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Use of Work Product

The data in this report has been summarized for distribution to interested parties. Some of
the data presented in this report has been aggregated at the total market level. In addition,
not all data points collected from the surveys may be shown in this summary report. It is
possible that different reviewers of the data could produce different conclusions,
particularly for certain market segments, than those that may be drawn from this summary
report. As such, readers of this report should be cautious when interpreting the data and
making decisions regarding specific market segments.

Milliman has prepared this report for the specific purpose of providing you with the results
of our product-specific surveys and our State of the Supplemental Market survey. This
report should not be used for any other purpose. Milliman’s work is prepared solely for
internal business use. No portion of this report may be provided to any other party without
Milliman’s prior written consent. Milliman does not intend to benefit any third-party
recipient of its work product, even if Milliman consents to the release of its work product to
such third party.

In preparing this report, we relied upon data and other information provided by survey
participants in the marketplace. We have not audited or verified this data and other
information. If the underlying data or information is inaccurate or incomplete, the results of
our report may likewise be inaccurate or incomplete. We performed a limited review of the
data used directly in our analysis for reasonableness and consistency and have not found
material defects in the data. If there are material defects in the data, it is possible that they
would be uncovered by a detailed, systematic review and comparison of the data to search
for data values that are questionable or for relationships that are materially inconsistent.
Such a review was beyond the scope of this report.

The authors of this report are Consultants for Milliman and include members of the
American Academy of Actuaries who meet the Qualification Standards of the American
Academy of Actuaries to render the actuarial opinions contained herein.

Questions? Please contact:

David Bahlinger
David.Bahlinger@milliman.com
(813) 282-9262
Tampa, FL
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Introduction

» Milliman Supplemental and Specialty Research (MSSR) provides
L o * H-* a comprehensive package of research reports on supplemental
L and specialty products offered on a group or individual basis. This
research focuses on product development, regulatory
compliance, and risk management. We perform research that
provides valuable insights into the supplemental and specialty
product markets. This information can assist carriers and other stakeholders to
refine their corporate product strategy to increase sales and maintain inforce
business.

In early 2021, MSSR conducted a survey on 15 products in the supplemental
insurance market. These products included Accident Indemnity, Accident Medical
Expense, Critical lliness, Hospital Indemnity, Basic Group Term Life, Voluntary Group
Term Life, Supplemental Group Term Life, Worksite Life, Accident Death &
Dismemberment, Short-Term Disability, Long-Term Disability, Dental, Vision, Short-
Term Care, and Long-Term Care.

The purpose of this survey was to gain insight on the broader trends in the
supplemental insurance market in 2020. Data was collected on sales and inforce
totals, product development, industry themes, and risks in the market.

Moreover, in 2020 we also conducted a variety of research projects

to provide insight into specific products of the supplemental \
insurance market. As aresult of our research, we published reports

focusing on four different supplemental insurance products: I .
Accident, Critical lllness (Cl), Hospital Indemnity (HI), and Worksite

Life (WSL). Each of the four published reports, based on surveys of

carriers, provides insights into their respective dynamic markets.

While the individual reports delve into the unique facets of their corresponding
products, examining the results in aggregate offers a valuable perspective of how the
products fit into the larger arena of the supplemental insurance market.

This report blends information of all these reports to give a brief overview of the U.S
Supplemental Insurance Market. In addition, we have created a comprehensive
overview report which features detailed analysis with commentary provided by our
consulting team. These reports are available at milliman.com/worksiteresearch.
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Overview

In 2021 MSSR conducted its inaugural State of the Market survey. With 2020 data for 15
products among 54 carriers, we aggregated sales and inforce results to assist with
understanding the current status of the supplemental insurance market. The expectation is
widely held in the industry that the effects of the COVID-19 pandemic has had an adverse
impact on the sales of these products.

The figure below shows the inforce premium from 2018 to 2020 across the 15 supplemental
products. According to the information we collected, respondents reported $58.1 billion in
2018 inforce premium and that number climbed to $62.0 billion in 2020 for a compound
annual growth rate (CAGR) of 3.3%. While the market did grow over 5% from 2018 to 2019,
there was only 1.2% increase from 2019 to 2020. While small, it is noteworthy that market
growth continued in 2020, although at a slower pace than previous years.

