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Hot Issues Breakfast

Life Insurers: Benchmarks and Innovation
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US Life Insurance Outlook

* Outlook and trends

 Factors
— Flattening yield curve
— Low treasury rates
— Declining annuity sales
— Evolving regulatory issues

— Potential equity and credit
market correction

— Need for tech improvement
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ICR and Outlook Distribution

Issuer Credit Rating Outlooks

US Life & Annuity — Issuer Credit Rating Distribution Life/Annuity
% of Total Rating Units, First Half 2018

Rating Units %

Stable 173 86.5
Positive 9 4.5
Negative 7 3.5
Marginal

S b Under Review 11 5.5

Subtotal 200 100.0
Superior
21.0% EIF, rs 0 0.0
Exceptional,

2.0% Grand Total 200 100.0

Source: A.M. Best Data and Research S
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BCRM Building Blocks

Maximizer +2

|

Country Risk

.’ ‘.

Business
Profile

Balance
Sheet Strength

Operating
Performance

Enterprise Risk
Management

Comprehensive

Adjustment Published

Issuer Credit
Rating
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An Updated BCRM: Building Blocks

Country Rishk

Balance Lperating
Sheet Strength Perfarmance

21=5)

Business “MtErprise RIS E

'rafilc fflanagement

CoTIRrE e syva Published
Adjustment Tating Issuer
Lift!Dirag Credit
{+15-1] Rating

Balance Sheet Strength Components

BCAR

Stress Tests

Liquidity

Asset Liability Management

Internal Capital Models

Creating Connections 2 Seizing Opporuniies

Quality of Capital

Quality of Reinsurance

Reinsurance Dependence
Appropriateness of Reinsurance Program

Financial Flexibility
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U.S. Life/Annuity

Balance Sheet Strength Distribution

Weak Very Weak
0.9%

\

Strongest
23.0%

Very Strong
43.5%
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U.S. Life/Annuity

Median BCAR Score by Balance Sheet Strength

Median BCAR Score

VaR 95% VaR 99% VaR 99.5% VaR 99.6%

—Strongest —Very Strong —Strong — Adequate Weak
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Balance Sheet Strength

Strongest: Sub-assessments

Quality of Assets
0%

Quality of Capital
4%

Liquidity
0%

= Positive = Neutral = Negative

= Positive = Neutral =Negative = Positive = Neutral = Negative
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Balance Sheet Strength

Very Strong: Sub-assessments

Quality of Assets
Quality of Capital Liquidity
28% 0%
40%
60%
= Positive = Neutral = Negative
= Positive = Neutral mNegative = Positive = Neutral = Negative
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Balance Sheet Strength

Strong: Sub-assessments

Quality of Assets

Quality of Capital Liquidity

2%

= Positive = Neutral = Negative

= Positive = Neutral = Negative = Positive = Neutral = Negative
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Balance Sheet Strength

Adequate: Sub-assessments

Quality of Assets

Quality of Capital

Liquidity

4%

= Positive = Neutral = Negative

= Positive = Neutral = Negative = Positive = Neutral = Negative
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Source: A.M. Best Data and Research
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Operating Performance Components

* Change in NPW
+ Change in Total Reserves
* Financial Forecasts/Plans

* NOG to Total Assets

Creating Connections 2 Seizing Opporuniies

Published
Issuer
Credit
Rating

Net Yield

Pre-Tax Total Return
Pre-Tax Operating ROR
Operating ROE
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U.S. Life/Annuity

Operating Performance Notch Distribution

Weak -2 Very Strong +2
1.3%
) 0\ 2.6%

Marginal -1
22.1% Strong +1
29.9%

Adequate 0
44.2%
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Operating Performance

Very Strong: Sub-assessments

Volatility
0%

Premium Growth Total Operating Earnings

0%

= Positive = Neutral = Negative

= Positive = Neutral =Negative = Positive = Neutral = Negative
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Operating Performance

Strong: Sub-assessments

Volatility

Premium Growth

Total Operating Earnings

0%

= Positive = Neutral = Negative

= Positive = Neutral = Negative = Positive = Neutral =Negative

17

Source: A.M. Best Data and Research
Creating Connections 2 Seizing Opporuniies ACLI Annual Conference 2018




Operating Performance

Adequate: Sub-assessments

Volatility

Premium Growth Total Operating Earnings

= Positive = Neutral = Negative

= Positive = Neutral = Negative = Positive = Neutral =Negative
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Operating Performance

Marginal: Sub-assessments

Volatility
4%

Premium Growth

Total Operating Earnings

0%

= Positive = Neutral = Negative

= Positive = Neutral =Negative = Positive = Neutral = Negative
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Publlshed
Issuar
Cormetfit
Rating

Business Profile Components

* Market Position
» Pricing Sophistication & Data Quality
*  Product Risk

+ Degree of Competition

Creating Connections = Seizing Opportun

Management Quality
Regulatory, Event, and Country Risks
Distribution Channels

Product/Geographic Concentration
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U.S. Life/Annuity

