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ABSTRACT 

This paper compares the typical profile of individual and group risk disability income products 

in South Africa, Australia and North America. An analysis of the product features, claims 

management practices and experience within these markets is presented and we consider 

how the South African market differs in terms of these features as well as others such as the 

economic environment. Trends in experience from each of these markets are considered in 

terms of incidence rates, termination rates and average duration of claims. The paper 

considers whether it is possible to draw any conclusions between these features. South 

African insurers may use these findings in considering disability income product design, 

claims management practices as well as likely future South African experience. 

 

CONTACT DETAILS 

Leza Wells, Tel: + 27 (021) 486-1700. E-mail: lwells@rgare.com 

Peter Barrett, Tel: +44 (0207) 710-6744. E-mail: pbarrett@rgare.com 

 

mailto:lwells@rgare.com
mailto:pbarrett@rgare.com


2 

 

  

CONTENTS 

 

GLOSSARY           3 

1. INTRODUCTION          4 

2. OVERVIEW OF THE DISABILITY INCOME MARKETS     6 

3. PRODUCT OVERVIEW BY MARKET      20 

4. ECONOMIC ENVIRONMENT        33 

5. SUMMARY OF INDIVIDUAL EXPERIENCE      39 

6. SUMMARY OF GROUP EXPERIENCE       49 

7. CAUSE OF CLAIM SUMMARY        59 

8. CLAIMS MANAGEMENT         65 

9. CONCLUSIONS         74 

BIBLIOGRAPHY           78 

 

 

 

 



3 

 

  

GLOSSARY 

Disability Income -  insurance benefit which pays out a monthly income if the 

insured is unable to perform their occupation due to accident or 

sickness (also referred to as PHI, income protection, IDI)  

IDI -  Individual Disability Income 

STD - Short Term Disability (benefit period limited e.g. 12m or 24m) 

LTD  - Long Term Disability (benefit period up to retirement age 

typically between 55 and 70) 

Group business  -  Business written for employee benefits 

Individual business -  Business sold to individuals or companies covering an 

individual. Also referred to as retail business 

SOA  -  United States Society of Actuaries 

FSC  - Australia Financial Services Council 

IDEC  - United States SOA Individual Disability Experience Committee 

CIA  - Canadian Institute of Actuaries  

GLTD  - Group Long Term Disability 

CIDA - 1985 Commissioner’s Individual Disability Table A (85 CIDA) 

A&S -   Accident & Sickness Disability Income. These contracts provide 

disability benefits to cover the loss of earned income when an 

insured is disabled due to an accident or sickness.   

OE/ OEB - Overhead Expense Benefit. These contracts provide disability 

benefits to cover overhead business expenses incurred while 

the insured is disabled due to an accident or sickness. The 

benefits cover endorsed overhead expenses.  

Non-cancellable         - While the contract is in force, the company cannot cancel the 

policy or make any unilateral change in its benefits and 

premiums are guaranteed.  

Guaranteed renewable - On the policy anniversary, the company has the right to change 

the premiums for all policyholders of the same class but cannot 

cancel the policy or make any unilateral change in its benefits. 

Deferred period         - is the period of time that a client has to be partially or fully 

disabled to be able to claim a benefit.  Also referred to as 

Elimination period or Waiting Period. 

Agreed Value - Amount of cover issued plus any indexation of cover is 

guaranteed to be paid without proof of income at claims stage. 

Indemnity Value  - The amount of cover paid at claims stage is limited to a 

percentage of earnings  
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1.         INTRODUCTION 

The disability income market in South Africa has always been large for group business and is 

growing for Individual Disability Income business. Other large mature disability markets such 

as the US and Australia have experienced periods of significant losses writing similar 

products and we wanted to understand whether it can be expected that South African 

disability insurers might experience a similar period of losses and deteriorating experience.   

 

In seeking to make a comparison with South Africa, we chose to focus on the United States, 

Canada and Australia because of the size of the markets, the length of time they have been 

selling the products and the availability of experience results.  Also because of the fluctuating 

experience in those market.   

 

Both the United States and Australia have suffered previous periods of poor claims 

experience and large losses for disability income business in the 1990’s. We particularly 

wanted to understand how each of those markets reacted to that poor experience in terms of 

product design and process changes and to consider the impact those changes have had.  

At the time of writing evidence indicates deterioration in the Australian market while United 

States and Canada seem stable.  Why the difference in experience post the 1990’s?  Is it 

something that insurers have influenced themselves or is there something in the wider 

economy of each region that has impacted the experience which is beyond the control of 

insurers?     

 

We specifically wanted to determine whether we could identify the product features and 

aspects of claims management practices that contributed to better and worse experience 

results.  This paper hopes to provide a useful summary of the main disability income markets 

to stimulate thought and debate around risk considerations and risk management for these 

products. 
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1.1 DISCLAIMERS  

This paper is intended to be a discussion document and a useful summary of information 

from existing original research from the chosen disability income markets.  We have not 

undertaken original research ourselves but rather have sought to identify available research 

in each market drawing conclusions from existing information.  This summary condenses a 

large amount of material which we hope will be useful for those involved in product 

development, pricing, valuing and analysing experience of disability income business as well 

as underwriting and managing disability income claims.  This information included; 

 

 Reports on the size and profitability of the disability income market shown in section 2. 

 Policy and scheme documents from companies from each market summarised in section 

3.  

 A summary of each market’s economic environment in section 4, because it has 

previously been asserted that some economic factors impact disability income insurance. 

 Publically available information on the experience within each country for group and 

individual disability income experience.  Where public information wasn’t available we 

referred to experience from Reinsurance Group of America (RGA) where we felt it may 

represent what would be seen in the market. Summaries are shown in section 5, 6 and 7.  

 We gathered information on the claims management practices within each of these 

markets from experienced RGA claims managers and this is discussed further in section 

8.  

 Our key observations and conclusions are summarised at the end of each section and in 

section 9.  

 

We are grateful to all the original researchers who gave their permission for us to reference 

their material for this paper.  The views contained in this study do not reflect the views, or 

opinions of RGA. The authors have taken all reasonable steps to ensure that the information 

contained in this study is accurate at the time of inclusion, and accept no liability for any 

inaccuracies or omissions 

 

Readers of this report should exercise care and professional judgement when using this 

summary to ensure that the results are suitable for the intended purpose.   We would 

encourage readers to review the original identified research wherever possible.  
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2. OVERVIEW OF THE DISABILITY INCOME MARKETS  

In this section of the report we provide a brief overview to the size of the individual and group 

disability income markets for Australia, United States, Canada and South Africa as well as 

any useful information we saw on the changes and growth within these markets. As a 

consequence of deteriorating profitability, we found that profitability has been monitored at an 

industry level in the US individual market for quite some time and more recently in the 

Australian market. The Canadian market is dominated by a few insurers in both individual 

and group business and because of confidentiality profitability results are not monitored at an 

industry level. In the absence of profitability numbers for Canada and South Africa we have 

shown results of surveys on the satisfaction of insurers of their results. 

 

2.1 INDIVIDUAL DISABILITY INCOME MARKET  

2.1.1 Australia 

During the 1980’s the market was excited about this new product and there was rapid market 

expansion with competition driving change meaning aggressive premium reductions and 

product features being enhanced through relaxation of definitions and addition of new 

benefits. During the 1990’s poor claims experience emerged and companies suffered losses 

with significant reserve strengthening impacting balance sheets. As a result policy features 

were tightened and premiums increased as well as the claims function being recognized as a 

more important technical function.  The market consolidation meant that the number of 

insurers reduced significantly which continued into the 2000’s leaving the market dominated 

by fewer large players.  The claims experience improved over the 2000s with companies 

having the benefits of scale and having invested in larger claims teams. The beginning of this 

century showed the product development approach to disability income being more balanced 

with a long-term view on profitability however competition again led to the relaxation of 

definitions by the end of the decade.  

 

2.1.1.1 Market Size 

The IFA distribution channel accounts for more than 80% of the market. IFA channel in-force 

premiums as at 31 December 2012 amounted to A$1.438 billion (A$1.452 billion as at 31 

March 2013) with new business premiums (rolling 12 months to 31 December 2012) 

surveyed as A$179.0 million (A$180.4m  rolling 12 months to 31 March 2013). (NMG 

Consulting, 2012) (NMG Consulting, 2013) 
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Other individual sales channels include bank channel (A$58.6m new sales in 2012, 

A$276.2m in-force as at 31-Dec-2012) and a small amount of sales through non-bank direct 

distribution (A$14.7m new sales in 2012, A$49.3m in force @ 31-Dec-2012).  

IFA channel in-force premiums continue to grow however the pace of growth is reducing 

since 2009 for both lump sum and disability income with the lowest growth in 2012 and Q1 

2013.  (NMG Consulting, 2013) 

 

Figure 1. Year-on-year growth in in-force premiums 

 

The following graph shows the year-on-year sales for IFA channel which shows a reduction 

in new sales growth since 2009.  (NMG Consulting, 2013)   

.  

Figure 2. Year-on-year growth in new sales 

 

The lower growth in the individual disability income market may be somewhat driven by the 

increase in group superannuation funds and the provision of life insurance through those 

funds. 
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2.1.1.2 Profitability  

Figure 21 in section 5.1.1 shows the significant increase in claims cost as analysed in the 

1995-1998 experience report confirming the large disability income losses during the 1990s.  

The more recent insurance industry overall profitability statistics (relative to company 

valuation assumptions) across all benefits in the individual and group markets shown in 

Figure 3 below paints a worrying picture.  

 

Figure 3. Australia experience profitability (Lim, 2013) 

 

The profitability results for individual disability income benefits from quarterly APRA statistics 

(Australian Prudential Regulation Authority) are reported by KPMG and these show the poor 

results the industry has experienced in 2011 and 2012. It appears that overall reserves 

haven’t been strengthened further during 2013; however this isn’t likely to happen on a 

quarterly basis.  Over a 5 year period from 1 July 2009 to 30 June 2013, while the industry 

has shown good profits averaging 24% per annum for lump sum benefits, it has averaged -

1% per annum for individual disability income business.  (KPMG, 2013) 

 

Figure 4. Australian industry retail disability income experience – quarter to 30 June 2013 
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2.1.2 United States 

A study note by Robert Beal written for a course of the SOA fellowship provides a useful 

summary of the circumstances that led to the individual disability income losses in the mid 

1980’s to late 1990’s and the market’s reaction. The United States market seems to have 

followed a similar pattern to Australia however has not experienced another period of poor 

profitability.  