State of the Market: 2018-2020 Inforce Premium

$65.0B
$61.3B 562.03
$60.08 $58.1B -
- 1.2%
$55.08 5.4%
$50.0B
2018 2019 2020

On the other hand, it appears that the effects of the pandemic were more significant on the
total sales for products in the supplemental market. The figure below shows the sales from
2018 to 2020 across all supplemental products represented in our survey. According to the
information we collected, respondents reported $9.0 billion of sales in 2018 but that
number fell to $8.4 billion in 2020 for a compound annual growth rate (CAGR) of -3.3%.
While the market grew almost 6% from 2018 to 2019, there was an 11.7% decrease in 2020.

State of the Market: 2018-2020 Sales

$12.0B
$10.0B $9.0B $9.6B
=====77 N.w
$8.08 5.9% -11.7%
$6.0B

2018 2019 2020
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To provide further detail on the impact of COVID-19 in 2020, the figure below shows how
many carriers experienced increases or decreases to their sales and inforce between 2019
and 2020. Many carriers, but not all, experienced decreases in their sales and increases in
their inforce premium.

State of the Market: Scope of Financial Impact
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Across all 15 supplemental products in our survey, carriers were asked to indicate what
percentage of their sales were made in group and individual markets. Almost three-quarters
of sales were made in the group market.

State of the Market: Sales by Market Type

B Group  H Worksite Individual Non-worksite Individual
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In general, over half of sales reported in the survey were made through non-exchange
broker channels. Additionally, independent agents made up an additional 23.5% of sales.

State of the Market: Sales by Distribution Channel

Captive Agent [N 13.9%
Independent Agent [N 23.5%
Broker, Non-Exchange [ 57.6%
Broker or 3rd Party Exchange Il 3.0%
Carrier Owned Exchange  0.1%
Direct to Consumer M 1.9%

0% 20% 40% 60% 80% 100%

Carriers were also asked about sales and
enrollments. In general, only 10% of sales 10% of overall
overall were made through an enrollment
firm. Across the products in the survey,
sales were almost equally made through through an
one-on-one enrollment methods and enrollment
group enrollment methods. System firm.
enrollments were also very popular.

sales in the
market were

State of the Market: Sales by Enrollment Method

One-on-One Enroliment | 32.4%
Group Enroliment | 32.9%
system Enroliment [N 20:2%
call Center Agent [ 5.5%

0% 10% 20% 30% 40% 50%
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Approximately one half of the sales reported were made through the initial offering.
Takeover also accounted for an additional 35% of sales.

State of the Market: Sales by Offering Type

H Initial offering M Re-enrollment Takeover

Lastly, product development plans were aggregated across all 15 products. Just over 40%
of carriers noted that they had no current plans to create a new or revised product.
However, a quarter of the carriers mentioned that they are in the process of creating a new
or revised product.

State of the Market: Product Development Plans

In the process of creating [ NEREKEEENEENEEE 25.8%
Plan to create w/in the next year [ NN 13.7%
Plan to create w/in the next 2-5 yrs [ NN 18.8%
No current plans [ 41.7%
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Carriers were asked what they viewed as the three most important topics in the

supplemental market for 2021. Many carriers noted topics such as the COVID-19 pandemic
and its effect on the supplemental market. Other top mentions included how carriers would

create innovative products in an altered environment, how to adapt to a changing
regulatory climate, and how to enhance the customer experience.

The figure below illustrates some of the most mentioned themes in the industry. The larger

font size represents a more frequent mention of the theme by respondents.
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The remainder of this report will explore the results from the Accident, Critical lliness,
Hospital Indemnity, and Worksite Life product-specific surveys. These surveys collected
data from 2017 to 2019. Where applicable, 2020 data from our State of the Supplemental
Market survey was included for those products to assess potential impacts from the
pandemic.

Respondents

Each survey was well represented by the number and size of participants, capturing a
significant portion of the market. Figure 1 shows the number of respondents for each of the
four reports.

Market Number of Respondents
Accident 39
Critical lllness 38
Hospital Indemnity 32
Worksite Life 20

Market Share

In all four market surveys, each product was reported to be top heavy based on inforce
premium — only one to three carriers typically represented a significant portion of the
market. Therefore, inforce trends are driven by only a handful of carriers.

Accident and Hospital Indemnity were shown to be the most top-heavy markets surveyed
as the top three carriers reported nearly two-thirds of the captured inforce premium. For
Worksite Life and Critical lllness, more than half of reported inforce premium was also
concentrated in the top three responding carriers for each survey.
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Market Segmentations

To gain greater insight into market trends, the product-specific reports segmented each
market’s sales and inforce premium data in a number of ways.

For the Accident, Critical lliness, and Hospital Indemnity markets, the primary market
segmentation was by product type: group, worksite individual, and non-worksite individual.
The Worksite Life market’s primary segmentation was line of business: whole life, universal
life, permanent term, and other term.