Business Profile Notch Distribution

Very Limited -2 Very Favorable +2

39% N 1.7%

Favorable +1
20.3%

Limited -1
34.2%

Neutral 0
39.8%

Source: A.M. Best Data and Research
Creating Connections 2 Seizing Opporuniies
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Business Profile

Very Favorable: Sub-assessments

Distribution Channels
0%

Product Concentration
0%

Market Position

0%

= Positive = Neutral = Negative

= Positive = Neutral = Negative = Positive = Neutral = Negative
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Business Profile

Favorable: Sub-assessments

Distribution Channels

0%
Market Position Product Concentration
0% 28%
8%
49%
= Positive = Neutral = Negative
= Positive = Neutral = Negative = Positive = Neutral = Negative
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Business Profile

Neutral: Sub-assessments

Distribution Channels

Market Position

= Positive = Neutral = Negative

= Positive = Neutral = Negative

Source: A.M. Best Data and Research
Creating Connections 2, Seizing Oppartunities

Product Concentration
4%

= Positive = Neutral = Negative
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Business Profile

Limited: Sub-assessments

Distribution Channels
3%

Product Concentration
vig

Market Position

= Positive = Neutral = Negative

= Positive = Neutral = Negative = Positive = Neutral = Negative
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sountry Risk
Bakames DpEsanng Buslness Enterprise Risk| opipaniienslve Published
heet Skreng r ! Pratile Management L ju skl Hating E Issuer
LiFe! Cironig F Credit

S | Rating

Enterprise Risk Management Framework Components

* Risk Identification and Reporting * Governance and Risk Culture
* Risk Management and Controls + Stress Testing

* Risk Appetite and Tolerances
26
Creating Connections 2 Seizing Opporuniies ACLI Annual Conference 2018




U.S. Life/Annuity

Enterprise Risk Management Notch Distribution

Weak -2
1.3%

Very Strong +1
9.1%
Marginal -1

8.2%

Appropriate 0
81.4%
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ERM

Very Strong: Sub-assessments

Stress Testing
0%

Risk Identification & Reporting Liquidity/Cap MGMT
0% 0% 0% 0%
‘
= Embedded = Developed = Emerging = Nascent

= Embedded = Developed =Emerging = Nascent = Above =In-Line =Below =Very Below
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ERM

Appropriate: Sub-assessments

Stress Testing

Risk Identification & Reporting Liquidity/Cap MGMT
0% 2% 0%
68%
= Embedded = Developed = Emerging ®m Nascent

= Embedded =Developed =Emerging mNascent = Above =iIn-Line =Below mVery Below
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ERM

Marginal: Sub-assessments

Stress Testing
0%

Risk Identification & Reporting
0%

Liquidity/Cap MGMT

= Embedded = Developed = Emerging ®Nascent

= Embedded = Developed = Emerging m Nascent *Above =In-Line =Below =Very Below
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ERM

Weak: Sub-assessments

Stress Testing
0% 0%

Risk Identification & Reporting

Liquidity/Cap MGMT
0%

0% 0%

= Embedded = Developed = Emerging mNascent

= Embedded =Developed =Emerging = Nascent = Above =lin-Line =Below m:Very Below
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Innovation

How Well Has the Insurance Industry Adopted & Implemented Innovation?

100
90
80
70
60
50
40
30

20
10 24

(%)

L/A P/C Health Reinsurance

= Not Well m Somewhat Well m Well m Extremely Well
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Innovation

What Is the Primary Reason Innovation Is Important to Your Organization?

Other, 5
Improving risk selection, 3

Managing costs/expenses, 2

Growing in existing
Revamping the markets, 10

business model, 6

———  Expanding to new

Realizing operational markets/products, 13

efficiencies, 13

Gaining a
competitive
advantage, 20

Addressing
customer needs, 28

(%)
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Source: A.M. Best Data and Research
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Innovation

Three Most Important Challenges Innovation Can Help Insurers Overcome

System/process inefficiencies
Changing demographics

Disruption of business model
Underwriting risk

Aging insurance industry workforce
Reputational risk

Other

Controlling Cost of Care

90

(%)
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Innovation

Has Your Company Invested, or Is It Planning to Invest, in Any of the Following?

Cloud Computing

Big Data

Artificial Intelligence
Internet of Things (loT)
None at this time

Blockchain

70

(%)
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Innovation

What Are Your Company's Satisfaction Levels with Your Innovation Efforts as They Relate to the Following Areas?

