02/12/2005 Page 1 of 10

ABI statement of Best Practice on Critical lliness

Response to the 2005 Review Consultation Paper

The following represent the views of Redmayne Consulting Limited and Redmayne
Reassurance Services Limited. Redmayne Consulting is a protection-focused
consultancy founded in 2001 with a wide-range of clients in the UK and Ireland. Sister
company Redmayne Reassurance Services works with selected clients and is regulated
and authorised by the Financial Services Authority as a reassurance broker.

This response was prepared by Nigel Bradshaw, Peter Mannion and CMO Mark Rogers.
General Comments

Critical illness has been going through a tougher time recently. Rates have gone up,
sales have gone down and the product has been increasingly criticised by failed
claimants and consumer groups.

There have been external reasons contributing to these issues. These include
increased risk adjusted rates of returns demanded by reassurers and inadequate new
business processes which on occasions fail to prevent non-disclosure by applicants.

However at heart there are significant issues with critical illness. The product appears
easy to understand, but underneath lies major complexity of claim definition and product
variation caused in part by attempts to future proof it. The Review tries to tackle one
aspect of this: clarity of wording. However outside its current remit, but nevertheless
important, is the wider issue of how consumers have the product to explained to them at
point of sale and thereafter.

What ever is written down, if the consumers have been told at outset that this product
pays out on cancer, heart attack and stroke then that is what they will remember.
Furthermore, consumer groups acting as their advocates will continue to increase moral,
legal and quasi-legal (ombudsman) pressure to pay based on what the consumer
thought that they had bought.

If the insurance industry resists this pressure then consumer groups will lead a press
degradation of the product that will undermine its credibility with consumers and
intermediaries. This could further reduce sales, perhaps suddenly and significantly.
Indeed the Review though raising the profile of critical illness may be opening the
Pandora’s box that leads to its destruction.
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Redmayne believe that a number of actions are necessary to address the wider issue of
how critical illness is perceived.

1. Rename the benefit and introduce a standard descriptor.

2. ABI guidance on how critical illness should be introduced to customers,
incorporating legal advice on setting the right customer expectations. The lack of
consultation with legal experts is a notable gap in the bodies consulted by the
ABI during the review (1.3)

3. A generic information campaign aimed at intermediaries and consumers to
explain what critical illness does and what it does not do.

Comments on the questions
Redmayne have the following comments on the questions posed in the Review.

Q1: Do you agree that there is a need to change the current Statement of Best
Practice to improve clarity?

Yes.

Q2: Do you support the principle of changing the product name? If so, which
new name do you prefer? Any new suggestions are welcome.

Redmayne believe that a name change would help to change the simplistic perception of
the benefit, however any change would be a major undertaking. Redmayne would
propose for discussion the following name and descriptor:

“Critical llinesses Cover — insurance for a range of defined illnesses, including the
more life threatening heart attacks, cancers and strokes”

The above would aptly convey the message that the cover is not boundless if the
headline condition were suffered.

Q3: Do you support including a generic description of the product in product
literature? Do you have comments on the proposed wording?

Yes. Getting intermediaries and commentators to use a short, memorable descriptor will
be the most effective way to set customer expectations that the product is not
unbounded.

However the proposed phrase is too long, legalistic and boring to be likely to be readily
accepted by non-insurance technicians.

Redmayne proposes a more memorable phrase that expresses the gist of the benefit,
without pretending to be the legal definition:
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“insurance for a range of defined illnesses, including the more life
threatening heart attacks, cancers and strokes”

Q4: Do you support the principle that headings should be more descriptive?
Yes.

Q5: Do you have any comments on the proposed definition headings? Do you have
alternative suggestions?

Redmayne believes that the proposed definition headings fall half-way between being
customer-friendly and being legalistic. They probably satisfy neither. We would prefer
more customer-friendly definition headings with the underlying caveat that all headings
are just that: headings.

Commenting on the specific proposals Redmayne does not like placing the condition
first, as the descriptor after it could be confused as the full definition of the condition. We
would prefer the descriptor to be included in the definition heading as a single phrase,
for example “Heart attack with ECG changes and specified clinical evidence”, "Blindness
where permanent” and equivalents, and “Malignant and Invasive Cancer (with
exclusions).”