Based on inforce premium, the Accident, Critical lliness, and Hospital Indemnity market's
largest segment were group products and the Worksite Life market’s largest segment was
universal life products.

Based on sales, the Critical lliness and Hospital Indemnity markets experienced the
greatest percent growth with group products, while the Accident market experienced the
greatest percent growth with non-worksite individual products. The Worksite Life market
experienced the greatest percent growth in whole life products.

Market Largest segment

Accident Group Non-worksite Individual
Critical lliness Group Group
Hospital Indemnity Group Group

Worksite Life Universal life Whole life
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Commission Structures

As broker relations are instrumental in the distribution of supplemental insurance products,
commissions play an important role in pricing and distribution. Commission structures,
level vs. heaped (higher first-year and reduced renewal-years), varied by product.

In general, across all lines of business, heaped commission structures are more popular,
especially for worksite life products (88.0% reported having heaped structures).

Commission Structures (2019)

Accident Cl HI WSL

M Heaped Level

Product Development Plans

In our State of the Supplemental Market survey, product development plans were asked for
each individual product. The figure below shows data for Accident, CI, HI, and WSL only. For
these products between 30% to 50% of survey respondents are in the process of creating a
new or revised product, which is higher than the average of the other products included in

our survey.
Product Development Plans (2020)
Accident 34.1% 11.4% 25.0% 29.5%
al 15.8% 23.7%
HI 25.8% 22.6%
WSL 46.7% 13.3% 40.0%
0% 20% 40% 60% 80% 100%

M In the process of creating M Plan to create w/in the next year © Plan to create w/in the next 2-5 yrs B No current plans
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Risks

Product development and commissions are both influenced by a carrier’s need to stay
competitively viable, particularly in top-heavy markets. Competition, however, is not the
only risk that carriers must manage. All carriers experience a variety of risks in their
products and in their respective markets. The first step is to identify these risks, after which
a plan can be formulated to manage them. We asked carriers to indicate the top risks to
their product’s success. The top three risks identified for each product are shown below.

m Critical lliness Hospital Indemnity Worksite Life

Elevated Expense Maintaining Product Elevated Expense Interest Rate
Margins Competitiveness Margins Environment
Maintaining
Product Adversg Lapse AdverseT Lapse Competition
o Experience Experience
Competitiveness
Adverse Lapse Elevated Expense Premium Rate E
i . Xpense
Experience Margins Pressure
Competition

The competitive nature of the supplemental product market was a clear thread through all
of our reports. In each survey, respondents were asked which carriers they consider to be
their top competitors. The table below shows the top three competitors from each report.
Aflac, Unum/Colonial Life and MetLife were carriers that appeared across different

products.
= gee [ crn e
r. r. r. Uﬁc’lh e
Afiac. Afiac. Afiac. oo
il Lif MetLif MetLif é
Colonial Life etLife etLife TRANSAMERICA

Allstate Colonié.l'l..ife Colonié.l'l..ife Trustmclrk‘
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Milliman’'s research projects provide insight into the state of the supplemental
insurance market. Each market report explores both the sales and actuarial facets
of their respective markets, presenting data on sales & inforce, buyer profile,
product features, underwriting, pricing & profitability, risks, and administrative
systems & technology. We examine segmentations of this data (e.g. group, worksite
individual, and non-worksite individual) and we synthesize it to provide a high-level
analysis of key market trends coupled with commentary from experienced Milliman
consultants.

If you are interested in learning more detailed information about the supplemental
product market, please contact us about our flexible engagement options.

We are currently conducting our 2021 research projects. If you have ideas for future
surveys or feedback about past surveys, we would love to hear from you.

CONTACT

David Bahlinger

Milliman is among the world’s largest providers of actuarial and david.bahlinger@milliman.com

related products and services. The firm has consulting practices Ashlee Borcan

in life insurance and financial services, property & casualty ashlee.borcanl@milliman.com
insurance, healthcare, and employee benefits. Founded in 1947,
Milliman is an independent firm with offices in major cities around
the globe.

Darrell Spell
darrell.spell@milliman.com

- Michael Weilant
milliman.com michael.weilant@milliman.com

milliman.com/worksiteresearch
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other information. If the underlying data or information is inaccurate or incomplete, the results of our report may likewise be inaccurate or incomplete. We performed a
limited review of the data used directly in our analysis for reasonableness and consistency and have not found material defects in the data. If there are material defects
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