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CASE 8

Lifetime Assurance

Banks and insurance companies across Europe have been leaping into one
another’s arms at an unprecedented rate in mergers, acquisitions and strategic
alliances. But the high-street bank and the life assurance company differ
significantly in antecedents, culture, tradition and structure. Despite Allied Irish
Banks’ earlier debacle in this area, the Bank of Ireland launched its own
insurance subsidiary, Lifetime, with considerable initial success.

Probably the best party in Dublin on the evening of 2 September 1987 was
the one held in an unassuming redbrick office in Percy Place. That was the day
Lifetime Assurance, the insurance subsidiary of the Bank of Ireland, received its
authorisation from the Department of Industry and Commerce to transact life
assurance business. There weren't many at the party — only about thirty or so
— but then that was all there were employed in the fledgling company.

Since that first party in the kitchen of Lifetime’s head office, there have been
many other causes for celebration: the first £10 million of policyholder funds was
achieved within days of the launch; the first £100 million in assets was reached
within a year; policyholder funds of £250 million were attained by summer 1989.
Staff numbers grew quickly to their current level of over 200 people. In its first
full year of operations, Lifetime contributed £7 million in pre-tax profits to its
parent company, Bank of Ireland. For the first half of 1989, pre-tax profits from
Lifetime included in the Group’s account exceeded £8 million.

The company had become a leading provider of life assurance and pension
products to individuals in Ireland and plans were in hand to commence
operations in the United Kingdom in 1990. In 1988, its first full year of
operations, new single premiums of £121 million were written; in 1989, the
corresponding figure was £161 million. Both of these sales figures represent
approximately 20 per cent of total new business in the relevant periods for this
business class. New recurring premiums in 1988 amounted to an annualised
£6 million or 6 per cent of the market for individual life and pensions policies;
in 1989, new annualised regular premiums were IR£11.8 million — a 9.2 per
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cent market share. By the end of 1989, Lifetime had approximately 40,000
customers and those customers were insured for over £990 million in life
assurance as well as substantial amounts of disability insurance, long-term
sickness insurance and accidental death benefits.

THE LIFE ASSURANCE MARKET

The financial services market in Ireland encompasses a number of sectors,
each with different offerings, players, characteristics and competitive modes.
(See Appendix 1 for a brief overview of each of these nine sectors.) The
medium- and long-term savings and lending sectors have, in particular,
undergone significant change over the last number of decades. Here, life
assurance companies have been accounting for a large and growing share of
the market for personal savings. Table 1 shows the shares at different times in
the past of personal savings for different types of financial institutions. Clearly,
the traditional clearing banks have been losing out to life assurance companies
in the savings war. Unit-linked bonds and guaranteed income and growth
bonds offered by life assurance companies have provided more attractive
returns to savers than conventional building society and bank deposits.

TABLE 1
Personal Sector Savings by Institutions

1961 1970 1980 1987

% % % %
Life assurance/pension funds 31 27 32 57
Banks 45 38 34 27
Building societies 2 15 31 7
State agencies 21 20 3 9
Total market £41m  £140m  £879m £2377m

Source: Davy Kelleber McCarthy Ltd, 1989.

The most commonly accepted industry statistic for measuring the life
assurance market is new premiums — both annual or regular premiums and
single or lump sum premiums. (See Table 2.) In particular, regular premium
business for protection, savings, mortgage and pension policies is seen as a
key indicator of market activity. The life insurance market has experienced
considerable growth in recent years, a time when the Irish economy has not
been particularly strong. Nor has the market yet reached anything like
saturation point. The DKM report, source-quoted in Table 1, also gives the
statistic that only 37 per cent of respondents to an opinion poll said that they
regularly paid premiums for any type of life assurance. The corresponding
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statistic in the UK is 71 per cent. (A point worth noting is that the sharp
increases in new annual premium business in 1988 and 1989 can be attributed
to the growth in popularity of endowment mortgage assurances to repay home
loans.) In addition to regular premium business, life assurance companies are
also very active in the market for lump sum investments, where they compete
directly with banks, building societies, post office, and individual investments
in stocks and shares. Table 2 fails to give a full picture of the life assurance
market as it ignores important factors such as the volume of premium income
from policies sold in the past, investment income and capital gains op
investments underlying those policies, which are effectively reinvested on
behalf of customers, and, on the other side, rates of policy encashment. It also
ignores corporate pensions business, which is very important for some
companies, particularly Irish Life, and industrial branch business which ig
collected door-to door.

