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The Work, Health and Disability consultation,
Ground Floor,

Caxton House,

6—12 Tothill Street,

London, SW1H 9NA

10 February 2017

AFM Response to Green Paper on Improving Lives

1. | 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:

e comment on the proposals in the green paper; and
o 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 staffz.

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 businessesa.

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 worka.

1 ICMIF, http://www.icmif.org/global-mutual-market-share-2013
2 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 non-
government 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:

~

Crecovers more quickly and
can re-join the workforce
more quickly

eraises productivity levels
via reduced sickness
levels and early
intervention on health
issues

individual § employer

the State insurer

ereduces its claims and
improves profitability

ethe economy benefits
from higher taxes and
reduced welfare and NHS
costs

N /

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 cost-
effective 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,

o

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 Programmea.

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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A number of employers will take on the idea of an Employee Assistance Programme (EAP) as
part of their overall company employee benefits, but the extent of its affect goes much further
than this and a lot of companies do not realise the full potential,

Everyone will go through life having to deal with some kind of personal problem, and providing
employees with a way to cope is hugely beneficlal to you and to them. The key is understanding
the offering and ensuring everyone involved appreciates the value of an EAP and how and what
to do with it.

As a properly managed tool, an EAP can have a big impact on a business’s absenteeism and
productivity, They can have a big effect on the mental heaith of employees and as a result their
productivity and attendance will improve. The mental health of an individua! affects them in
more ways than immediately thought.

Having access to qualified, professional counsellors provides an outlet for whatever problems
may be affecting them. With an initial phone call and consultation, a counsellor can arrange up
to 8 face-to-face sessions to provide advice and help them deal with the issue,

EXPLORE THE BENEFITS OF AN EMPLOYEE ASSISTANCE PROGRAMME

4 Back to blog
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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 mediciness.

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

cancer-medicines/
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Community Programme

At Sovereign, we have no shareholders, 5o any surplus is
reinvested into the business or awarded to local community or

charitable initiatives with a health and wellbeing focus.

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.

Benenden Hospital redevelopment

Benenden Hospital is undergoing a major EERERHEINENGIEILENNENS AR IS
redevelopment enabling it to maintain its " Y
state-of-the-art facilities and deliver its
renowned high quality service. Phase one
of the development opened in May 2016,
This has provided three brand new
theatres with recovery unit, a new
endoscopy unit and the Bensan ward a
suite of private en-suite rooms, including
rooms specially designed to cater for our
weight loss surgery patients and any one
requiring high dependency support.

Phase two of the development will open in 2017 and will include updated facilities for scanning and diagnostic imaging all
under one roof along with an expansion of the physiotherapy area, a new main entrance and atrium area. A new restaurant
and café is also part of this phase offering healthy refreshments for patients and visitors. Watch the redevelopment unfold.
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Cafcass Case Study:

Sickness days down by 15% and an employer
funded heaith cash plan that pays for itself.

Cafcass, an organisation that safeguards and promotes the welfare of children involved
in family court proceedings, introduced a Medicash employer-funded health cash plan
in 2013 to complement their Health and Wellbeing programme,

in Apnil 2013, Cafcass Introduced 8n employer-funded hesth cash plan from Medcash, one of the
arpest heathcane pian providen in the UK.

The pian a'ows Cafcass staff 10 access services includng cptical and dental care, heath
screenings, physiothenpy, acupuncture and nocuiations. Staft can Quicly access the support
thary need, InCluding Rroact ve siress and workpiace weliness support and banefs from the fexbity
of remaining wih their cument healthcare providens whist explonng new avenues.

Tho Medcash pian wis simpio 10 Lso wih littie administraton for Calcaas and with no pre-exasng
CONALON rEsIrCloNS herd was no need for 8 pre-medica exam,

718 fewer sick days,
Since Introducing the scxness has faen by 15%. 15% decr
Occupational healh M:&nmnmm'& 2 o
s healthier woridorce - validating a pravemiatve approach 10 Sickness rate down to 5.6 days
SCaness. per person”®, one of the lowest
Long term s:caness nas been reduced by 20% and sess reisted W) LIl S0ckor M the UK
mw1mn:umm:-mm Equivalent salary savings in
;‘?“"l"'“. Iml ; m'u"“ entve first 3 months paid for entire

year of the plan

98% of szalf 100k up the Hea'th and Wallbeing Plan, confiming 98% of staff took up the plan

the need for the services and feecback from stalf has been
overwhamngly postive. The varaty of services acoassed
highighted the ciffering noeda of the ataff and the advantages
a.wwm

Tacecas bavers

To find out how Medicash can help your business
call 0800 195 2992 or visit www.medicash.org + medlcaSh

A positive spproach ¢t

The case study by Medicash a powerful overview of how one employer benefited from
the company health cash plan policy.

\ AFM response to green paper on Improving Lives, February 2017 ’
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The rising and aging population, the

increasing costs of treatment, and the (.) Meolktde

greater propensity for people to need . to Affordable

health treatments today, are obvious conmecti®) » are
challenges to the NHS. They are just >

as relevant to mutual insurers, and . L I [ T | ";

traditional private medical insurances, I ‘

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

“Ovaiel (narcid ol of {15,000 por persen per pufey poar, aubpeet tn gpeofic bereft bt

of it in healthcare, focused on S e oo 8 IOy JRt Sppis 364 et

prevention, mobile technology and st L e
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.