 

The note indicates that in the US market, a general liberalisation of benefits began to take 

place in early 1980’s. Over 1986 to 1990 losses began to emerge as product liberalisation 

continued and interest rates and inflation dropped and this was then followed by the 

recession in 1989 to 1991. During the early 1990s the market experienced catastrophic 

losses and 21 providers exited the market over this period. The insurers started identifying 

market segments that were unprofitable and tightened underwriting, increased premiums and 

employed specialist claims resources. Renewable premium contracts were introduced. While 

the medical profession started behaving differently in the late 1980s in terms of disability 

income claiming behaviour, specific issues in American health care in the early 1990s led to 

them taking advantage of liberal policy benefits and companies experienced worse claims 

experience for these occupations. Over the period 1996 to 2000 the industry started to 

recover.  Over this period there was no new product development however definitions and 

features were tightened (lifetime benefits were removed) and premiums were increased. 

Guaranteed renewable contracts became the norm. The market stabilised over the early 

2000s although the poor earlier experience caused 46 of 70 individual disability income 

providers to exit the market since 1976 to mid-2005. (Beal, 2006) 

 

2.1.2.1 Market Size 

Milliman conducts an annual survey of the Individual Disability Income market reporting on 

sales and profitability.  Earned Premiums in the financial statements are reported to be 

$3.955 billion in 2012 showing a 2.8% increase for companies still selling disability income 

while a 3.8% reduction for those who are no longer selling.  (Milliman, 2013) 

 

Table 1. US individual disability income earned premiums and growth  
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Of the 17 companies included in the Milliman study, only eight of them are actively selling 

disability income business with premiums from new sales in 2012 around $300m. Sales 

increased by 7.8% from 2010 to 2011, the largest increase in ten years, followed by 4.9% 

increase from 2011 to 2012. (Milliman, 2013) 

 

Figure 5. US individual disability income annual premium growth rates  

 

2.1.2.2 Profitability 

The graph below shows the losses experienced over the 1980’s to late 1990’s by 17 

companies (16 in 2011) operating in the non-cancellable disability income market. Only 8 

companies' results were analysed from 1980 and Milliman continues to show the results of 

these original 8 companies for comparison over time. Although the market has reduced 

significantly, those insurers providing disability income benefits have experienced good 

profits over the last 14 years. (Milliman, 2013) 

 

 

Figure 6. US individual disability income statutory margin 
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While still showing good profits, the industry experienced a drop in profitability in 2011 

causing insurers to wonder whether this might be the start of a new unprofitable period due 

to the last recession, however 2012 shows increased profitability again with an overall pre-

tax margin of 16.4%.  

 

2.1.3 Canada 

2.1.3.1 Market Size 

The individual disability insurance market is highly concentrated with only a small number of 

insurers (top 3 have approximately 85% of the new business market). LIMRA reported in-

force disability income premiums as at 31 December 2011 to be C$938.3 million which were 

the last annual figures to be published (for confidentiality reasons figures stopped being 

published in 2012). New sales for 2011 were C$74.9 million annualised premium and the 

market has been relatively stable. New sales growth over 2005 to 2008 is shown below. 

(LIMRA, 2012) 

 

Figure 7. Canadian individual disability income new sales growth rates 

 

2.1.2.3 Profitability 

There is no publically available information that we are aware of on the profitability of 

individual disability income business in Canada.  

 

2.1.4 South Africa 

2.1.4.1 Market Size 

The individual disability income market in South Africa is relatively new and while some niche 

providers have been selling for longer, most companies only started actively selling in mid-

2000s. The market is focused on those not receiving group disability income benefits e.g. 

self-employed lives and professionals who may require top-ups however the disability 

income insurance gap across the whole market has been estimated to be 62% for permanent 
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disability cover and 75% to 93% for temporary disability cover. (True South Actuaries & 

Consultants, 2013)  

 

The annual in-force premium income provided by 8 disability income providers is 

approximately to be R2.5 billion with new business premiums in 2012 being R298 million.  

 

Table 2. South African individual disability income 2012 annual premium income1 

 

 

2.1.4.2 Profitability 

Although there is no industry information on profitability of the individual disability income 

benefits, through a non-qualitative snap survey we are aware that at least 4 companies made 

profits in 2012 and were satisfied that their results made or exceeded plan. 

 

2.2 KEY OBSERVATIONS – INDIVIDUAL DISABILITY INCOME MARKET  

 Both the Australian and United States individual disability income markets experienced a 

period of rapid expansion, competition, relaxation of product features and premium 

reductions (1980s) followed by a period where poor experience emerged and companies 

experienced massive losses (1990s) and as a consequence premium rates were 

increased and product features tightened. Both industries went through a period of 

consolidation (2000s) with many insurers exiting the market.  

 Individual disability income is a relatively new benefit in South Africa compared to other 

underwritten benefits and is sold mainly to higher socio-economic classes however there 

appears to still be a large gap in insurance cover for these and lower classes.  

 The South African market appears to be in a similar growth phase to what the Australian 

market and Northern American individual disability income markets experienced in the 

1980s with competition driving change around features and pricing.   

                                                 
1
 Where a company did not split short and long term disability income premiums a split of 50% was 

assumed. 
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 The Australian individual disability income market remains competitive and is dominated 

now by the bank owned insurers with some niche players. The market has begun to 

experience another period of poor experience and losses have emerged for both 

individual and group disability income since 2011.  

 More Australian business is being written via the Industry superannuation funds which on 

the one hand has provided growth for insurers, but is now proving challenging for claims 

management as insurers have less power and risk management control.  

 Following the losses in the United States individual disability income market during the 

mid-1980’s to the late-1990’s, the product has been performing well and showing profits 

over the last 13 years despite the recent recession. The market has remained relatively 

flat.  

 There is little information on the individual disability income market in Canada as it is 

dominated by a few players and has remained relatively stable. 

 

 

2.3 GROUP DISABILITY INCOME MARKET  

2.3.1 Australia  

2.3.1.1  Market Size 

NMG reports on the in-force premium of the group risk channel which comprises the 

following distinct segments - corporate schemes (Employer-facilitated group insurance 

policies); master trusts (Employer-facilitated group insurance policies bought in conjunction 

with corporate master trust superannuation policies); industry funds (Group insurance 

policies facilitated by industry funds) and public sector funds (Group insurance policies 

facilitated by public sector organisations). 

The group channel accounted for A$4,181.1 million of in-force premiums as at 31 December 

2012, with A$701.3 million short term disability income in-force premiums (i.e. with limited 

benefit terms 2 or 5 years) and A$497.3 million long term disability income in-force 

premiums.  (NMG Consulting, 2013) 

 

Table 3. Australian group in-force premium 
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Disability Income premiums grew by 32% from 2011 to 2012 for short-term and 17% for long-

term with highest growth in short-term disability income in the public sector funds. The 

growth in group disability income premiums since 2008 has been significant across all funds. 

 

 Figure 8. Australian group disability income in-force premiums (NMG Consulting, 2013) 

 

2.3.1.2 Profitability  

The group disability income profits from APRA quarterly stats as presented by KPMG shows 

a similar picture to individual disability income business – losses starting to emerge from 

June 2011. It appears that the superannuation funds have had more profitable periods than 

ordinary group schemes over the last 3 years.  

 

Figure 9. Australian industry group salary continuance experience – quarter to 30 June 2013 

 

Over the 5 year period from 1 July 2009 to 30 June 2013, group life benefits showed good 

profits before tax averaging 16% per annum while similar to the individual market, group 

disability income benefits were slightly negative and averaged -4% per annum. (KPMG, 

2013) 
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2.3.2 United States 

2.3.2.1 Market Size 

In force premiums for 31 carriers (representing 95% of the Group Disability insurance 

marketplace) are reported as $13.6 billion ($9.9 billion long term disability and $3.8 billion 

short term disability). (Gen Re, 2012) 

 

RGA compiles a quarterly earnings summary that aggregates the results of some of the top 

companies in the U.S. group market.  The summary includes ten carriers in the group 

disability marketplace and these carriers represent approximately 75-80% of the premium in 

the marketplace.  The graph below shows the trend in quarterly premiums for these 

companies since Q4 2008. Some companies show an increase, while others show a 

decrease, but overall the earned premium was flat for the period Q4 2008 through Q4 2011, 

with modest growth beginning in 2012. (RGA USA Group Reinsurance, 2013) 

 

 

Figure 10. US group disability earnings trend2  

 

2.3.2.2 Profitability 

Profitability for group business is not split by group life and group disability income however 

some of the major providers report benefit ratio’s separately for group disability income and 

group life while others report on a combined basis.  The average benefit ratio across 

companies reporting disability income benefit ratios is shown in the graph below. (RGA USA 

Group Reinsurance, 2013) 

                                                 
2
 For group disability, some carriers have combined other products with disability, so these trend lines 

may be somewhat impacted by other products 
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Figure 11. US group disability benefit ratio (claims paid / earned premiums) 

 

Quarterly discussions by RGA with all the major providers of group disability income 

generally confirmed the same view – that the negative effect of the latest global financial 

crisis wasn’t felt right away but had a delayed onset in 2009 and 2010.  In fact, prior to that 

there was a temporary lift to results as incidence rates initially decreased during the 2008 

and early 2009 period.  In 2011 results began to settle back down, though the market was 

still nervous and many were not ready to declare victory yet; and with good reason as in late 

2011 and in 2012 experience began to worsen again.  Finally, in late 2012 and the first half 

of 2013, the Group LTD market has noted a material improvement due to improvement in 

incidence rates, termination rates, and several pricing actions. 

 

2.3.3 Canada 

The Canadian group market is dominated by 3 companies as can be seen from the graph 

below which represents market share for total group revenue. (Fraser Group, 2013) 

 

Figure 12. Canadian group disability income market share 
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2.3.3.1 Market Share 

The Fraser Group conduct an annual survey on the group market and report the total group 

market revenue in 2012 to be C$34.8 billion which was a 6.2% growth over 2011. The 

disability income revenue represents 23% of this with revenue of C$8.1 billion. (Fraser 

Group, 2013) 

Table 4. Canadian group revenue and market share by benefit type 

 

 

The revenue growth of long-term disability revenue has an average of 5.3% per annum over 

the last 10 years (6.3% pa allowing for a single premium transaction included in the 2012 

revenue).  

