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Developing new and innovative protection products is a focus 3. Musculoskeletal system 3
for many life insurance companies as they bid to stimulate
growth. Novel features are commonly added by simply
extending coverage under an existing product. While this is an
approach that is generally successful, some care is needed to
ensure that the extended product will continue to work in the
future, in line with original expectations.
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Our purpose here is to raise awareness that some risks, which have been overlooked
or ignored during product development, may result in unexpected claims in the
future. This article explores the potential for unintended consequences to emerge
from product extension with reference to experience with a specific product in the
Taiwan market. The work led us to recommend changes to this particular product to
mitigate this risk.

In Taiwan the life insurance market is committed to developing and marketing
products that address the needs of the country’s rapidly ageing population, such
as Long Term Care insurance (LTCI), Dread Disease (DD) and Whole Life Medical
Insurance. It is estimated that the proportion of the total population aged 65 years
or older in Taiwan will hit 14% by 2018 and 20% by 2025, a development that will
categorise the country as an “aged society” and “super-aged society” respectively

by WHO criteria.l s
From a market perspective, Taiwan’s low interest rate environment has triggered a

significant increase in insurance premiums, which in turn became an obstacle to About This Newsletter

sales. A Functional Disability insurance product has successfully emerged in this Risk Insights is a technical publication
setting. The product is designed to target the needs of both the elderly and the produced by Gen Re for life and health

insurance executives worldwide. Articles
focus on actuarial, underwriting, claims,
medical and risk management issues.

This product is based on a standard Personal Accident Disability Table, a model Products receiving emphasis include life,

schedule of disability severity defined by the insurance supervisory authority for the health, disability income, long term care
and critical illness insurance.

working populations, and at comparatively low premiums. Sales have seen this
product top the accident and health market for three years in a row.

purpose of personal accident covers. The innovation extends the benefit payment
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to disablement “caused by accident or sicknesses”,
and the working age coverage period extends to
whole of life. The comparatively low premiums are
also guaranteed, with premium payment typically
for 10 or 20 years. High persistency is anticipated
after the end of the premium payment period,
which means the portfolio itself is expected to
“age” as policyholders get older.

New customers have been attracted by the
affordable premiums and the feature that now
extends the policies to such conditions as
dementia, future care needs, and conditions
typically experienced after a dread disease
diagnosis or severe disability. Some companies
have opted to position this product as a low-
cost alternative to standard LTCI. The simpler
benefit trigger is seen as a particular advantage
— compared, for example, to the more abstract
definitions in DI that require loss of income.

Challenges to the product concept

The changes to the original design have brought
challenges that did not appear when the Personal
Accident Disability Table was used for its original
purpose. To understand these implications, Gen
Re requested the opinions of independent medical
experts as to whether the disability schedules
designed for accident can also be appropriately
applied for sicknesses. Those professional opinions
support the conclusion that some sickness-related

Figure 1 — Disability Table — Nervous system

conditions may now be “unexpectedly” covered.
The following sections summarise this feedback
and review some of the benefit extension in
detail to highlight the consequences — most likely
unintended — of the benefit extension.

Nervous system

The underlying intention of the policy is to protect
a policyholder from the effects of severe events. For
example, a claimant with a tremor arising from a
severe neurological condition, such as Parkinson’s
disease, would have a reasonable expectation of
meeting requirements of item numbers 1-1-4 or
1-1-5 (see Figure 1). However, claims for headaches
or migraines that need treatment over an extended
period of time could arguably meet the criteria,
too. This means a decision to pay or deny a claim is
controversial at the very least, a fact not helped by
the unclear definition of the condition, particularly
as no observation period is mentioned in the
current provisions.

Respiratory System

Unless an existing diagnosis went undisclosed, a
policyholder with asthma and a poor response to
treatment could potentially meet the conditions
of item 6-1-3 (see Figure 2). An individual with
Chronic Obstructive Pulmonary Disease almost
certainly would. Claims for main organ cancer
under item 6-1-4 may be more controversial,
especially for stage O cancers, but there is a high

Medical Items m Degree of Disability 2:;&:;::;;)'

A person diagnosed with extreme and
residual functional disorder of the central
nervous system (CNS), including vegetative

state or requiring a ventilator to breathe, is

1 100%

completely dependent on others to manage
activities of daily living, needs regular medical
care and/or dedicated person’s meticulous
care, and is permanently unable to work.

1.Nerve Neuropathy

1-1-4

A person diagnosed with residual functional
disorder of the CNS has medically proven,
residual and irreversible neurological 7

40%

symptoms in parts of the body, and clearly
reduced capacity to work.

A person diagnosed with residual functional
disorder of the CNS has medically proven,

residual and irreversible neurological 1 5%

symptoms in parts of the body, but such
symptoms usually do not affect work activities.
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Figure 2 — Disability Table — Thoracic and abdominal organs

. Item P T Disability | Benefit
Medical Items Degree of Disability

A person diagnosed with extreme and
residual functional disorder in chest or

6-1-1  abdominal organs needs regular medical 1

100%

care and/or dedicated person’s meticulous
care, and is permanently unable to work.