Q6: Do you agree that there is a need to change the current Statement of Best
Practice to improve the degree of future-proofing in the model illness definitions?

Yes.

Q7: Do you have any comments on any proposed definition wordings? Do you have
any alternative suggestions?

We comment here on both the illness heading and the definitions themselves as the two
are so integrated.

Overview to proposed definitions

In general the definitions are getting very specific and therefore of little value in helping
the policyholder or their advisor understand the coverage. The rationale behind this
move presumably includes the following:

To help claims managers defend claims that had not been priced for
To assist actuaries with pricing

To limit scope for contentious claims

To help future proof the product

X X X X

Whilst all the above is understandable it does ignore the customer and could therefore
contravene the new TCF requirement of the FSA.
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An obvious route to avoid this problem would be to place more emphasis on a Plain
English Guide to the definitions. These were popular when the product was new to the
UK in the early 1990’s and are still used by some companies. However a generic ABI
guide could be given with each sale and the document could also contain details of the
typical coverage of CI contracts in lay-mans terms. This would go some way to avoiding
the otherwise inevitable confusion caused by various generations of ClI policies being in
existence and increasingly complex definitions.

We feel that the definition headings should include the main requirements rather than
have them following to emphasise the limits. For example “Malignant and Invasive
cancer” not “Cancer — malignant and invasive”

Thought also needs to go into integration of new definitions, once finalised, with existing
business.

Comments On Specific Conditions
Where no comment is given we are comfortable with the definition proposed

Aorta Graft Surgery

Strictly speaking the use of the term excision means that many people who have an
aortic graft would be ineligible for cover. The diseased aorta is often left in situ, and not
excised, which means cut out. A graft is often sewn onto the aorta and the old diseased
section wrapped around the graft to provide extra protection. Incision is the more correct
term, but both would be unnecessary. We would opt for “Undergoing surgery for disease
of the aorta with insertion of a graft in order to replace a portion of the diseased aorta.”

Some might feel it important to make sure the insertion of a stent, which could be
passed through the vessels to the site of the aneurysm, should be excluded, as this
would not require open abdominal surgery. However the patient still has an aneurysm,
and a greatly reduced life expectancy. Severity could instead be judged by the size of
the aneurysm (e.g. >4cm). This would have the advantage of future proofing against
operating for increasingly smaller aneurysms.

The final part of the definition is strictly unnecessary in that the branches off the aorta
are not the aorta; so don’'t need to be excluded. However we can understand why this
has been included, presumably to make sure a graft replacement of the iliac vessels isn’t
covered.

Benign Brain Tumour

It seems harsh that having a brain tumour no longer seems sufficient to claim. This is
exactly the sort of condition the press love to pick up on as brain tumours are greatly
feared and deemed life threatening by the General Public. As such we would like
reassurance that the vast majority of tumours with associated neurological symptoms
would be covered before accepting this definition.
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We cannot see that the additional requirement to display permanent neurological deficit
does not tighten the definition and therefore do not agree the level of cover would be the
same as stated in the Consultation Paper (Annex 1) However we agree all brain tumours
cannot be justifiably included as historically brain tumours only came to light because
people developed neurological symptoms and then had a CT or MRI scan. Nowadays
many people have brain imaging for all sorts of reasons and many benign lesions and
tumours that will never produce any symptoms can be detected.

Finally we cannot understand why angiomas or pituitary tumours should be excluded if
they lead to symptoms of permanent neurological deficit. Angiomas are unlikely to cause
symptoms without bleeding or infarcting, but in rare cases could, in which case they
would not be covered by the proposed definition or the “stroke” definition.

Blindness

The phrase “even with the use of spectacles” is open to interpretation. Presumably the
intent was to mean the strongest feasibly wearable on a daily basis but, as it stands, the
individual could claim if their vision was under 3/60ths with any spectacles on.

Cancer
The proposed new definition is very complex and unwieldy.

We would question the need to state sarcoma is included as this is a malignancy like
any other.

We would omit the paragraph relating to thrombocythaemia and polycythaemia as these
conditions are unknown to the vast majority of the public and, if they are not malignant,
then it is already apparent they are not covered.

