, which has no accumulation compo-
nent and has the sole purpose of providing
cheaper life insurance cover.

“If you take out life insurance through
super, you get great tax concessions but if
you take the exact same policy outside of
superannuation you don't. That's a big
anomaly,” said Clive Levinthal, general

manager of life super and investments
at Commlinsure.

This adds impetus for retail life insurers
to lift their game as super funds now use
life insurance as a member retention tool.
In the past two years, AustralianSuper,
CBUS, TWUSUPER and LUCRF Super are
just some of the dozens of super funds
which have improved their life insurance
cover at little or no cost.

Insurance through advisers and platforms

All this effort to improve products will do
little to solve the country's underinsurance
without the help of advisers. According to
a new report, there are less advisers out-
sourcing the role to a third party and the
pace is slow.

The latest Investment Trends research
report surveyed 1600 planners in Novem-
ber last year and found that the number
providing risk insurance services has
increased to 84 per cent, up 3 per cent on
the previous year.

The snag is that 61 per cent of those
providing a risk insurance service were
writing less than $50,000 in annual premi-
ums, barely enough to cover their subur-
ban office rent.

But what these figures show is that there
is tremendous opportunity for risk product
providers, particularly in the current market
when share portfolios are hurting.

“The challenge of increasing the contri-
bution of risk advice to a practice's bottom
line will be made a little easier as planners
may be less focused on investment in 2008
than they were in 2007," said Mark John-
ston, Investment Trends principal.

“With increasing market volatility and
spiralling living costs, demand for all forms
of insurance, particularly life and income
protection should continue to increase.”

As an indication of whether or not insur-
ance product providers should be focuss-
ing their attention on technology enhance-
ments, the report found many planners
were moving towards using platforms to
service their clients.
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In fact it found that of the financial
planners that were writing more than
$100,000 in annual premiums, 27 per cent
would prefer to provide life insurance
online through planning software in three
years' time.

This is compared to only 21 per cent of
risk insurers wishing to go directly to the
risk provider in the coming years.

“Within online functionality, ease of use
and electronic application facility are areas
that planners wanted more improvement,”
said Johnston.

“This represents a fundamental change
in how planners currently transact with life
risk product providers and how they inter-
act with platforms and planning software."

The report found advisers viewed trans-
ferring risk data into planning software as
the most helpful improvement to them pro-
viding life risk services.

“For planners, writing large amounts of
life risk they tended to prefer improvements
in the underwriting process and online
application process,” said Johnston.

Richard Klipin, chief executive of the
Association of Financial Advisers (AFA),
agreed. "Insurance products on platforms
is a big signal to the mainstream financial
planning community, because having the
products on the platforms makes it easier
to use and access.”

New ground for the middle market

While planners have long served the high
net worth market, industry experts argue
that those further down the rung - the
middle market - is the growth area
in insurance.

Zurich for example has built an entire
strategy focused on this segment, which
the company defines as typically younger
families and middle-income earners with
dependent children and a mortgage. Many
of these families do not seek financial
advice, even though they have a strong
need for insurance.
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To address this, the group has launched
an Ezicover suite of insurances, designed
for younger families who may not need
insurance to cover expensive medical bills,
but desperately need it for protection
against mounting credit card and mort-
gage debts.

In addition, Zurich has launched
“Select Term" insurance, which breaks
insurance in manageable chunks of five,
10 and 15 years.

Aimed squarely at the middle market,
the new product aims to protect clients’
mortgages, high education expenses and
provide a safety net for business owners in
the event of a premature death. But
because the premiums can be paid in three
different time periods, clients aren't stuck
with the same product for their lifetime,
again reflecting the growing demand for
life cycle type insurance.

Damien Green, AIG Life head of insur-

ance, acknowledges the potential and calls
for more advisers to expand their "middle
market" base.

However, as Levinthal points out, cost
precludes middle Australia from being
serviced. “It's not affordable for advisers to
insure those who might just need only
$1000 of insurance. "

The problem is that while this market
segment is being provided for by group
insurance superannuation products, the
cover is not enough.

“We need a simpler form of advice for
life insurance sales. It shouldn't be as com-
plicated and cumbersome as a very large
life insurance sale,” said Levinthal.

Fabris agreed. "Simple insurance could
mean less options. It doesn't mean low frills
but it has less bells and whistles. Low
underwriting or no underwriting."”

He continued, “It's different clients, dif-
ferent needs and the right solutions. The

changes we made in our last update were
about the trauma, that was for the high end.
For those who are cost conscious, we
reduced the premium on income cover. So
we try to facilitate for all clients.”

In the end, it all hinges on technology.
“Technology is the key. In the last two
years, I can't believe how fast it's moved
and it will only get faster," said Halbert.

But while competition intensifies among
the product providers, the real catalyst
would be the growth of the distribution
network. “The battle to get the hearts and
minds of advisers to provide life insurance
services is not yet won," said Klipin.

In the meantime, life insurers will con-
tinue to forge on with new life cycle prod-
ucts with the end goal of better insurance
cover for a wider customer base. As Hal-
bert pointed out, "It's time for insurance to
get the limelight.” m
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