 

Figure 13. Canadian group total and LTD revenue 

 

2.3.3.2 Profitability 

The Fraser Group annual group profitability survey obtained qualitative results from 18 

companies. Satisfaction of disability income results in 2012 was 30% (18 companies), a 

significant reduction from 2011, where just over 50% reported satisfaction. The graph below 

shows that during the 1990’s 35% to 65% of insurers were satisfied with disability income 

results while there was higher satisfaction in the mid-2000’s when unemployment was low 

and just after the industry experienced some consolidation (over 2000 to 2004).  (Fraser 

Group, 2013) 
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Figure 14. Canadian group LTD profitability satisfaction 

 

Historically there has been much discussion about a possible correlation between high 

unemployment and deterioration in disability experience. It is hard to identify a link to 

unemployment and insurer dissatisfaction of profitability in the graph below. While in no way 

conclusive this point is picked up in later sections of the report, see Economic Environment 

section 4. 

 

Figure 15. Canadian group LTD profitability dissatisfaction (Fraser Group, 2013) 

(Statistics Canada, n.d.) 

 

2.3.4 South Africa 

2.3.4.1 Market Size 

Due to a lack of social security benefits in South Africa, the group disability income market is 

quite a large established market providing cover for salaried employees. The South African 

group risk market is dominated by four group risk providers. 
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2012 Annual Premium Income as provided by 6 of the group risk players amounted to 

R2.9billion. 

 

Table 5. South African group disability income premium volumes3 

 

 

2.3.4.2 Profitability 

Anecdotally we believe group disability income benefits have been profitable in the past. A 

snap survey of the large group disability income providers confirmed that 50% of the 6 

respondents were satisfied with their disability income results in 2012 with all respondents 

indicating positive overall group profits across all benefits. 5 of the 6 respondents felt that the 

industry results (across all group benefits) would be worse in 2013.   

 

2.4 KEY OBSERVATIONS – GROUP DISABILITY INCOME MARKET 

 The Australian group market is growing for both STD and LTD.  Losses have increasingly 

been emerging mid-2011, with limited quarters of profit.  

 The South African market is well established for group disability income and has 

anecdotally performed well with 5 large companies confirming profits in 2012 across all 

group benefits. 

 The United States, Canadian and Australian group markets are very large in comparison 

to South Africa and recent experience is predominantly stable.  The Canadian market is 

dominated by 3 key players.    

 The United States group market has shown relatively flat disability income benefit ratios 

over the last 5 years and although termination experience in a few large schemes 

reduced after the recession, they have increased again in 2012.  

 Most Canadian insurers have been satisfied with profits in group business across life and 

disability however profit satisfaction has recently reduced.   

                                                 
3
 Companies that could not split annual premium income we assumed 96.5% long-term disability 

income and 3.5% short-term disability income.   
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3. PRODUCT OVERVIEW BY MARKET 

The concept of disability income in its various forms is similar in each market, the 

replacement of income in the event of incapacity preventing the life insured from being able 

to work as defined in the policy or scheme.  The essential terms for individual and group 

contracts are broadly similar in each market and in this section we have sought to review the 

key terms for individual and group business, which include;   

 Notification of claims  

 Definition of disability  

 Restrictions regarding the amount of benefit and how long it will be provided  

 Exclusions to benefit entitlement  

 

Both the Australian and American DI markets have experienced periods of marketd growth 

followed by periods of deteriorating experience and consolidation.  The periods of growth 

were typically characterised by a relaxing of product features, making benefit conditions 

more generous, extending coverage and reducing premiums.  The periods of poor 

experience and consolidation typically resulted in a change to the benefit terms making them 

more restrictive.  

 

Our review was undertaken in August 2013 and the summary below represents the current 

most common features in each market.  Where we concluded it relevant we have also shown 

the extremes that are covered in each market, i.e. maximum age limits, coverage amounts 

etc. 

 

3.1 INDIVIDUAL PRODUCTS  

3.1.1 Australia  

Table 6. Australian product features 

Policy condition Detail 

Waiting period/ Deferred 

period 

 Starts from 14 days 

 30 days is most common 

 Partial disability acceptable  

Notification of claims   Claims to be notified as soon as reasonably possible  

 Generally no sanction for late notification, although at 

least 2 insurers will only start the Waiting Period from the 

date of notification, where notification > 30 days from the 

date of disability 
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Definition of disability   Unable to perform one or more important duties of own 

occupation, OR  

 Can’t work in usual occupation for more than 10 hours a 

week, OR 

 Pre-disability income has reduced by 20% or more, AND  

Under the regular care of a medical practitioner 

Definition of pre-disability 

earnings 

 Agreed value – the best 12 months in the period starting 

12 months immediately prior to the policy commencement 

and when the Waiting Period begins, OR  

 Indemnity - The best consecutive 12 months of earnings 

from 3 years immediately before disability  

Benefit replacement ratio 

for Indemnity policies  

 75% of gross income (including pension) up to $26,667 

+ 50% of next A$20,000 

+ 20% of balance  

Benefit is taxable  

Monthly benefit limit  A$60, 000 per month  

Deductions from monthly 

benefit  

 Other sources of continuing employment income where 

working ≥ 10 hours per week, OR, any monthly earnings 

which ≥ 20% or pre claim earnings  

 Amounts paid from undisclosed disability income policies 

that existed at the time of underwriting and government or 

other legislated disability schemes 

 

Maximum benefit term  To age 70  

Benefit escalation   Historically: Maximum of 5% and CPI before claim  

                   Maximum of 3% and CPI after claim; 

 Now trend to CPI before and after claim 

Ad hoc increases  Future insurability benefit up to 20% allowed every 3rd 

renewal date to age 55 

 4 options to increase at an earlier date than the third 

renewal date 

 No financial underwriting – eligibility determined at claim  
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Common industry 

exclusions 

 War like activities  

 Self-inflicted injury  

 Non-disclosure  

 Pregnancy / childbirth  

 Pre-existing conditions 

Premiums   Reviewable  

 

3.1.2 North America (USA / Canada)  

In this section (and the section on group business that follows) we have not sought to 

distinguish between the US and Canadian markets given product similarities between the 

two.  

Table 7. North American product features 

Policy condition Detail 

Waiting period/ Deferred 

period 

 Cover from day 1 from limited providers  

 30 days is most common 

 Successive periods of disability lasting 7 days or more 

can be accumulated to satisfy a Waiting Period of 30 

days or more as long as they occur within a 6 month 

period.  

Notification of claims   Notification required within 30 days of disability, proof of 

disability to be sent within a further 90 days from 

notification 

 No penalty if claims are notified within 1 year from date of 

disability 

Definition of disability   Own occupation – unable to perform the substantial 

duties of your regular occupation, or  

 Regular occupation for first 24 months of claim thereafter 

any occupation suited by experience, education and 

training  

Definition of pre-disability 

earnings 

 Agreed value at outset, OR  

 Last full calendar year earnings, or three best years out of 

five whichever is the higher 

Benefit replacement ratio 

(Indemnity policies)  

 90%of average monthly net income earned  

LTD taxable  

Monthly benefit limit  $20,000 per month  
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Deductions from monthly 

benefit  

 Other regular income disability policies 

 Government disability benefits 

 Continuing income from employment  

Maximum benefit term  120 months or age 65  

Benefit escalation   CPI or maximum of 10% 

 Cost of living adjustment (COLA)  

Common industry 

exclusions 

 Armed forces and navy 

 Self-inflicted injury, whether sane or insane  

 Normal pregnancy or childbirth  

 Incarceration in a penal institution  

Premiums  Reviewable and guaranteed available 

 

3.1.3 South Africa  

Table 8. South African product features 

Policy condition Detail 

Waiting period  Typically start from 7 days  

 Partial disability acceptable  

Notification of claims   Claims to be notified as soon as reasonably practical  

 Some companies impose a time limit of 90 days to 12 

months  

Definition of disability   Unable to perform the material duties of regular 

occupation, or 

 Own or suited occupation  

 Functional impairment 

Definition of pre-disability 

earnings 

 Agreed value at outset, OR  

 Last 12 months earnings  

Benefit replacement ratio 

(Indemnity policies)  

 Benefit typically set at 100% of pre disability income for 

initial period (12 or 24 months), thereafter typically 75% of 

gross income  

 Loss of income benefits currently taxable4 

Monthly benefit limit  Maximum monthly amount typically R150,000 

  

                                                 
4
 At the time of writing this paper there is a proposal by National Treasury to amend the taxation of 

individual disability income benefits in 2015 such that premiums will not be tax deductible and benefits 
untaxed 
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Deductions from monthly 

benefit  

 Claims reduced for any other income benefit cover   

 Entitlement to other benefits typically deducted,  but not 

always in first 12 or 24 months 

 Continued income 

Maximum benefit term  Typically age 70  

 Some whole life  

Benefit escalation   Before claim fixed escalation ranging from 0% to 10% or 

CPI capped at x% where x% ranges from 10% to 13%. 

 After claim CPI capped at x% where x% ranges from 10% 

to 13%.  

Ad hoc increases  Subject to limits re age and no claim  

 No underwriting increase limited to – 20% or x2 CPI 

whichever is the lower 

Common industry 

exclusions 

 War 

 Nuclear  

 Criminal acts  

 Self inflicted  

 Alcohol abuse  

 Refusal to follow medical advice  

 Hazardous pursuits 

Premium   Guaranteed for up to 10 years 

 

 

3.1.4 Commentary on Individual Policy Terms and Conditions 

It is difficult to isolate the impact of policy terms and to determine their influence on overall 

claims experience in contrast to the other factors (economic, industry re-organisation) 

discussed in this paper.  What we can say is that the motivated claimant that enjoys work will 

look to return to work however generous the policy conditions.  Policy conditions which make 

it easier to claim and allow higher benefits to be paid for longer periods, make it easier for the 

de-motivated claimant who wasn’t enjoying their work and perhaps looking for a lifestyle 

change to do exactly that at the insurers expense.    

 

The table below shows which country has the most generous criteria against each condition.  

Australia appears 8 times and South Africa 5. 
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Table 9. Most generous individual DI product features 

Policy condition Most Generous 

Waiting period Australia/South Africa – allows partial disability to qualify  

Notification of claims  Australia – no time limit and no sanction for late notification  

Definition of disability  Australia – can qualify by being unable to do one important duty  

Definition of pre-disability 

earnings 

Australia – allow agreed value with no benefit replacement ratio 

check at claims stage? 