We appreciate that the early stage prostate exclusion is already embraced in the
definition but wondered whether it was feasible to simply state that Stage A prostate was
excluded rather than refer to scales and TNM which again are unfamiliar to the public at
large.

We suggest the bullet on skin cancers is reworded “All skin cancers except Clark’s level
2 or higher malignant melanomas”

Likewise we suggest the final bullet is reworded “Chronic lymphocytic leukaemia unless
advanced to Binet Stage 1" Is additional reference to RAI really required?

The definition also needs explaining in a Plain English Guide including reference to the
medical scales and direction on how people can find out more about them should they
ever need to.

Cancer — Restricted

The selection of sites has presumably been made based on an objective measure of
severity such as 5-year survival rates. It would be pertinent to know the criteria used and
the relative results for different sites.
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Notwithstanding the above, it looks a very contentious method to list only certain sites
and one that will stir up much criticism. For example it is notable that breast cancer is
omitted despite it being the most high profile and emotive female cancer and accounting
for a high percentage of claims.

We accept that whatever criteria are used in this exercise there will always be some
cases that are exceptional and note that cancers from other sites are covered if they
have spread. Incidentally care would need to be taken to ensure cancers that would be
excluded under the “full” definition are not included on the “restricted” as they have
spread beyond their site of origin

One alternative would be to include by staging or grades of cancers and it would be
interesting to know why this approach was rejected, especially as it has been utilised in
the prostate and new proposed malignant melanoma definition.

In any event, we suggest that the CIWP explain the rationale behind their proposed
definition in greater detail and give an indication on how much cost saving the reduced
definition would be expected to permit.

In addition the definition is inconsistent with the full definition in not referring to pre
malignant and cancer in situ etc and the exclusion of lymphoma limited to one region of
lymph nodes seems superfluous if that could not be deemed to have spread beyond its
site of origin.

In summary we feel that this definition would alienate advisers, the public and maybe the
FOS and other regulators. The sentiment behind the restricted definition is valid but the
result requires much more work before it could be successfully introduced.

Coma

Permanent brain damage is used in the heading but not referred to thereafter. It is
relevant to know what this would constitute and how it would be measured but the
definition only refers to “persisting clinical symptoms of permanent neurological deficit”

Coronary Artery And Heart Valve Surgery

We are worried by definitions that depend on the treatment used to “cure” the disease
rather than the disease itself. We feel this is fundamentally wrong, as it can not only
differentiate illogically between people with the same condition but also influence the
type of treatment given for non-medical reasons.

We feel strongly that the definition should relate solely to the degree of arterial disease
or heart valve repair needed. If a limit were required to prevent too many claims then a
better criteria would be to limit coverage to triple of quadruple bypasses, as these are
indicative of widespread arterial blockages. However any heart operation involving
artificial breathing is frightening and serious to the individual and their family and it looks
to us that this is a classic example of why a limited benefit rather than the full sum
assured should be an option here. If CABG is to be included we also feel that a
cardiothoracic surgeon as well as a cardiologist could recommend it.
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Deafness

Again the public will not understand the definition, as “65 decibels” would not be
meaningful. It would be better to say that if sounds have to be above 65 decibels to be
heard this constitutes deafness under this definition.

We would also question what constitutes “using hearing aids™? The intent was
presumably the strongest plausibly wearable. However the way it is worded, anyone with
any sort of hearing aid could base the test on hearing with that specific aid. This needs
to be tightened.

Heart Attack

We suggest use of “heart attack” in parenthesis after the first reference to acute
myocardial infarction as this medical term would not be understood by most lay people.
We note the precedent for this in the lay description of median sternotomy in the CAS
and aorta definitions.

We also suggest ECG is used rather than electrocardiograph as the abbreviated version
is better known to the public.

Heart Valve Replacement
As per CABG a cardiothoracic surgeon could reasonably recommend this.
Kidney Failure

The definition does not cover the case of someone who only started off with one kidney.
This may be because of renal agenesis, or because of fusion of the two foetal kidneys
into one horseshoe kidney. Why not keeps things simple and use “End stage chronic
irreversible kidney failure, requiring regular renal dialysis or kidney transplant™? To be
consistent why not also specify that this has to be recommended by a renal physician

Loss Of Speech

If the intention is to exclude psychosomatic loss of speech then we feel it should be
expressly mentioned. The alternative would be to state “... loss of speech due to organic
disease.”

