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AFM Response to Green Paper on Improving Lives
1. I am writing in response to this consultation paper, on behalf of the
Association of Financial Mutuals. The objectives we seek from our response
are to:
•
•

comment on the proposals in the green paper; and
offer examples of how mutual and not-for-profit insurers are active in
improving lives.

2. The Association of Financial Mutuals (AFM) represents insurance and
healthcare providers that are owned by their customers, or which are
established to serve a defined community (on a not for profit basis). Between
them, mutual insurers manage the savings, pensions, protection and
healthcare needs of over 30 million people in the UK and Ireland, collect
annual premium income of £16.4 billion, and employ nearly 30,000 staff 1.
3. The nature of their ownership and the consequently lower prices, higher
returns or better service that typically results, make mutuals accessible and
attractive to consumers, and have been recognised by Parliament as worthy
of continued support and promotion. In particular, FCA and PRA are required
to analyse whether new rules impose any significantly different
consequences for mutual businesses 2.
4. In addition, the Bank of England and Financial Services Act 2016 now
provides an additional Diversity clause for FiSMA, to require the PRA and
FCA to take account of corporate diversity and the mutual business model in
all aspects of their work3.

ICMIF, http://www.icmif.org/global-mutual-market-share-2013
Financial Services Act 2012, section 138 K: http://www.legislation.gov.uk/ukpga/2012/21/section/24/enacted
3 http://www.legislation.gov.uk/ukpga/2016/14/section/20/enacted
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5. A significant majority of AFM’s 48 members provide healthcare and/ or
income protection products, which makes our position unique amongst nongovernment funded organisations (see the annex for a list of
relevant providers). Our role was reinforced at the beginning of
2017 when the operations of the British Health Care Association
and its members were absorbed into AFM.
6. Operating on a not-for-profit basis, or being owned by their customers, offers
our members the same kind of duties and responsibilities as public service
providers, and means they are not focused on maximising shareholder
returns; indeed much of their profits are re-invested back into community and
in healthcare support. Our members see themselves as offering services that
are complementary to the NHS and DWP, not in competition with them.
7. Many of our members have established significant group arrangements with
employers who recognise the value of investing further in a healthy and
productive workforce. As insurers, the value of investing in healthcare
rehabilitation offers value for all stakeholders:
•recovers more quickly and
can re-join the workforce
more quickly

•the economy benefits
from higher taxes and
reduced welfare and NHS
costs

•raises productivity levels
via reduced sickness
levels and early
intervention on health
issues

individual

employer

the State

insurer
•reduces its claims and
improves profitability

8. The Green Paper sets out a compelling list of challenges, and areas the
government plans to act on. In our view, working with partners that can
support the NHS and DWP, and facilitate action from employers, will be
critical to delivering the government’s ambitious set of actions in a costeffective and productive way.
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9. We have provided a range of case studies setting out some of the work our
members undertake that is consistent with the themes of the Green Paper.
We would welcome the opportunity to discuss further the issues raised by our
response.

Yours sincerely,

Chief Executive
Association of Financial Mutuals
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How mutual and not-for-profit insurers support the NHS and Welfare State

Medical insurance and health cash plans
The government has a vital role in tackling inequality, through its work on improving the
lives of the disabled, those suffering ill-health, those economically inactive, and
otherwise. The nature of these challenges continues to escalate, and the State cannot
address these issues without proper responses from individuals, and the right
environment to promote self-reliance. For this reason, insurance remains a key part of
the solution.
Across AFM’s membership, millions of people already have enhanced access to health
care. This might be via either a Private Medical Insurance policy, a sickness policy, or a
health cash plan.
The healthcare policy might be purchased direct or through their employer, and
depending on the nature of cover, costs might be from as little as £5 per month.
Depending on the type of policy, this might cover annual dental and optical checks and
work, physiotherapy, the cost for payments of staying in hospital with an ill child,
personal accident cover, diet advice and even prescriptions. These are benefits that are
incremental and complementary to the NHS.
Where the cost is funded by an employer, it will be seen as a valuable benefit and
reward for staff, increase motivation and loyalty, and reduce absenteeism. See the
panel below on Health Shield Friendly Society’s Employee Assistance Programme 4.
However, an employer-funded policy may attract benefit-in-kind costs as well as
Insurance Premium Tax. There is growing evidence that these additional costs are
causing employers to weigh up retaining or extending cover. The incremental exchequer
income earned by these taxes is small, but the higher costs to society of the loss of
these policies will be much greater.
To illustrate, our members provide health and income protection benefits to over two
million people, and pay claims each year approaching £400 million. A significant
proportion of these claims provide direct savings to the NHS and welfare state, and AFM
will shortly produce a report on “the contribution of the sector to savings in the NHS and
welfare state”.
Products like health cash plans are designed to pay multiple claims each year, whilst
claims on income protection can run to several years. This means our members deploy
many of the same skills as NHS in DWP, in assessing the suitability of claims, providing
treatment, and coaching and rehabilitation to help get people back into the workforce.
They also employ wider skills, such as underwriting, to assess the likely claims needs of
prospective customers.