Benefit replacement ratio 

(Indemnity policies)  

South Africa – allow up to 100% for limited period 

 

 

Monthly benefit limit Australia – allow up to A$60,000 per month  

Deductions from monthly 

benefit  

South Africa – No deductions for limited period 

Australia – allows you to earn up to 20% of your personal 

disposable income  

Maximum benefit term South Africa – whole life option available  

Benefit escalation  South Africa, CPI up to 13%  

Ad hoc increases Australia – allow up to 20% each year without underwriting  

Common industry 

exclusions 

Australia has the fewest  

 

From the above summaries it does appear that Australian individual DI products have the 

most generous definition of disability, there is no requirement or penalty for late notification, 

maximum benefit levels are very high and there are relatively few exclusions. The 

deterioration in Australian disability experience is already clearly emerging.  A generous 

definition of disability makes it easier to claim and so will result in a greater incidence and 

makes it more difficult for claims assessors to encourage a return to work.   

 

The policy features from North America are more conservative and place obligations on the 

claimant to notify a potential claim and then produce claim documentation within a certain 

period of time.   In addition some insurers apply exclusions and restrictions with regard to 

certain causes of claim, such as mental illness and musculo-skeletal claims.   

 

The South African policies provide the highest replacement ratios and at least two insurers 

will pay benefits on a whole of life basis, with generous terms for escalation. While it may be 

too early to determine the impact of these features in South Africa, even the Australian 

market has moved away from the provision of such features following an earlier deterioration 
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of experience in the mid 1990’s. It is unlikely that these features in themselves will lead to an 

immediate deterioration in experience and profitability, but if combined with other factors 

discussed in this research it is likely they will contribute to poor experience once it becomes 

evident.  

 

Returning to work post disability is difficult, claimants become entrenched in the disabled role 

and need both motivation and encouragement to return to work.  The more financially 

attractive insurers make it for claimants to stay on claim the stronger the claimant’s 

motivation to return to work needs to be and the bigger the barrier to overcome.  It should 

surprise no insurer if claimants display a reluctance to return to work at the anticipated end of 

their disability and then continue on claim for a significant period beyond that date.  

 

3.2 KEY OBSERVATIONS – INDIVIDUAL PRODUCT FEATURES  

 Australian policies contain the most generous policy features for claimants 

 Products in the South African market allows the highest replacement ratio albeit for a 

limited period 

 Only in the South African market are whole of life benefits still available.  Both the US and 

Australia have moved away from the provision of such benefit 

 Products in the US market provide the most conservative benefits to policyholders 

 

3.3     GROUP SCHEME FEATURES  

3.3.1 Australia  

Table 10. Australian group DI product features 

Policy condition Detail 

Waiting period  30 days  

 Waiting period extended if member returns to work for a 

few days during the WP.    Waiting period resumes if 

return to work for more than 5 days  

Notification of claims   Claims to be notified as soon as reasonably possible  

 No sanction for late notification 

Definition of disability   Unable to perform one or more important duties of own 

occupation, and  

 Under regular care of medical practitioner, and  

 Not working  
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Definition of pre-disability 

earnings 

 Typically an indemnity wording based on income in the 

12 months immediately prior to disability  

Benefit replacement ratio  85% of pre-tax income  

 Benefits are taxable. 

Monthly benefit limit  A$50,000 pm  

Deductions from monthly 

benefit  

 Accident/workers compensation for loss of income  

 Government benefits (Centrelink) 

 Income payments under any other disability injury or 

sickness policy  

 Legal settlements in respect of lost past or future income 

Maximum benefit term  Typically to age 65, limited number to age 70 

Benefit escalation   Minimum of CPI and 5% 

Ad hoc increases  Allowable at any point, but could be subject to medical 

underwriting  

Common industry 

exclusions 

 War like activities  

 Self-inflicted injury  

 Hazardous pursuits 

 Uncomplicated pregnancy 

 Pre-existing conditions 

 Non-disclosure (where benefits subject to underwriting)  

 Active service in armed forces  

 Imprisonment 

 

 

3.3.2 North America   

Table 11. North American group DI product features 

Policy condition Short Term Disability Long Term Disability 

Waiting period  Accident: 0-7 days  

 Sickness:  7-14 days 

 90-180 days  

Notification of claims   The eligible employee has 

one year from the date of 

disability to notify a claim, 

or “as soon as reasonably 

possible.”  Failure to do so 

can invalidate the claim. 

 The eligible employee has one 

year from the date of disability to 

notify a claim, or “as soon as 

reasonably possible.”  Failure to 

do so can invalidate the claim. 
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Definition of disability   Unable to perform the 

material duties of your own 

occupation  

 Only non-occupational 

disabilities covered, as 

Workers Comp assumed to 

cover occupational 

disabilities (though 24 hour 

coverage is available) 

 

 First 24 months of claim – 

Unable to perform the materials 

duties of your own occupation 

 After 24 months – Unable to 

perform the materials duties 

of  any occupation for which the 

claimant would be reasonably 

suited by means of his/her 

training, education and 

experience  

 

Definition of pre-disability 

earnings 

 Gross monthly earnings 

(from all sources) from 

your insured occupation  

 Where earnings fluctuate 

they will be based on the 

average of the most recent 

12-36 month period.  

 Gross monthly earnings (from all 

sources) from your insured 

occupation  

 Where earnings fluctuate they 

will be based on the average of 

the most recent 12-36 month 

period.  

Benefit replacement ratio  50-70% of gross monthly 

earnings 

 Benefits are taxable, 

unless premium paid with 

post-tax dollars 

 50-66% of gross monthly 

earnings 

 Benefits are taxable, unless 

premium paid with post-tax 

dollars 

Monthly benefit limit  $4,000-$10,000 per month 

(usually stated as $1,000-

$2,500 per week) 

 $10,000-$20,000 per month  

Deductions from monthly 

benefit  

 Non-integrated   Any form of continuing income  

 Federal or State disability 

benefits 

 Any amount you receive 

because of your disability  

 Any amount another family 

member receives because of 

your disability 
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Maximum benefit term  13-26 weeks 

 Aligns with beginning of 

LTD benefit  

 65 – 67 typically in line with 

retirement age  

 Mental disorders subject to a 24 

month benefit limitation period 

 Optional:  24 month limit on 

“Subjective Conditions” (e.g., 

Fibromyalgia, Chronic Fatigue 

Syndrome) 

Benefit escalation   None   Not typically included  

 If included, often CPI (or 50% of 

CPI) to a max of 3% 

Ad hoc increases  None  Rehab offset: reduce benefit by 

only 50% of rehab earnings 

 Work Incentive: no reduction to 

benefit for rehab earnings during 

first 24 months 

 Workplace accommodation: up 

to $2,500 payment to employer 

for modifications of workstation 

to accommodate disability 

 Retraining Benefit: additional 

10% when approved by insurer 

 Catastrophic Disability: 

additional 20% if cannot perform 

2 or more ADLs 

Common industry 

exclusions 

 War  

 Self-inflicted injury  

 Loss of licence  

 Violent or criminal conduct  

 Maternity benefit: 6 week 

benefit for normal 

pregnancy, 8 weeks for 

Caesarean section.  

 War  

 Self-inflicted injury  

 Pre-existing conditions  

 Loss of licence  

 Violent or criminal conduct 

 Mental disorders subject to a 24 

month benefit limitation period 

 Optional:  24 month limit on 

“Subjective Conditions 

 

 



30 

 

  

Although the above table attempts to summarise the position in both the US and Canada, the 

following specific differences should be noted for the Canadian market.  

 The most common deferred period for LTD is 120 days 

 Benefits typically end at 65  

 There is no limit on mental disorders  

 There is no limit on subjective conditions  

 There is no limited payment on STD for maternity  

 

3.3.3 South Africa 

Table 12. South African group DI product features 

Policy condition Detail 

Waiting period  Available from 30 days  

 3m or 6m most common 

Notification of claims   Insured to notify insurer within 6 months from date last 

worked 

Definition of disability   First 24 months of claim - Incapable of engaging in own 

occupation 

 After 24 months – Incapable of engaging in own or suited 

occupation  

Definition of pre-disability 

earnings 

 Gross monthly salary in the month prior to the event / 

date of disability 

Benefit replacement ratio  75% of gross monthly salary 

 However, 100% is sometimes available during the first 24 

months of disability on STD products 

 Loss of income benefits is taxable. 

Monthly benefit limit  R120,000 to R140,000 pm  

Deductions from monthly 

benefit  

 Other income replacement insurance benefits, and  

 Any continuing income from employment  

Maximum benefit term  To retirement or age 65 if earlier  

Benefit escalation   Fixed % capped at CPI  

Ad hoc increases  For 5 years after underwriting cover can be increased by 

a maximum of 20% p.a. without further underwriting  
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Common industry 

exclusions 

 War like activities  

 Nuclear threats  

 Self-inflicted injury  

 Refusal to follow medical advice  

 Non-disclosure (where benefits subject to underwriting) 

 Pre-existing condition  

 

 

3.3.4 Commentary on Group Scheme Terms and Conditions  

Scheme terms influence claim incidence and duration in a similar manner to individual 

policies and the comments made under individual policies apply equally to group.   There are 

additional considerations for group business, specifically in relation to eligibility to join the 

group and “actively at work” clauses but they have not been considered in this study.  

 

The table below shows which country has the most generous criteria against each condition.   

Australia appears 5 times, South Africa 3 and North America once. 

 

Table 13. Most generous group DI product features 

Policy condition Most Generous 

Waiting period North America 

Notification of claims  Australia – no time limit or sanction for late reporting  

Definition of disability  Australia 

Unable to perform one or more important duty of own occupation 

Under regular care of a medical practitioner  

Not working   

Definition of pre-disability 

earnings 

All similar  

Benefit replacement ratio 

(Indemnity policies)  

South Africa – Up to 100% for limited period   

Monthly benefit limit Australia - A$50,000 per month  

Deductions from monthly 

benefit  

All similar  

Maximum benefit term Australia – some schemes willing to pay to 70  

Benefit escalation  All similar  

Ad hoc increases South Africa – for 5 years post underwriting cover can be 

increased by a maximum of 20% p.a. without further underwriting  
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Common industry 

exclusions 

South Africa and Australia similar  

North America most restrictive   

 

While the North American market allows the shortest waiting periods, they do re-adjudicate 

the claim when it converts to long term disability and then again at the change of definition.  

This is regarded as the single most important control to prevent claimants getting too 

entrenched in the sick role.  Termination rates at the change of definition are significant.   