Major Organ Transplant

To require a complete transplant could be deemed unreasonable if the majority of an
organ was transplanted (e.g. a liver) in a life saving operation and the definition may
therefore be improved by referring to a transplant of “a major organ in a life saving
operation”.

Furthermore do the waiting lists even differentiate between “complete” organs or partial?
If the lists do not differentiate between whole or part this could leave a loophole for future
claimants. Using “an official waiting list for a life saving organ transplant” instead would
close this loophole.
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Parkinson’s Disease

No degree of motor impairment is specified so this would presumably include the most
minor levels which does not “future proof” it. In addition why do tremor and rigidity have
to be present? It is possible to be severely disabled with Parkinson’s and have one of
the three cardinal symptoms absent.

Stroke

This looks like a mixture of non-technical (“inadequate blood supply” rather than
reference to embolisms or thrombosis) and the technical (“sub arachnoid or inter cranial
haemorrhage”).

We would prefer to see a non-technical definition if deemed acceptable by medical and
legal experts but also feel the definition should be in the same style throughout.

Terminal lliness

Has any thought been given to the scenario where the Consultant and CMO disagree?
The definition implies this would not be a valid claim but reliance on one’s own CMO
would surely be an unfair contract term under the UTCCA?

In addition what does “expectancy less than 12 months” mean? Is it the mean time left to
live for someone with that condition or a 50% or more chance of death within a year or
something else? We appreciate this is a subjective area but feel the definition should be
updated and tightened during this review.

Third Degree Burns

Could this cover be extended to include third degree burns to the whole face, as this
would generally have a great impact, even if the percentage of the whole body burned
were below 20%7?

HIV

Care must be taken to avoid any loopholes. For example if there are no appropriate
authorities and/or established procedures (e.g. for self employed) does this leave them
scope to claim for cases caused by sexual activity or drug use? We would suggest only
cases reported to an established authority be considered and this to be stated clearly in
the definition. If an umbrella authority can be found to cover cases where there is no
established procedure then this would help but if not, better to limit cover rather than
leave loopholes.
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Q8: Do you support the principle of a having a second cancer definition?

Yes, but only one that would give a significant price differential that will offer some cover
to customers who cannot currently afford any. Unfortunately we would expect that the
market, particularly the intermediary market, to be slow to introduce and use the option.

Q9: If we introduce a second cancer definition, do you agree with the ABI
recommendation to manage the gap?

No, Redmayne’s preference would be option (3.20.5) - allow the two levels of cover and
anything in between (or above), however anything in between should have to be referred
to by the name of the lower level of cancer cover. The end result will be to lead to
standard definitions and standard definitions plus a few tweaks. If an insurer can
promote and justify the value of the tweaks good luck to them.

Q10: How could the communication of the breadth of cover be made easier for
advisers to explain and for consumers to understand?

Consumers must be directed to the list so that they understand that there are definitions
and exclusions. They'll never learn, understand or remember the definitions - the key is
just that they realise that they exist.

Advisers should have the requisite skills to choose between providers if they advise on
more than one company'’s product. If they are limited to one company they should know
what level of ABI cover is being provided e.g. full or restricted cancer. Formal ABI
sponsored training may be necessary and, perhaps even a CIC specific exam.

Q11: Do you support the principle of streamlining the illness categories?

Yes.

Q12: Do you have any comments on any proposed wordings or headings for these
new ABI definitions? Do you have alternative suggestions?

See above
Q13: Do you support the principle of linking the generic terms to the definitions?

Yes.
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Q14: Do you have any comments on the new proposed generic terms? Do you have
an alternative suggestion?

“Persisting clinical symptoms of permanent neurological deficit”.
The fundamental problem with this is that it only says what it does not mean, not what it
does. We feel a simple explanation along the lines of “impairment to speech, movement

or motor and sensory function” would better serve. In addition the definition is again very
couched in medical jargon and would not be easy to understand by a non-professional.

Nigel Bradshaw MA FIA
Peter Mannion BA FIA

Mark Rogers MBBS FRCP DCH SRCOG Consultant Clinical Geneticist

30 November 2005
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