A person diagnosed with residual and high
degree of functional disorder in chest or

6. Thoracic UIEErs

&
Abdominal
Organs

abdominal
organ
impairment

abdominal organs is permanently unable to 2 90%
and work and requires another person’s help in

performing activities of daily living.

A person diagnosed with significant and

residual functional disorder in chest or

abdominal organs is permanently unable to 3 80%

work, but still is capable of performing self-
care activities in daily life.

A person diagnosed with significant and
residual functional disorder in chest or
abdominal organs can only engage in easy
and convenient works for life.

6-1-4

Figure 3 — Disability Table — Lower limb

7 40%

. Item T Disability | Benefit
Medical Items Degree of Disability

9. Lower Lower limb
Limb dysfunction

probability of claim under items 6-1-1, 6-1-2 or
6-1-3 for individuals diagnosed with invasive
cancer. Excision of more than half of the main
organ — for an esophageal, lung, liver, stomach,
pancreas, colon, kidney, adrenal gland, bladder,
urethral or ureter disorder — is likely to meet the
conditions of all three items.

Musculoskeletal system

Individuals with minor joint pain or stiffness prior
to entering a policy may find their conditions
deteriorate over time and even need knee or

hip replacement surgery at a later date. More
challenging issues are degenerative or rheumatoid
arthritis, which are difficult to measure objectively
and which could meet the criteria under item
9-4-12 long before surgery is contemplated (see
Figure 3).

Lastly, there is the potential for claims to arise
under item 6-1-1 when a person is diagnosed

A person is diagnosed with permanent and
9-4-12 residual movement disorder of hip joint, knee 6 50%
joint and ankle joint on two lower limbs.

as terminally ill. Significantly, note 15.1 in the
Disability Table waives a requirement of a six-
month survival period for conditions that can

be determined immediately (see Figure 4). A
person who has a terminal cancer — and who

is in a hospice or receiving palliative care, or in
some other terminal state — most likely meets this
criteria. Thus we can conclude that the product
now provides an implicit death benefit that has not
been properly priced.

Figure 4 — Disability Table — Explanatory note 15.1

15-1. Determination of permanent loss of functions
and various residual disorders will be made based
on results of six-month treatment with fixed
symptom afterwards but having no expectation of
therapeutic effects after taking re-treatment from
the date of occurrence of the insured’s accidental
injury. Nevertheless, the provision shall not apply for
conditions that can be determined immediately.
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Figure 5 — Comparison of risk rates to claims

Age group Risk rate of Migranes Tremors Asthma COPD Total knee, Rheumatoid  Invasive Implicit Total
the disability | incidence caused by incidence | incidence | total hip Arthritis cancer death
product rate (1) Parkinson rate (3) rate (4) replacement | incidence incidence | benefit (1)~(®)
incidence incidence rate | rate (6) rate (7) rate (8)
rate (2) ©)
65— 74 0.4% 0.2% 0.2% 0.35% 0.2% 0.9% 0.2% 1.5% 1.1% 4.7%
75-84 0.9% 0.2% 0.3% 0.35% 0.7% 1.0% 0.2% 2.2% 2.8% 7.7%
85+ 2.6% 0.2% 0.4% 0.35% 1.7% 0.3% 0.1% 2.4% 7.0% 12.5%

The number of adverse claims observed to date

is limited due to both the short sales history of
this product and the fact that it is predominantly
bought by younger age groups. But, we conclude
it is likely that numerous contested claims will
arise in the future. To compound the effect, a
comparison of the current risk rates with the
possible claims rate — only for the conditions we
highlighted — reveals that the product is most
likely underpriced, which is aggravated by a high
expected persistency after the end of the premium
payment duration (see Figure 5). Gen Re research
suggests the product therefore bears a significant
potential responsibility for future losses, and the
anticipated high persistency rates further aggravate
the impact.

Conclusions and recommendations

This example demonstrates that extending the
coverage of an existing product requires careful
review to avoid unintended consequences. For this
particular product, Gen Re was able to suggest
mitigating changes to protect the future of the
product.

The current policy document states that a survival
period will not apply if a condition can be
determined immediately. The reason for this clause
is certainly to settle obviously valid claims quickly.
However, as the coverage was extended to sickness-
related causes, this clause implicitly provides a death
benefit. Therefore, the clause either requires revision
to avoid such implicit death benefit coverage, or the
benefit should be priced accordingly.

The Personal Accident Disability Table was
originally used for labour injury insurance and
personal accident (AD&D) yearly renewable term
products. The extension of coverage to sickness-
related conditions and the increase of the attained
age has opened the coverage for a number of
common, potentially minor conditions with high
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prevalence rates, especially amongst the elderly.
We recommended severity criterion be introduced
to bring clarity that should help ensure the number
of claims disputes is minimised, and that coverage
and pricing match.

Endnote

1 YiYin Lin, Chin-Shan Huang, Aging in Taiwan:
Building a Society for Active Aging and Aging in Place,
Gerontologist (2016) 56 (2): 176-183.
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