Achieving positive returns

Customer experience 4 10 41 40 3
Distribution |0 I S N T
Claims/policy systems 41 I T

Commercialization

15 18 48 15 4
Product development 7 8 33 45 7
Concept development 2 ) ) 44 6
Idea management & implementation 1 ” 46 40 2
0 10 20 30 40 50 60 70 80 90 100
(%)
Not applicable m Not satisfied m Slightly satisfied m Moderately Satisfied m Very satisfied
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Innovation

How Do You Measure the Success of Your Innovation Initiatives?

Financial metrics
Company growth
Customer/client surveys
Market share growth
Brand surveys

Do not measure

90

(%)
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Innovation

What Are the Biggest Challenges to Developing the Innovation Process?

Human capital/specialized talent
IT limitations

Organizational culture
Legal/regulatory environment
Funding

Knowledge barriers

70

(%)
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Innovation

What Percentage of Your Company's Total Annual Budget Is Allocated to Innovation?

60
50

40

(%)

30

20

10

0% <1% 1% to 5% 6% to 10% >10%
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Regulatory requirements
Customer experience
Marketing

Underwriting

Policy admin/claims mgmt
ERM

Distribution

IT systems

Products

Not Necessary

Innovation

How Necessary Is It to Innovate in the Following Areas?

8 35 36 17 3
7 13 41 37

- 22 22 3 15

6 8 30 40 16

6 27 35 28 4

3.3 4% 13 |
.2 4 29
0 10 20 30 40 5 (%) 60 70 80 90 100

m Slightly Necessary m Moderately Necessary mVery Necessary m Extremely Necessary
40

Source: A.M. Best Data and Research
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Innovation

To What Degree Do You Expect Innovation to Affect the Following Areas Over the Next Three Years?

Regulatory requirements 7 52 28 12
Customer experience 10 38 51
Marketing |7 26 43 29
Underwriting
Policy adminclaims mgmt <
erv | Y S R
Distribution |2 21 37 38
IT systems
Products |2 ] 19 58 15
0 10 20 30 40 50 (%) 60 70 80 90 100
Don't Know ® No Impact m Slight Impact m Moderate Impact m Significant Impact

41
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Thank You

Ken Johnson, CFA, CAIA, FRM
Senior Director
Edward Kohlberg, CPA, FLMI, CLU
Associate Director
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Disclaimer

© AM Best Company (AMB) and/or its licensors and affiliates. All rights reserved. ALL INFORMATION CONTAINED HEREIN IS PROTECTED BY COPYRIGHT
LAW AND NONE OF SUCH INFORMATION MAY BE COPIED OR OTHERWISE REPRODUCED, REPACKAGED, FURTHER TRANSMITTED,
TRANSFERRED, DISSEMINATED, REDISTRIBUTED OR RESOLD, OR STORED FOR SUBSEQUENT USE FOR ANY SUCH PURPOSE, IN WHOLE OR IN
PART, IN ANY FORM OR MANNER OR BY ANY MEANS WHATSOEVER, BY ANY PERSON WITHOUT AMB’s PRIOR WRITTEN CONSENT. All information
contained herein is obtained by AMB from sources believed by it to be accurate and reliable. Because of the possibility of human or mechanical error as well as
other factors, however, all information contained herein is provided “AS 1S” without warranty of any kind. Under no circumstances shall AMB have any liability to
any person or entity for (a) any loss or damage in whole or in part caused by, resulting from, or relating to, any error (negligent or otherwise) or other
circumstance or contingency within or outside the control of AMB or any of its directors, officers, employees or agents in connection with the procurement,
collection, compilation, analysis, interpretation, communication, publication or delivery of any such information, or (b) any direct, indirect, special, consequential,
compensatory or incidental damages whatsoever (including without limitation, lost profits), even if AMB is advised in advance of the possibility of such damages,
resulting from the use of or inability to use, any such information. The credit ratings, financial reporting analysis, projections, and other observations, if any,
constituting part of the information contained herein are, and must be construed solely as, statements of opinion and not statements of fact or recommendations
to purchase, sell or hold any securities, insurance policies, contracts or any other financial obligations, nor does it address the suitability of any particular
financial obligation for a specific purpose or purchaser. Credit risk is the risk that an entity may not meet its contractual, financial obligations as they come due.
Credit ratings do not address any other risk, including but not limited to, liquidity risk, market value risk or price volatility of rated securities. NO WARRANTY,
EXPRESS OR IMPLIED, AS TO THE ACCURACY, TIMELINESS, COMPLETENESS, MERCHANTABILITY OR FITNESS FOR ANY PARTICULAR PURPOSE
OF ANY SUCH RATING OR OTHER OPINION OR INFORMATION IS GIVEN OR MADE BY AMB IN ANY FORM OR MANNER WHATSOEVER. Each credit
rating or other opinion must be weighed solely as one factor in any investment or purchasing decision made by or on behalf of any user of the information
contained herein, and each such user must accordingly make its own study and evaluation of each security or other financial obligation and of each issuer and
guarantor of, and each provider of credit support for, each security or other financial obligation that it may consider purchasing, holding or selling.
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