 

The US and Australian markets both experienced increasing sales of disability income 

policies in the 1980's.  That boom was encouraged by favourable economic factors, reducing 

premiums and the provision of more generous policy terms, specifically relating to the 

definition of disability, the replacement ratio and maximum benefit terms.  

 

Both the US and Australian market reacted to the deteriorating experience and losses of the 

1990’s by returning to the more traditionally conservative policy terms now a feature of the 

North American market.  While the US market has maintained those terms, the Australian 

market encouraged by a strong economy in the early 2000’s, growing market and 

competition between insurers gradually relaxed its definitions making policy coverage more 

generous, to the point today where it certainly has the most generous disability provisions of 

all the markets studied in this paper.   While we cannot conclude that this is the sole reason 

for the current losses and deteriorating experience in Australia is difficult to believe they have 

not played a significant part.   

 

3.4 KEY OBSERVATIONS – GROUP PRODUCT FEATURES 

 There is less differentiation across markets for group DI terms than individual DI. 

 Australian schemes contain the most generous definition of disability 

 Some group providers in South Africa will allow a replacement ratio of 100% 

 The North American market contains the most conservative benefit terms and exclusions 
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4. ECONOMIC ENVIRONMENT  

4.1 ECONOMIC ENVIRONMENT OVER TIME  

The following sections show the economic environment for the four countries over the last 18 

years covering two periods of economic downturn. We have defined an economic downturn 

as a period where there is no GDP growth (as opposed to a Recession defined as a period of 

temporary economic decline generally identified by a fall in GDP in two successive quarters). 

 

The graphs in this section show interest rates (official cash rate), consumer price index (CPI), 

10 year bond yields, business confidence index (BC Index or BCI) and unemployment rate. It 

is interesting to see how these economic variables are correlated with GDP growth and 

periods of economic downturn.  

 

The economic environment impacts both the insurance company and the policyholder in the 

context of disability income insurance cover.  

A low interest rate environment means less investment return on invested assets and higher 

disabled life reserves, both of which impact profitability.  Pricing interest rate assumptions will 

most likely be aligned to lower future investment returns which would lead to increases in the 

premiums of disability income to policyholders. However guarantees on premium rates for 

individual business as well as market competition would impact an insurer's ability to change 

premium rates for such interest rate movements. Conversely, an unexpected higher interest 

rate environment means investment income and reduced disabled lives reserves are 

potential sources of profits for a company and there may be market pressure to reduce 

premiums. Hence the policyholder paradoxically may benefit from both scenarios! The 10-

year bond yields shown in the graphs below will give some indication of trends in investment 

returns for a company. Inflation linked benefits will depend on future expected real yields, 

softening the impact of changing nominal yields somewhat. 

 

A high inflation environment, where disability benefits typically will not escalate in line with 

potential earnings (assuming salary growth is generally higher than CPI), may encourage 

claimants to return to work, as their disability earnings reduce as a percentage of potential 

earnings through regular employment.  

 

Business Confidence index as a measurement of business confidence is a reliable indicator 

of the current and expected state of the economy. A disability income writer would do well to 

monitor sudden changes in this indicator, as it may well be a predictor of increased 

incidences of disability claims, albeit with some lag.  
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Unemployment has been identified on other studies as an economic factor that claims 

experience is correlated with and we expect that it will be harder to encourage claimants 

back to work in an environment of high unemployment impacting claim durations.   There is 

also a risk of higher incidence from more subjective claims such as back and psychiatric 

conditions.  

 

4.1.1 Australia 

Australia had a population of 23.2 million as at 12 October 2013. (Wikipedia, 2013) 

 

Figure 16. Australian economic environment (Trading Economics, 2013) 

 

The 1990’s was a period of economic turbulence for Australia and it was during this period 

where insurers experienced losses on disability income benefits. Over this period of time 

unemployment rates were higher than the levels in 2000’s reaching an all-time high of 10.9% 

in December 1992.  The current unemployment rate is 5.8% in August 2013 and although the 

increase since the most recent economic downturn looks relatively low, it may well have 

contributed to the recent losses in 2011 and 2012 through increases in incidence and lower 

terminations of claims in payment. There is no publicly available information available to 

substantiate this. Interest rates and bond yields have however remained low since the most 

recent economic downturn which also contributed to poorer profitability.  
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4.1.2 United States 

United States had a population 316.9 million as at 1 January 2013. (Wikipedia, 2013) 

 

Figure 17. US economic environment (Trading Economics, 2013) 

 

The United States had a shorter economic downturn in the early 2000’s however a longer 

period in the more recent recession compared to Australia. Interest rates and bond yields 

have remained low following the last economic downturn. The period of losses in US in the 

mid 1980’s to late 1990s did not show interest rates and bond yields as low as this period. 

Unemployment in the last few years has also increased (7.3% as at August 2013) and yet 

three years after the last economic downturn the industry does not appear to have 

experienced poor profitability. The early loss-making period may have been a function more 

of restructuring of certain professions (e.g. medical profession) leading to anti-selective 

behaviour rather than population unemployment.  
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4.1.3 Canada 

Canada had a population of 35 million as at December 2012. (Wikipedia, 2013) 

 

Figure 18. Canadian economic environment (Trading Economics, 2013) 

 

As expected, Canada shows the same periods of economic downturn as United States. 

Interest rates and bond yields have remained low since the last recession and while CPI 

increased for a period of time it is currently quite low. Unemployment as at August 2013 is 

7.1% and has been lower than the US since October 2008 however prior to that Canada has 

shown higher unemployment rates compared to the US in all months since August 1981. 

Profitability in the disability space seems less favourable than a few years back as evidenced 

by the insurers’ satisfaction index, also likely due to higher unemployment.  
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4.1.4 South Africa 

The population estimate in July 2013 was 53 million. (Wikipedia, 2013) 

 

Figure 19. South African economic environment (Trading Economics, 2013) 

 

South Africa had a period of economic downturn earlier than US and Canada over 1998 and 

1999. South Africa was also relatively less affected by the world recession over 2008 and 

2009. Population unemployment levels (25.6% second quarter 2013 (Statistics South Africa, 

2013)) are significantly higher than the other markets and less relevant to the insured 

population who are typically higher socio-economic classes particularly for disability income. 

During periods of economic downturn however we would expect that certain industries, self-

employed and small businesses will suffer more and there may be an impact on disability 

income experience.  

 

Although we have not set out to prove it in this paper much have been  documented on the 

correlation between the economy and disability income experience, yet we have little control 

over the economic environment and disability income providers in South Africa will be 

exposed to a more volatile economy than those in first world countries. In such an 

environment, being able to predict on the impact of changing economic conditions and be 

able to act quickly becomes imperative. 
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4.2 KEY OBSERVATIONS – ECONOMIC ENVIRONMENT  

 All the major disability markets considered in this paper currently exhibit similar economic 

indicators – low interest rates, a trend of reducing bond yields and stable business 

confidence index.  

 Of the three international markets the US market has the highest unemployment rate, 

followed by Canada.  

 Although Australia has the lowest unemployment rate it is the market with the most 

deteriorating disability experience.   
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5. SUMMARY OF INDIVIDUAL EXPERIENCE 

We reviewed the latest industry experience analyses for the Australian and United States 

market which covered both an incidence and termination analysis.  Canada has not 

conducted an individual industry analysis since the market is dominated by a few insurers 

however since the benefits are similar to those sold in the US, Canadian Insurers rely on the 

SOA published studies to price and value their business. No industry experience analysis 

exists for South African individual disability income benefits.  

 

5.1 AUSTRALIA INDIVIDUAL EXPERIENCE 

The latest experience report was conducted by the FSC and KPMG and released in April 

2013 to contributing companies. This analysis covers incidences and claim terminations for 

the first 8 durations over the period 1 January 2007 to 31 December 2009 (FSC-KPMG 

2007-2009 Disability Income Industry Experience Investigation Report). It represents 11 

insurance companies and covered 90% of the industry.  The report covers 1.6m exposure 

years, over 21,000 new claims for the incidence analysis and more than 13,700 terminations.  

This section refers to RGA reinsurance experience where available to demonstrate some of 

the trends seen in the industry. We have however included broad comments about the 

abovementioned industry study where it is consistent with the RGA experience.   

 

The majority of the individual disability income business was written on 1 month and 3 month 

deferred periods on Agreed Value terms.  

 

5.1.1 Experience over Time 

Incidence rates have reduced further since the 1998-2001 investigation for all deferred 

periods against IAD89-93 (Australian industry tables). Although the incidences have reduced 

the average duration measured over the first 8 policy durations is significantly longer than 

IAD89-93 (2 to 3 times longer depending on the occupation class).  

 

Over a more recent period of time, RGA Australia individual experience has seen an 

increase in incidences since 2007 and whilst terminations appeared to be reducing over the 

last economic downturn period, both individual and group terminations have increased over 

2010, 2011 and 2012.  
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Figure 21. RGA Australia individual and group disability claims experience over time 

 

5.1.2 Occupation Classes 

RGA Australia experience suggests professional classes continue to experience lower 

incidences compared to white collar occupations. We have not seen evidence of medical 

occupations having significantly higher incidences. Blue collar workers experience higher 

incidences however shorter durations.  

5.1.3 Benefit Period 

Actual to expected incidence tends to be lower for short benefit periods compared to longer 

benefits periods and actual to expected incidence is higher where there is a lifetime benefit 

period for accident or sickness. Actual to expected claims cost is significantly higher for 

lifetime benefits and short term benefits have lower actual to expected claims cost compared 

to longer-term benefits.  These trends have been observed in RGA Australia experience, the 

1998-2001 industry experience and the most recent industry experience. It should be noted 

however that long-term benefits are typically sold to white collar occupations.  

Lifetime benefits were removed from the market in the late 1990s.  

5.1.4 Agreed Value vs Indemnity Value  
 
RGA Australia experience shows that Agreed Value claims experience is significantly higher 

than Indemnity Value. The FSC-KPMG recent experience investigation came to similar 

conclusions. Insurers typically charge only 15%-25% more for Agreed Value contracts.  
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5.1.5 Other interesting findings 

 Experience differed significantly between companies (more so than the previous 

investigation).  

 Business written pre-2002 has significantly higher claim cost. 

 Claim cost generally increases as benefit increases.  

 The recent analysis was the first time a select effect was observed for disability income in 

Australia.  

