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Business Environment Survey —Summary of Results

Life, Health and Annuity

Ward Group conducted a Business Environment Survey for senior management of life, health and annuity
insurance operations in June of 2010. The following presents a summary of the results from 25 survey
participants.

< Survey Objectives

9 Better understand how companies are adapting to current economic conditions in terms of expense
controls and spending limits

1 Examine the challenges and concerns senior management expects their companies will face in the future

9 Identify where companies are focusing their resources

< Profile of Participants

Participants by Line of Busines

i Life Benchmark
i Annuity Benchmark

LI Health Benchmark

% of Companies that Use the Following Distribution Channels

Independent Agents/Brokers 60%
Career Agents 56%
Direct 28%
Other 16%

< Key Findings

I Maintaining profitability continues to be a challenge and a primary concern for companies going forward
provoked by volatile investment return, an increasingly competitive environment and the uncertainty of
pending government regulations. Over 75% of participants in the survey indicated it is somewhat difficult
to very difficult to grow revenue and generate profits for their business in the current market.
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9 Ina positive sign, 52% of participants believe the life and health industry is moderately or significantly
better off now than one year ago. 24% feel the industry is about the same. Only 24% feel the industry is
moderately or significantly worse.

9 Customer satisfaction followed by company profitability is the most important company goal evaluated.
Eighty percent of participants ranked both key aspects as 8 or above for level of importance on a scale of
1to 10. The least important company goal is gaining or maintaining market share.

I Asinsurance company leaders are looking for ways to improve profitability, expense management may be
an area of opportunity. On average, participants ranked their companies as least competitive in expense
structure when compared to employee efficiency, profitability, product competitiveness, and product
di stribution. Only 20% of respondents ranked their
competitive or better when compared to the industry.

I Most companies proactively measure their performance to the industry. 68% of participants responded
that their companies compare expenses and operations to other insurance companies on at least an
annual or bi-annual basis.

Among the 18 functions evaluated, 50% are expected to decrease expenses in 2010 while 50% are
expected to increase. Companies are most aggressively increasing spending for information technology,
product development, marketing, commissions and actuarial support. The greatest expense decreases
are likely in underwriting, claims administration, policy issuance and finance. Most back office
expenditures are expected to decrease in 2010.

I The most common concerns/challenges facing companies in the future identified by participants are:

Low investment return
Maintaining profitability

New business development

O o o o

Impact of healthcare reform and industry regulations

< Summary of Results

Ability to Grow Revenue and Generate Profit

Ranked on a scale of 1 to 10 (1 = not difficult, 5 = somewhat difficult, 10 = very difficult)
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State of the Industry Compared to 200!
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Level of Importance to Your Company
Ranked on a scale of 1 to 10
(1 = not important, 5 = somewhat important, 10 = very important)
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H Significantly Less (-15% or less)

L1 Moderately Less (-3% to -15%)

H About the Same (-3% to 3%) Spend Levels Compared to 20C
k4 Moderately More (3% to 15%)

M Significantly More (15% or more)

L4 Don't Know

Information
Technology

Sale & Commission

Product Development

Marketing

Underwriting

Claims Administration

Policyowner Service

Policy Issuance

Agency/Broker Megmt F&__I
Actuarial H._

Audit | 8% ~ 2%
Public Relations L 6%
Finance 0% ——
Billing & Collections | 12% B e )
General Counsel 4%
Human Resources % VTR 1%
Rent/Occupancy o
Investment Mgmt 4%
O'I% 2(;% 4(;% 6(;% 8(;% 1OIO%

Life, Health and Annuity Business Environment Survey —Summary of Results



UWARD

GROUPe
Empowering Companies Though Knowledge®

< Participant Responses

What are the greatestoncerns/challenges facing your company in the future regarding your business?

9 Attracting good agents and superior distribution; lack of scale

I Growth of membership; Fraternal insurance relevance

9 Differentiating ourselves in the marketplace; gaining efficiencies

9 Interest rates; cremation rates

9 Organic Growth; low interest rate environment.

9 Profitable growth (organic and acquisition); achieving Investment returns within our risk profile; aligning
expenses with pricing allowances

9 Impact of Health Care Reform; ability to implement technology change

9 Continued existence of market niches that we can compete in; continued low investment rates

I Managing investment risk; developing profitable products

9 Further growth in the value of the company business and a predictable stream of earnings under an
environment of prudent risk management and transparency

I Health insurance reform

9  Regulatory response to hybrid term/UL products some have introduced.

I Maintaining profitability

I Revenue growth and new business development

Convincing people of the need to provide for their own financial futures and then purchasing our

solutions
i Itisimportant to have relatively stable investment markets with more average investment yields and
credit spreads compared to the current environment

I Grow distribution without compromising product profitability
I Develop new products that can provide both revenue and profitability growth
< Contact

For more information about the Business Environment Survey, contact Vince Albers at valbers@wardinc.com.

< About Ward Group

Ward Group is the recognized leader in insurance company benchmarking and best practices and a major

sponsor of primary research studies. Ward Group analyzes staff levels and expenses for all areas of insurance
company operations. The firm s professional staff i
optimize performance and be more profitable. For more information about Ward Group, visit

www.wardinc.com
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