Medical and Dental Defence Union of Scotland

Despite our name, approaching two-thirds of our 44,000 members M D D U S

are now south of the border. Effectively, we indemnify them against

the risk of medical negligence claims and meet their costs when

facing action in front of the GMC or GDC. The bulk of the UK-wide support and indemaity
membership are GPs and dentists in primary care, as the indemnity

costs of NHS employed doctors are met by the NHS Litigation Authority. Unfortunately our subscription rates
for members in England have been rising well above inflation in recent years because of the growing number
of medical negligence claims. We have to make a payment in comparatively few cases: usually over 75% of
claims are settled without awards these made, but it is very rare indeed that we are able to recover our costs
for these claims. The net result of greater costs falling onto our medical and dental members is ultimately
more pressure on NHS resources. The NHS, of course, sees the pressure directly and in far higher volume by
the cost of claims against hospital doctors falling to the Litigation Authority.

For that reason, we have been strongly supportive of the Government's expressed intention to introduce a cap
on the amount of costs which can be recovered in negligence cases. A consultation on this topic was first
promised in 2015, but has been the victim of significant slippage. All the evidence we see in our practice is
that, far from selecting cases carefully and running them effectively, personal injury lawyers too often adopt a
scattergun approach seeking to inflate costs, which are usually some 6- or 7-fold more than we spend in
defending cases and which, for small claims, often outweigh the value of the claim itself. In so doing, they clog
up the system with unmeritorious cases which has the result of making it harder for cases in which there is a
clear problem to be addressed to be resolved in a speedy and effective manner.

AFM response to green paper on Improving Lives, February 2017 8
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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 iliness
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 day-
before 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.
Dentists

Protecting your ifestyle. Seouring your futune.

Aisha a 38 year old dentist who bought her practice in Manchester city
centre from her principal five years ago. She has two young children and is
usually rushing between home in the suburbs, two different junior schools
and her practice. But the last few years have been different; at the end of
last year she went back to work after two years off due to problems with
her back and neck, which meant she was in too much pain to work. As she
had made sure her income protection cover was up to date, she still
received an income to fund her and her family's lifestyle. Aisha has eamings
of £86,600 pa and her income protection covers her for the maximum of
60% of her taxable income from her work. She doesn’t have any other
income protection insurance policies. Aisha's monthly premiums are £96 for
reducing cover* paid from her first day of iliness or injury, so she received
benefits of over £54,000 over the two years.

*Reducing cover: benefits reduce over time: full rate for the first 26 weeks of accident or
ilness, 50% for the next 26 weeks and 30% for the rest of the claim.
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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’s, 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 syl

on State benefits of £102.15. 7 :

MYZESEAINGS Insofancg «
This is particularly the case for the self-employed, Don pessOLaCCi reak
who would have no employer benefits to fall back ROU o
on, no access to Statutory Sick Pay, and for many T2
of whom, sources of income dry up immediately in giVhen iline linjge
ill-health. trikqs, Cqugg you on’y

Sbenefits filiithe just 8
- ) . £102.15" per Week?
In fact, it is estimated that each year a million L oo o Pocaioras s 015 based

people in the UK suffer prolonged absence from B st el B tortcing
work due to illness. Only around one in ten people - = : :
is covered by insurancer.

¥l Cirencester§

friendy §

shttps://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 280ct2016.pdf
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Shepherds Home AboutUs News  Your Mutual  Your Rescurce Centre Contactys Intermediares

Friendly

Your modern mutual Saving for yourself v Saving for your children v Protecting your income v  Your life insurance

N

Income ProtectionInsurance
Our Income Protection insurance eovers you and your family
agaifist loss of your regular income due to sickness or injury

.Q >,

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.

(% | CUNA MUTUAL

Payment@vaiverirovidesBupport@otborrowers@nimesfiheed.?
\Waiverrogrammesre@lesigned@ndBtructureddo@eliver®nBpecificromisesimadeiy®hedender.®@
Thelendergrees@ith@heborrowerhat,Bubject®oertain®onditions,khey@villvaive®hedoan@epayments]
and@villzontinue@o@vaive@hemRipRoBEnaximumBhumberBfibayments.For@xample,@ffalborrowerbecomes
illind@annot@orkFortaBberiod®fEime,®hedender@villPWaive’Hoanepayments.This@Ensures@hati®hel
borrower’sdoan@epaymentsreBtill@net,tbut?Waived ®rfundeddy®hedender,NOTRheborrower,?
effectively@oing@recisely@vhat®heborrowerwouldthave@onethad®heymotibeenll.B
Typically,@vhen@enders@ncorporate®Payment@VaiverAnto®heirdoan®ffering,@hey@ofhotiassBn@nyk
additional@ost@oheir@ustomers.lTheyBee@VaiverfsBubstantially@ncreasing@he®alueBnd®istinctivenessl
oftheirdoanifferingfbyBroviding®heir@ustomers@ithBeace®nind@hould@heyBuffer@EinancialZhock,?
fromEn@inexpecteddoss@®fincome.d@
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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

mutuals