 

 

5.2 UNITED STATES INDIVIDUAL EXPERIENCE 

The latest SOA report [Report of IDEC analysis of experience from 1990 to 2007] published 

in March 2013 covers analysis of incidences over the period 1 January 1990 to 31 December 

2006 and claim terminations over 1 January 1990 to 31 December 2007 (a year longer).  The 

analysis covers 16 companies covering approximately 90% of the industry. The analysis 

included 341,128 claims for incidences and 371,731 for terminations5.  It analysed 

experience over an 18 year period where insurers suffered financial losses experience in the 

1990s followed by a more profitable period starting during the last few years in the 1990’s as 

a result of actions taken by insurers as well as favourable economic environment.  

 

The majority of the experience is for 1 month and 3 month deferred periods for A&S benefits 

although OE benefits and other deferred periods are included in the report results.  

 

The incidences and terminations are reported relative to 1985 CIDA tables (US industry 

tables) however an indication of overall claim cost is not provided.   

 

The report gives a useful summary of the main conclusions and results and we included the 

aspects we found most relevant to this discussion paper in the following sections. (Society of 

Actuaries, 2013) 

 

5.2.1 Experience over Time 

Incidence rates have been reducing since the 1990’s as shown for both A&S and OE 

contracts in the graph below.  

                                                 
5
 Before scaling down one company’s results 
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Figure 22. US Actual to Expected claims incidence ratio by time period  

 

Termination rates however have also reduced (i.e. worsened) over the same period of time. 

Expected termination rates are significantly lower than those estimated by 1985 CIDA tables.  

The most significant reduction over time has been for longer term benefit claims terminating 

after 11 years. This may be due to improved claims assessment practices, as claims 

accepted may be for more severe disabilities, with less chance of terminating due to 

recovery.  

 

 

Figure 23. US Actual to Expected claims termination ratios by time period  

 

The graph below shows the overall incidence and termination A/E (for class 1 lives) over time 

with business confidence index and unemployment.  
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Figure 24. US A&S incidence and termination actual to expected ratio over time  

 

The experience report pointed out that there appears to be little correlation with 

unemployment rate and incidences over the period 2000 to 2007. 

  

5.2.2 Occupation Classes 

Classes 2-4 are significantly lower than 1985 CIDA. White Collar and Professionals have 

lower incidences than CIDA tables and as with all the occupation classes the incidence has 

reduced over the time period. Medical occupations have significantly higher incidences 

compared to White Collar/ Class 1 with an average over the period of 53% higher similar to 

the last two periods’ differential.  While the medical profession may historically have been 

viewed as a good risk, the US experience suggests their expert knowledge is useful when 

both making and maintaining a disability claim. 

 

Figure 25. US A&S actual to expected claims incidence ratio  
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The Medical occupation class is made up of mostly ‘Dentists’ and ‘Physicians & Surgeons’ 

while half of the Occupation class 1 exposure is made up of ‘Lawyers’ and ‘Executives & 

Managers’. Interestingly when analysing the incidence experience by actual occupation, 

‘Chiropractors’, ‘Podiatrists’ and ‘Stockbrokers & Commodity Traders’ show the highest A/E 

incidence rates.  The occupations in the table below highlighted in red are those showing an 

A/E incidence ratio greater than the overall average A/E (i.e. greater than 79% for A&S or 

greater than 52% for OE). In the US, ‘Insurance Sales’, ‘Other Sales’ and ‘Stockbrokers & 

Commodity Traders’ are assigned to Occupation class 2.  

 

Table 14. Actual to expected claims incidence ratio by occupations  

 

 

The Medical occupations (Class M) also show the lowest termination ratio’s however they 

have been relatively stable since 1995 while the overall deterioration in claim termination 

rates since 1995 comes from Class 1 occupations.  

 

Figure 26. A&S actual to expected claims termination ratio by occupation class 
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The same occupations showing the highest incidence A/E are also showing the lowest 

termination rates. As can be seen from the two graphs below ‘Podiatrists’ (and 

‘Chriopractors’ for the first two years only) are showing the lowest terminations rates for 

Medical Occupations and ‘Stockbrokers & Commodity Traders’ are showing the lowest 

termination rates for Non-Medical occupations.  

 

Figure 27. Actual to expected claims termination ratios for medical occupations 

 

Figure 28. Actual to expected claims termination ratios for non-medical occupations 

 

5.2.3 Benefit Period 

Lifetime benefits have significantly higher incidence rates compared to Age 65-70 benefits 

and short term benefits.  This is evident across all occupation classes and also across all 

periods of time. Lifetime benefit incidence A/E is 131% of To Age 65-70 A/E for occupation 

class 1 and 2-4 combined while 120% for medical occupation class.   
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Figure 29. A&S Actual to expected claims incidence ratio by benefit period 

 

Lifetime benefits show similar termination rates to To Age 65 benefits for the first two years 

and thereafter the terminations are significantly lower for Lifetime benefits.  

 

Figure 30. A&S Actual to expected claims terminations ratio by benefit period 

 

5.2.4 Escalating Benefits 

Contracts with escalating benefits (Cost-of-Living-Adjustment or COLA) experience higher 

incidences than those without.   
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Figure 31. A&S actual to expected claims incidence ratio with and without COLA 

 

Escalating benefits also have have significantly lower termination rates than non-escalating 

benefits. 

 

Figure 32. A&S actual to expected claims termination ratio with and without COLA 

 

 

5.3 KEY OBSERVATIONS – INDIVIDUAL EXPERIENCE  

 While both the Australian and US markets have shown reducing incidences over time, 

terminations have also reduced and hence claims cost increased.  

 However, both incidences and claims cost in the most recent RGA Australia experience 

have worsened in line with the reduced profitability of the industry.  

 Actual to expected incidence in Australia is lower for short benefit periods compared to 

longer benefit periods.  Lifetime benefits in Australia have a significantly higher claims 

cost and were withdrawn from the market in the late 1990s. 
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 The US experience also confirms that lifetime benefits have significantly higher 

incidences and lower terminations compared to rates for short term disability and benefits 

written to age 65/70 

 Agreed value experience is significantly higher than Indemnity experience in Australia.  

 Escalating policies in the US have a higher incidence rate than those without an 

automatic increase 

 Medical occupations in the US have significantly higher incidences compared to white 

collar and lower terminations however this has not necessarily been observed in Australia 

despite some insurers implementing higher premium rates for this category of 

occupations.  

 The US experience also shows stockbrokers & commodity traders as well as insurance 

sales occupations having worse experience.  

 RGA Australian experience across both group and individual business shows nurses as 

one of the top occupations claiming.  
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6. SUMMARY OF GROUP EXPERIENCE 

The features of the group disability income products are simpler than individual benefits and 

relatively similar across the markets we are focusing on.  

 

6.1 EXPERIENCE CONSIDERED 

There does not appear to be as much publically available industry incidence reports in the 

markets we are analysing:  

 nothing exists for Australia 

 in the United States there has been no analysis of incidences since 1987 GLTD tables 

 a subset of Canadian group schemes has been analysed by Fraser Group covering the 

period 2000-2007 Canada  

 South Africa – while there may have been reinsurer analysis of disability income 

incidences there is no industry experience analysis publically available.  

 

The following sections therefore include summaries of the recent termination experience in 

the following markets only. The following table indicates the reports reviewed and provides a 

summary of the data analysed under each experience study.  

 

Table 15. Summary of industry termination experience analyses 
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6.2. AUSTRALIAN GROUP EXPERIENCE 

There is no industry termination experience analysis however we previously showed RGA 

group termination experience trend over time. Similar to the individual termination trend, 

experience deteriorated over 2008 to 2010 however has increased more recently. Figure 21 

is repeated here.  

 

Figure 21. RGA Australia individual and group disability claims experience over time 

 

RGA’s experience also shows that Industry Fund experience has significantly lighter 

terminations particularly during the first 2 years.  

 

Table 16. RGA’s experience on occupations – individual and group claims – 2006 to 2010.  

Top 10 Occupations - Closed DII Count Top 10 Causes of Claim - Closed DII Count

UNKNOWN 439 DEPRESSION 65

NURSE (Registered) 242 DEPRESSION / ANXIETY 61

carer 182 unknown 53

other 148 GENERAL MEDICAL-OTHE 43

Registered Nurse 110 Breast Cancer 40

Office Worker/Prof 67 Cancer/Tumour 24

Manager / Executive 59 cancer 21

Receptionist 39 BACK PAIN 18

Cleaner 36 Lower back pain 18

Manager 34 Depression/Anxiety/Stress 16

Top 10 Occupations - Open DII Count Top 10 Causes of Claim - Open DII Count

Unknown 331 DEPRESSIVE EPISODE 34

NURSE (Registered) 299 Breast cancer 33

Carer 267 Depression 22

Registered Nurse 106 Multiple sclerosis 19

NURSES AIDE 48 Unknown 19

SOCIAL WORKER (Qualified) 43 DEPRESSION / ANXIETY 17

RECEPTIONIST 37 Other intervertebral disc disorders 16

Cleaner 36
Other and unspecified injuries of shoulder 

and upper arm

14

Co-Ordinator 32 Malignant neoplasm of breast 13

MANAGER 30 Carcinoma in situ of breast 12

Excludes "Notified" status Excludes "Notified" status
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6.3. UNITED STATES GROUP EXPERIENCE 

The SOA has recently released a new group disability table where prior to this the 

benchmark was the 1987 CGDT or GLTD tables (CGDT is the valuation table with margin). 

These tables covered experience from 1962 to 1980 and are now over 30 years outdated. 

The most recent experience analysis results (covering 1997 to 2006) were made available in 

August 2009 and in July 2011 a paper presenting the graduated tables was released.  The 

committee is still working on simplifying the graduated experience to produce updated 

valuation tables. The majority of the experience relates to 3m and 6m waiting periods.  

 

6.3.1 Experience over time 

The reserve factor is on average 23% lower than 1987 CGDT tables suggest.  The reserve 

factor in the original table didn’t differ by diagnosis (the graph below reflects differences 

because of business mix by gender, age, etc.).  