TABLE 2
Life Assurance Premium Market

(£000)
1985 1986 1987 1988 1989
New annual

premiums 61,186 70,077 80,898 101,269 127,522
New single

premiums 526,000 464,923 758,368 625,639 851,564
Total or combined*

annual and single 113,786 116,569 156,735 163,833 212,678

New annual premiums added to 10% of value of new single premiums.

A number of factors have contributed to the growth in the life assurance
market in recent years. There has been a rising population of young adults and
associated home formation, particularly in urban areas. Life assurance products
have enjoyed tax advantages relative to other forms of saving. However, many
of these advantages are now being eroded with the increase in the levy on life
insurance premiums, the changes in the rules regarding tax treatment of
general annuity business, and the gradual erosion of tax relief to individuals
on premjums under life assurance policies. There has been considerable
product innovation, particularly the introduction of flexible unit-linked
policies. Indeed, unitlinked funds have shown a generally favourable
investment performance over the period. A process of systemisation has also
been seen to be evolving, as is evidenced by the growth in the popularity of
endowment policies for repayment of mortgages. It should also be noted that
purchasers value the confidentiality of life assurance as an investment medium.
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he market has undergone considerable competitive activity stimulated by
_ Furopean harmonisation and by the entry of new companies and distributors,
ncluding banks and building societies, often tied to a single life assurance
_company. Thus, the life assurance market has shown considerable real growth
during the 1980s. Some twenty-five companies compete in the market and
enjoy, for the most part, intrinsically high and relatively stable returns. While
the industry is closely regulated by the authorities, it cannot be said to have
high entry barriers. This is in contrast to the traditional clearing bank business
with its money transmission and short-term savings and lending activities,
where the market is dominated by two players, Bank of Ireland and AIB, is
highly competitive, and has high entry costs.
The term life assurance embraces at least four classes of product, the
prospects for which are not all the same:

(D true life cover or protection, which is looked on favourably by
government, is being enhanced by the inclusion of extra coverages such
as total disability and dread disease, and is still relatively underbought in
Ireland

(2) life assurance as a means of savings, which has been the major
growth area in recent years, including growing use of life assurance as a
means of repaying mortgage lending, but is now under threat of losing
its tax advantages

(3)life assurance and annuity-based capital investment products,
which originally depended quite heavily on the tax advantages unique to
life business, and which must ultimately be threatened by competition
from other investment products

(9 retirement provision or pensions, which also are encouraged by
government with tax relief and which should grow steadily in importance
as the population ages

While all these products offer different benefits, they all share a common ‘life’
dimension — they all involve contracts on human life and their pricing
necessitates the use of mortality or actuarial tables. (Appendix 2 contains a more
technical overview of the different types of life assurance, methods of payment
and systems of contract, whether non-profit, with-profit or unit-linked.)

LIFETIME ENTRY

The Bank of Ireland was originally formed more than 200 years ago and took
over two smaller competitors in the 1960s to become the major banking group
in the Republic of Ireland, with approximately a 45 per cent share of the retail
banking market. In recent years, the Bank of Ireland Group has progressively
developed its range of services both to individuals and to corporations and has
adopted a more market-oriented organisation structure. Outside Ireland, the
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Group has extensive operations in the UK and in 1988 acquired a regional
bank in the United States. Within Ireland, the Bank of Ireland branch network
consists of 280 branches all over Ireland, with a slight bias towards over-
representation relative to competitors in rural areas.

In common with many other institutions faced with considerable changes
in the financial services market, Bank of Ireland reviewed its mission Statement
in the mid-1980s. One element of that mission statement is to be the leading
provider of a broad range of financial services in Ireland. Another important
factor leading to the formation of Lifetime was the fact that the Investment
Bank of Ireland was already Ireland’s largest broker for single premium
policies. IBI also acted as investment manager for Canada Life’s range of unit-
linked funds. It was natural in these circumstances for the Bank of Ireland
Group to explore actively the opportunity for backward integration by adding
life insurance underwriting to its broking and investment management
activities.