4

https://www.healthshield.co.uk/explore-benefits-employee-assistance-programme/
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Because our members have been in business typically for over 100 years, they have
accumulated not just experience, but also a strong capital base. And because they are
not owned by shareholders, any profits made are either reinvested in the business,
shared with customers or donated to local good causes.
To take one example, Sovereign Health Care has invested over £5 million in good
causes in the last eight years, most of it close to its base in Bradford. This includes
£48,000 to NHS trusts in Yorkshire already in 2017, and a recent £200,000 donation to
sponsor research into cancer medicines 5.

https://www.sovereignhealthcare.co.uk/latest/charitable-trust-donates-200000-to-quest-for-newcancer-medicines/
5

AFM response to green paper on Improving Lives, February 2017

5

The business model of our members allows them to take a long-term view, to place
customer care above higher profitability, and to be good corporate citizens. Benenden’s
award winning hospital in Kent, with its state-of-the-art facilities, is a centre of excellence
for hip and knee replacement, varicose vein treatment and cataract surgery including the
use of specialist lenses.
Whilst the sector already has a good working relationship with local government
agencies, we consider there is scope to explore how a mutual insurance solution is
scalable, and that innovative solutions to healthcare issues that involve the sector can
yield financial savings to NHS and DWP, and better outcomes for citizens.
Our role is different from Public Sector Mutuals, but where there are now 100 or more
Public Sector Mutuals, the concept of mutual solutions to the provision of public services
is now increasingly proved in the UK.
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The case study by Medicash a powerful overview of how one employer benefited from
the company health cash plan policy.
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The rising and aging population, the
increasing costs of treatment, and the
greater propensity for people to need
health treatments today, are obvious
challenges to the NHS. They are just
as relevant to mutual insurers, and
traditional private medical insurances,
like CS Healthcare are developing
lower cost ‘bridge’ products, to provide
closer integration with the NHS and
another source of taking some of the
financial and service strain away from
the overworked Service.
In 2016, insurers reportedly invested
£3.3 billion in digital technology, a third
of it in healthcare, focused on
prevention, mobile technology and
support to policyholders.
Mutual insurers will also recognise the problem that increasing litigation brings to the
NHS, with Defence Unions like MDDUS increasingly under pressure due to the rising
tide of personal injury lawyers. We hope the plans to introduce a cap, the case for which
is set out below comes to fruition soon.
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Income Protection
We very much agree with the government position that people should be ‘better off in
work’. The review of the benefits system is outside our areas of expertise, though as we
set out elsewhere in our responses, where an individual has access to personal health
or protection solutions, this can significantly ease the impact on the State.
Income protection is designed to provide an income- after a specified period (which
might be up to six months)- for an individual when they are unable to work due to illness
or injury. The policy may be set up on a group basis by the employer, or by the
individual.
Friendly societies offer a unique variation of income protection known as Holloway
Income Protection. This will generally have a much lower waiting time- often only a daybefore benefits are due, and will have sympathetic definitions of occupation, both of
which mean that claims ratios are typically over 95% in the sector. The policy may also
have a valuable savings element, whereby some of the premiums are set aside into a
long-term fund for retirement.
Friendly societies also offer more traditional income protection products, without the
savings element, and the nature of the contract means the product is particularly
attractive to blue-collar workers and the self-employed.
The case study by Dentists’ Provident is illustrative, and provides an example of the type
of policy claim they deal with regularly.
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In 2012/13 a lot of work was undertaken by the insurance sector to try to develop ‘simple
income protection products’. This was part of the government sponsored ‘Sergeant
Review of Simple Financial Products’ 6, which sought to establish a range of simple,
transparent financial products, building on the past success of basic bank accounts.
Whilst the simple products project ultimately failed to maintain momentum, the work on
simple income protection garnered significant industry support and has led to many
organisations simplifying the terms of their contracts. One of the challenges in delivering
an effective solution was the continued risk that where an individual gains benefit from
an income protection policy, this might affect the level of State benefits payable.
Currently the product is treated under Universal
Credit as ‘unearned income’, whereby the
household loses £1 of benefit for every £1 of
income from insurance.
That is a significant disincentive for people to build
self-reliance, and if benefits from insurance
protection were classed as ‘earned income’ that
would make a significant difference to sales of the
product, and ultimately support more people into
work more quickly.
And as the graphic on the right from Cirencester
Friendly highlights, most people would not be able
to maintain their standard of living and pay the bills
on State benefits of £102.15.
This is particularly the case for the self-employed,
who would have no employer benefits to fall back
on, no access to Statutory Sick Pay, and for many
of whom, sources of income dry up immediately in
ill-health.
In fact, it is estimated that each year a million
people in the UK suffer prolonged absence from
work due to illness. Only around one in ten people
is covered by insurance7.