 

Figure 34. Industry table reserve factors calculated by diagnosis 

 

The graph below shows the trend in recovery rates and confirms that recovery rates 

continued to increase over the investigation period for all durations with a reduction for the 

longer deferred period from 2003.  
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Figure 35. Recovery actual to expected ratio by calendar year and claim duration (Society of 

Actuaries, 2009) 

 

Death rates showed a decreasing trend by calendar year over the investigation period 

showing evidence of mortality improvements. Fitting a linear curve to the A/E for Cancer only 

death showed an annualised slope -2% pa while non-cancer claims showed an annualized 

slope of -1.5% p a. (Society of Actuaries, 2009) 

 

The SOA table is already more than five years old (1997-2006) and reflects experience 

before the recent recession.  Anecdotal evidence suggests that LTD insurers are under-

performing relative to the new table (fewer terminations). Termination rate studies performed 

for a handful of insurers (in U.S. and Canada) were done as a mini survey to benchmark 

post-2006 experience. The graph below shows the overall industry analysis termination 

experience against Table 95a as well as the termination experience for these sample 

insurers. The experience has reduced over the period 2006-2010 although two carriers saw 

termination experience increase again in 2011.  
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Figure 36. Overall Actual vs Expected termination claims ratio for US 2008 industry 

experience and Sample insurers 

 

6.3.2 Recoveries and Deaths 

What is useful in the group termination studies is the splitting of terminations into deaths and 

recoveries which is not available for the recent industry US and Australia individual analyses. 

Recoveries are much higher than deaths showing importance of claims management 

practices. The graph below shows death and recovery rate for both males and females 

combined. Female recoveries are much higher than males particularly in the early durations 

reflecting maternity claim benefits. Female mortality rates are lower than males.  

 

Figure 37. US Industry recovery and death rates by age band   

 

The graph below shows the impact on recoveries and deaths at the transition from an Own 

Occupation to an Any Occupation definition of disability.  
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Figure 38. Recovery and death termination rates by month over transition period (Society of 

Actuaries, 2009) 

 

6.3.3 Escalation 

RGA U.S. Group Reinsurance internal analysis also corroborates materially lower 

termination rates on claims with “COLA” with termination experience being approximately 

10% to 20% lower for benefits with escalating cover.  

 

6.4. CANADIAN GROUP EXPERIENCE 

The CIA Group Long-term disability termination study was published in 2011. The majority of 

the experience relates to 4m and 6m waiting periods.  

 

6.4.1 Experience over time 

The termination experience has continued to increase over time if we consider the 

experience within the most recent study and the previous study previous study.  

 

Figure 39. Actual to expected termination ratio over time (Denis Garand and Associates) 
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The reserve factors for Non-Québec experience are 12% to 14% lower than 1987 SOA table 

(21% lower for Québec) and this is largely consistent with the experience in United States 

from the 2008 SOA study (particularly for males).  

 

Figure 40. Industry table reserve factors for males and females 

 

6.4.2 Experience by Region 

The experience in Canada is analysed separately for the province of Québec and the rest of 

Canada because the disability experience is significantly different. Incidence experience in 

Québec is significantly higher than the rest of Canada which is correlated with higher early 

termination experience, such that after approximately 3 years Québec then assumes 

experience similar to the rest of Canada, but with a higher cost in the first 2 – 3 years. 

 

 

Figure 41. Canadian experience and 1987 GLTD termination rates by duration (Denis 

Garand and Associates) 
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6.5. SOUTH AFRICAN GROUP EXPERIENCE 

The last industry termination experience analysis conducted by RGA was published in 2011 

covering the period 2000 to 2008.  

 

6.5.1 Experience over time 

Termination experience over the period 2000 to 2008 was significantly higher than previous 

experience with the most significant improvement for early durations.  

 

Figure 42. Annualised termination rate by calendar year and duration (RGA, 2010) 

 

 

Figure 43. South African industry group death and recovery termination rates over time 
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There appears to be some correlation with recoveries and economic cycles when comparing 

the increasing trend in recoveries with drop in unemployment rate and increase in business 

confidence index.  

 

6.5.2 Recoveries vs Deaths 

South Africa is the only market of the four we have considered where death terminations are 

higher than recoveries and the graph below shows that this is true for all durations.  

 

Figure 44. Death and recovery rates by duration (RGA, 2010) 

 

6.5.3 Escalation 

As reported in the industry study the termination rates for benefits which escalate in claim are 

significantly lower than those without escalation at all durations.  

 

Figure 45. Actual to expected termination ratio for 3 month deferred period (RGA, 2010) 
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6.6 KEY OBSERVATIONS – GROUP EXPERIENCE  

 RGA group experience in Australia demonstrates increasing incidence and terminations 

 In the US, the latest SOA group disability table was made available in 2009. Recovery 

rates have continued to increase over the investigation period (1997 – 2006) for all 

durations, with a reduction for the longer deferred period from 2003 

 Anecdotal evidence and analysis of a few large carriers suggests that LTD insurers have 

since 2006 underperformed relative to the new table, so lower terminations 

 Recoveries are much higher than deaths in the US and Canada showing the importance 

of the claims management practices. 

 In Canada the CIA Group Long Term disability termination study was published in 2011.  

Termination experience has continued to increase over time.  Incidence experience in 

Québec is significantly higher than the rest of Canada  

 In South Africa, an RGA study from 2000 to 2008 showed terminations significantly 

higher than earlier periods.   South Africa is the only market in this report where death 

terminations are higher than recoveries. Termination rates for escalating benefits are 

lower than those without escalation at all durations.   

 Disability results do vary materially by market as we have seen in comparing termination 

rates in United States, Canada and South Africa (for example, Québec vs non-Québec 

experience; high death terminations in South Africa compared to North America) 

 There are however several themes that do translate across markets 

 Incidence rates and termination rates can be highly correlated 

 Recovery rates have generally been improving over time for US, Canada and South 

Africa indicating better claims management.  

 Benefit Escalation (COLA) is associated with lower termination rates 

 Higher salary claimants typically experience lower termination rates 
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7 CAUSE OF CLAIM SUMMARY 

7.1 INCIDENCE SPLIT 

New claims split by cause of claim are relatively consistent across markets and individual 

and group despite the fact that the experience is over different periods of time.  

 

Table 17. Incidence cause of claim proportion (numbers) by region 

 

*US Individual proportions were shown as % of known causes 

**Included in Other Causes 

 

7.2 CHANGE IN PROPORTIONS AND AVERAGE DURATIONS 

7.2.1 Australia 

RGA individual experience shows the following proportional change in claims by calendar 

year over 2006 to 2010. Psychiatric claims have increased in proportion relative to 2006 

however there is no obvious trend for other causes of claim.  

 

Figure 46. RGA proportion of claims relative to 2006 proportion 
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In the 1998-2001 industry experience analysis, accidental causes were the leading cause of 

disability in males and ranked second to mental disorders for females. The four highest 

costing sickness causes of disability claims in males were musculoskeletal, mental disorders, 

circulatory system disorders and neoplasms. In females the significant sickness related 

causes were mental disorders, musculoskeletal, neoplasms and genitourinary system 

diseases. (Institute of Actuaries of Australia - Life Risk Insurance Committee, 2007) 

 

7.2.2 United States 

The industry individual claims experience shows the proportion of musculoskeletal, 

psychiatric, neurological and cancer claims have increased since 1990-1994.  

 

Figure 47. US individual incidence proportion of claims relative to incidence proportion over 

the period 1990-1994 (Society of Actuaries, 2013) 

 

Group experience in United States shows similar trend in more recent years over 2008 to 

2012.  
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Figure 48. US group incidence proportion of claims relative to 2008 proportion (Council for 

Disability Awareness) 

 

Individual experience termination actual vs. expected against 1985 CIDA also shows Mental, 

Back, Nervous system having the lowest terminations and hence longest durations. As noted 

in the experience report, it is interesting that Alcohol and Drug abuse claims have higher than 

average terminations while mental conditions show very low terminations. Other 

musculoskeletal are recovering at the average termination rate while as expected 

Congenital/Perinatal claims typically covered in the US market terminate at the fastest rate 

without much claims management required.  (Society of Actuaries, 2013) 

 

The graph below confirms the United States is seeing a similar picture to other markets – 

Cancer having the shortest duration and Mental & Nervous and Nervous system having the 

longest. 

 

Figure 49. A&S actual to expected claims termination ratios by diagnosis  (Society of 

Actuaries, 2013) 

 

7.2.3 Canada 

Canadian group experience over 2004 to 2008 showed that Cancer and Neoplasms had the 

highest termination rates because of the high deaths for cancer related disabilities. 

Musculoskeletal and Mental and Nervous conditions have the lowest termination rates and 

hence longer durations. (CIA Group Life & Health Experience Subcommittee, 2011) 
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Figure 50. Canadian actual to expected termination ratio’s by cause of claim diagnosis  

 

As average durations are not provided in the industry termination report we have provided 

the annual annuity factor for an Age 47 based on a flat discount rate assumption of 3% per 

annum. As confirmed by the Actual vs. Expected Terminations in the graph above, Mental & 

Nervous and Musculoskeletal have the longest durations and these are significantly longer in 

Non-Québec regions. Cancer is the shortest cause in Non-Québec regions while cancer and 

musculoskeletal appear to be have the longest durations in Québec.  The other causes 

having significantly shorter claims durations for an Age 47 claimant in Québec due to higher 

termination experience (correlated to the higher incidences).   

 

Table 18. Canadian sample annuity reserve factor for Age 47 

 

 

7.2.4 South Africa 

New claims in the last RGA South African group termination study showed the proportion of 

psychiatric significantly higher.  
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Figure 51. South African proportion of claims relative to proportion over period 1981 to 1993 

(RGA, 2010) 

 

The table below shows that over the study period, 2000 to 2008, the psychiatric, neurological 

and musculoskeletal claims have the longest average duration and make up the highest 

proportion of the Total Claim Cost. 

 

Table 19. South African average duration of claims by cause of claim diagnosis (RGA, 2010) 

 

The proportion of overall claims cost has increased significantly for musculoskeletal and 

psychiatric claims over time.   
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Figure 52. South African total cost of claim proportion relative to proportion over 1981 to 

1993 (RGA, 2010) 

 

7.3 KEY OBSERVATIONS - CAUSE OF CLAIM 

 The most common cause of claim across most markets is musculo-skeletal conditions 

 In Australia, psychiatric claims have increased in proportion relative to 2006, but there is 

no obvious trend for other causes.   