When planning the formation of the new life assurance company, the Bank
of Ireland could also look to overseas experience. The market for financial
services in Britain is substantially similar to corresponding markets in Ireland.
Products and distribution methods are very similar, although changes in
taxation and regulation tend to lead those in Ireland by five years or more,
Market volumes are about twenty times bigger than those in Ireland. In the
UK, TSB had for many years owned a very successful life assurance company.
Since that time, it added not one but two other life assurance groups to its list
of acquisitions, Target and Hill Samuel Life. Barclays and Lloyds Bank also had
their own life assurance subsidiaries, when the Bank of Ireland was in the
planning stages for Lifetime. Since then, Midland Bank has set up a life
assurance company, leaving NatWest as the only major UK clearer which does
not own a life assurance company. In the mid-1980s, however, the life
assurance subsidiaries of the UK clearers were mere minnows in the insurance
pond. TSB was the only bank which saw life assurance as an integral part of
its entire business.

Looking further afield, senior management in the Bank looked to Australia,
where Westpac, followed closely by National Australia Bank, were competing
head-on with the major specialist insurers like Australian Mutual Provident and
National Mutual of Australasia in the contest for supremacy in financial services.

In secking a capacity to offer life assurance to its customers, the Bank of
Ireland was able to draw on a variety of piecemeal experiences as a life
assurance intermediary. First, bank branch managers had, in a personal capacity,
arranged insurance (both life and non-life) for customers. Second, the Group
had offered investment products under its own label, but in the form of policies
from other assurance companies. Third, a variety of small-scale savings and loan
repayment products, using the tax treatment of life assurance, had been offered
from time to time without, it has to be said, setting the world on fire.
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In entering the life assurance business, alliance was an option considered
(e Bank, if only because more than one life assurance company had made
ures. This option was not pursued because of the inherent instability of
alliances. Acquisition of an existing player in Ireland was the second
on and was considered in detail. The relatively small number of players,
the consequent high prices sought, made this an unattractive option on
nomic grounds. By a process of elimination, the Bank came to the decision
greenfield’ or establish its own life assurance company from scratch.

STOMERS, DELIVERY AND PRODUCT FLEXIBILITY

he outset, both for the sake of clear thinking and as the basis for applying
authorisation of the new company, Lifetime had to make choices about
it saw as its customers, how it wanted to reach them, and what it wanted
ffer them. The company decided that it should address itself distinctly to:

(1) personal customers of the Bank of Ireland — over half a million adults,
of whom research suggested two-thirds were not owners of individual
life or pension products

(2) persons having indirect relationships with the Bank — mainly employees
_ of business customers

(3) others who might be introduced as being likely to have a need for its
services

At one level, this is a broadly drawn target market; it probably accounts for
to 80 per cent of the population. What was specifically excluded was ‘cold’
ospecting activity — so-called cold-calling on potential customers. That the
ncipal target group was existing Bank customers forced Lifetime to pay
se attention to the contrast between the typical quality of customer
relationships in banking and in life assurance. The objective was to combine
best of what have traditionally been quite different cultures. Yet the
company knew from others’ experiences of the paramount importance of
branch motivation and training and the risks of wasteful internal competition
and duplicated expense.

~ Lifetime decided at a very early stage that it would be represented by a
dedicated team of highly professional counsellors, to whom customers could
be referred with confidence by branch managers and staff. These counsellors
would be, in a sense, the embodiment of the cultural fusion Lifetime was
eeking to achieve. They were selected very carefully with a heavy emphasis
n cultural sensitivity. Counsellors have been recruited from the Bank of
reland, as well as from the life industry and other walks of life. They have
ndergone and continue to undergo extensive training in personal, technical
nd relationship management skills. The relationships between these
ounsellors (now some fifty in number) and branch staff have formed the key
o the successful prospecting and winning of Lifetime customers. Thus, the first



