6https://www.gov.uk/government/uploads/system/uploads/attachment_data/file/191721/sergeant_

review_simple_products_final_report.pdf
7 http://www.cii.co.uk/media/7292361/cii_building_resilient_households_report_28oct2016.pdf
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Shepherds Friendly Society provides a ‘back to work’ scheme for people that claim on
their income protection policy. Their analysis indicates that as a result, the length of time
a claimant is unable to work is reduced by 90 days. The society offers access to a
valuable network of support services and will put claimants in touch with specialists such
as psychologists, councillors and physiotherapists who can help with the recovery
process.
Income protections offers a long-term solution to ill-health. Traditionally the most
popular form of short-term cover was Payment Protection Insurance. Mis-selling by
banks brought the product into ill-repute, but millions of borrowers still have a need to
make sure that if they are absent from work through ill-health, the mortgage payments
are not put at risk. AFM member CUNA Mutual successfully developed a mutual
solution to this problem, which in turn has helped underwrite the credit union expansion
project, by enabling credit unions to extend lending to people who would historically
have turned to payday lenders.

Payment waiver provides support to borrowers in times of need.
Waiver programmes are designed and structured to deliver on specific promises made by the lender.
The lender agrees with the borrower that, subject to certain conditions, they will waive the loan repayments
and will continue to waive them up to a maximum number of payments. For example, if a borrower becomes
ill and cannot work for a period of time, the lender will ‘Waive’ loan repayments. This ensures that the
borrower’s loan repayments are still met, but ‘Waived’ or funded by the lender, NOT the borrower,
effectively doing precisely what the borrower would have done had they not been ill.
Typically, when lenders incorporate Payment Waiver into their loan offering, they do not pass on any
additional cost to their customers. They see Waiver as substantially increasing the value and distinctiveness
of their loan offering by providing their customers with peace of mind should they suffer a financial shock,
from an unexpected loss of income.
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The Green Paper indicated government is already
working with the insurance industry to improve the
penetration of income protection amongst smaller
employers and the self-employed. That is clearly
welcome news, and we would encourage wider
engagement, including with Holloway providers, whose
products are already better targeted to the needs of
these groups.
And as we set out above, there is enormous scope for
greater engagement between government and health
provider members of AFM to develop new solutions to
the challenges of the NHS.
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Annex: list of members offering healthcare and/ or income protection products
Of AFM’s 48 members, 33 provide health or protection products relevant to the topics
covered in the Green Paper:
Anglo Saxons Friendly Society
Benenden Healthcare
BHSF
British Friendly Society
Bus Employees Friendly Society
Cirencester friendly
Civil Service Healthcare Society
CUNA Mutual
Dentists & General Mutual Benefit Society
Dentists Provident Society
Exeter Friendly
Grand United Order of Oddfellows
Health Shield FS
Healthy Investment
HSF Health Plan
Lady Grovers' Fund
MDDUS
Medicash
Metropolitan Police FS
National Friendly
Orchard Healthcare
Original Holloway FS
Paycare
Pharmaceutical & General Provident Society
Plutus Health
Sheffield Mutual FS
Shepherds FS
Sovereign Health Care
UK Healthcare
Veterinary Defence Society
WHA Healthcare
Westfield Health
Wiltshire FS
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