 US Individual termination experience (actual vs expected against 1985 CIDA) shows 

mental, back and nervous system claims having the lowest terminations and hence the 

longest durations  

 Canada also shows musculo-skeletal and mental and nervous conditions with the lowest 

terminations and longer durations 

 RGA’s group termination study in South Africa showed the proportion of psychiatric 

claims significantly higher than previous periods. Psychiatric, neurological and musculo-

skeletal claims have the longest average durations and make up the highest proportion of 

the total claim cost 
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8. CLAIMS PRACTICES IN EACH MARKET 

8.1 HOW DO THEY VARY? 

The primary objective of the claims department in relation to disability income claims is to: 

 Identify and accept valid claims  

 Deny invalid claims  

 Manage valid disability claims appropriately to enable claimants to return to work at 

the right time 

The ability of a claims department to do these things depends on a number of key factors; 

 The quality and breadth of the policy/scheme wording they have to work with, with the 

most important relating to the definition of disability, key points at which the claim can 

be re-adjudicated (such as change of definition) and replacement ratios 

 The quality and breadth of the skills and experience of the claims team. 

 The quality and range of resource available to the claims team – in short how many of 

them are there and what other specialist resources are available to them  

 Accepted industry practices  

 Services available to assist the claimant  

 

The processes employed by claims departments to manage claims are broadly similar in 

each market in this review; however there are specific issues in each market which can be 

viewed as broadly positive or negative in terms of assisting claims management and 

encouraging claimants to return to work.   

 

8.1.1 Australia  

There are currently 32 insurers providing individual and group insurance.   Claims 

departments vary in size from very small 1 – 2 assessors to departments of 50+ claims 

assessors.  The typical larger insurer will have over 50 assessors and a range of specialist 

support services including rehabilitation experts, lawyers, and medical officers.  The larger 

insurers will have specific teams dealing with group and individual claims.  It was reported at 

the ALUCA NSW Sydney conference in September 2013 that there are approximately 100 

vacancies for claims assessors in the Australian market; it was described as a ‘resource 

crisis’.   One consequence of this is that large numbers of inexperienced assessors need to 

be trained; this takes time and skilled resource away from direct assessment.  

 

The one additional factor that impacts claims experience for group business is the interaction 

with the employer.  In most markets the insurer’s group contract is with the employer and the 
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employer can help the insurer facilitate a return to work for the employee.  Engagement with 

the employer is well developed in North America and insurers work closely with them to both 

facilitate a return to work, but also stay at work initiatives for employees with problems, to 

prevent a full claim from incurring.  

 

Australia is the one market where the employer does not play such an integral role.  In 

Australia over 80% of in-force premiums for group business are paid to Superannuation 

(Super) funds, rather than corporate schemes where the insurer contracts with the employer.   

Super funds can be established either as a  Master Trust normally associated with a bank or 

other financial institution or an Industry Fund which were historically set up for employees in 

a specific industry (Host Plus for employees in the food and entertainment industry), but are 

now no longer restricted in that way.  Employers typically contract with one Super fund and 

their employees have default membership of that scheme, unless they specifically choose to 

join another Super fund.  The employee’s pension and insurance is provided by the Super 

fund, the employee’s relationship is with the Super fund in respect of pension and insurance.  

One impact of this is that the Super fund is very protective of its members and this is 

evidenced at claims stage when a member notifies a disability claim.    

 

Typically the Super fund wants to manage the claim notification process meaning: 

 The employee calls the Super fund when they want to notify a claim  

 The Super fund takes the calls and sends out the initial claim form and requirements 

 The Super fund is protective of its members, in a significant proportion of cases 

controlling contact with the member.  While some Super funds do allow the insurer 

direct contact with the member, others insist that all contact is through the Super 

fund.  

 Some Super funds require the power to determine the eligibility of claims 

 Super funds have a Claims Review Committee (CRC) which reviews all claims where 

the insurer is seeking to decline the claim.  If the CRC disagrees with the insurers 

decision it asks for the position to be reviewed 

 

To a large extent where a Super fund is involved the employers’ participation in the claims 

process is minimal.  The interest of the Super fund is to get the best for its members and this 

means they typically support claims for benefit on behalf of their members in all cases.   
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Table 20. Summary of positive and negative impacts on claims practices in Australia 

Positive for claims management Negative for claims management 

 Generally broad range of in-house 

specialist services to assist the claims 

department 

 Strong focus on proactive claims 

management from senior management  

 Resource crisis, insufficient assessor 

numbers  

 High numbers of new inexperienced 

assessors.  Inexperienced assessors are 

not as well prepared to challenge 

evidence and seek clarification  

 Generous policy/scheme provisions 

which make it easier to claim and remain 

on claim 

 Reliance on pre-printed questionnaires to 

collect evidence, rather than sending 

individually considered requests  

 Relying on the claimant’s doctor to 

determine disability in line with the policy 

 An increasingly developed and 

widespread legal network of lawyers 

prepared to act on a no win, no fee basis 

for claimants  

 Super funds acting as the gatekeeper for 

contact with claimants and owning the 

notification process  

 Complex products that are not easy to 

interpret 

 

8.1.2 USA (North America)  

The majority of individual disability new business being written is concentrated amongst a 

small group of insurers.  In 2007 the top 10 individual disability carriers represented two 

thirds of the sale (LIMRA, 2009).   Since the deterioration in experience in the 1990’s the 

number of insurers providing coverage has shrunk from 70 to just above 40.   

 

The size of the US market and the number of claims the major disability insurers receive 

each year gives them scale, a 2009 LIMRA report (Group Disability Claims Metrics) reported 

companies received between 4,000 to 46,0000 claims in the year.  (LIMRA, 2010). The RGA 
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Group Disability Claims Management Benchmark report dated October 2011 reported cases 

loads for assessors dealing with claims requiring active management in region of 70 – 119 

cases.  (RGA, 2011) 

It is common for teams to be supported by a range of medical, rehabilitation, financial and 

legal specialists.  In addition it is not uncommon for teams to include nurse/medical 

consultants to help assessors. 

 

The provision of rehabilitation is well established in the North American market.  Two thirds 

of the US respondents to the RGA Speciality Rehabilitation Services and Disability Insurance 

Survey:  A Global Analysis of Utilisation and Value (November 2012) said they would pay for 

medical and psychological treatment.  (RGA, 2012) Although the US market reported 

supporting Stay at Work services before a claim is filed to keep an employee at work and 

providing health coaching to keep the employee at work for as long as possible and then to 

help them claim, our experience is that the provision of these services is piecemeal.   

 

In North America a crucial determinator of experience is the point at which a claimant is 

deemed totally and permanently disabled or the equivalent of satisfying the any occupation 

definition.  In essence there are 3 determination points: The point at which the claim is first 

submitted, secondly at the switch to LTD and then again when the definition changes from 

‘own’ to ‘any’ occupation. There are substantial terminations at each point and the change of 

definition allows for a re-adjudication.  

 Table 21. Summary of positive and negative impacts on claims practices in North America 

Positive for claims management Negative for claims management 

 Policy/scheme provisions that require 

inability to perform the substantial and 

material duties of the insured occupation 

rather than just one important duty  

 Obligations on the claimant to report 

claims in a timely fashion  

 More modest income benefits that retain 

an incentive for the claimant to return to 

work  

 Provision of terms that enable the 

insurer to support stay at work initiatives 

before the claimant ceases work 

 Litigious environment  

 Piecemeal provision of stay at work 

services 

 Claims staff competencies are variable 

and with turnover, training needs are 

continuous 

 Post claim approval there is insufficient 

focus on returning a claimant to work 

during the own occupation period. 
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 Typically well established and resourced 

departments with sufficient scale to 

encourage specialisation 

 A broad range of in-house specialist 

services to assist the claims department 

 Employer continues to be an active 

participant in group claims 

 Well established processes focussing on 

early intervention and rehabilitation  

 Typically change of benefit definition 

from own to any occupation at 2 – 3 

years. 

 

 

8.1.3 South Africa  

Although there are many insurers in South Africa providing a wide variety of insurance 

products, there are only seven major providers who sell both individual and group insurance 

and all of them including the provision of disability coverage.  The group market is more 

established in South Africa and group claims departments are typically better resourced than 

the individual claims teams.  

 

Claims departments vary in size from very small 1 – 2 assessors to departments of over 30.  

Most companies report a claims team of 15 or less claims assessors and only 4 companies 

have a larger team over 15 assessors.  It is common practice for South African insurers to 

employ assessors with an occupational therapy background. Given the training needed for 

this profession is both medical and occupational in nature this should help assessors 

undertake a more robust assessment of the claimant’s disability and its impact on their ability 

to work.  

 

While this is predominantly true for group disability teams only in the last two years has there 

been a focus by individual disability teams to recruit specialist resources.  Although the same 

insurer may well provide both group and individual products, the claims team in most 

instances operate separately for group and individual products and typically do not share 

resources or skills.  
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Although South African insurers do not experience the degree of skill shortage that Australia 

does, it is only very recently that ASISA has launched an academy to train claims assessors.  

This must be a step in the right direction to improve the professionalism and competence of 

new assessors who undergo the training.  

 

In the 2012 RGA Specialty Rehabilitation Services and Disability Insurance utilization survey, 

43% of South African insurers reported that they did not use rehabilitation services to 

manage disability claims. (RGA, 2012) 

This was in marked contrast to the other regions surveyed (Australia, North America and UK) 

where over 80% in each market reported using rehabilitation to help with the management of 

disability claims.    The reasons given for the less frequent use of these services were; 

 Some companies had a high proportion of short duration claims where the claimant 

returned to work before rehabilitation could be considered  

 Too few claims to consider using rehabilitation  

 Some product definitions may not encourage rehabilitation  

 

Table 22. Summary of positive and negative impacts on claims practices in South Africa 

Positive for claims management Negative for claims management 

 Stricter definitions of disability that 

require inability to perform the 

substantial and material duties of the 

insured’s occupation  

 Broader experience base for the majority 

of assessors and greater proportionate 

use of occupational health professionals 

 Less litigious environment and 

reasonable Ombudsman scheme  

 Lower replacement ratio in the group 

market assisting in a return to work 

 Rehabilitation bonuses and clauses – 

although it may be utilised more 

optimally 

 Many insurers have a partnership 

approach with Employers that assist in 

return to work plans 

 High income replacement ratios in 

individual products that can make it more 

difficult for claims assessors to 

encourage claimants to return to work  

 Limited use by insurers of rehabilitation 

services (RGA survey on Specialist 

Rehabilitation Services, Nov 2012)  

 Smaller scale means only the largest 

companies are able to employ the broad 

range of expertise that is optimal to 

manage a disability claims portfolio.  

 The lack of up to date claims workflow 

and administration systems (for most 

insurers) to support efficient claims and 

case management. 
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8.2 CAN WE QUANTIFY THE IMPACT OF CLAIMS PRACTICES? 

This is of course a difficult question to answer.  An easier question to answer is does the 

claims team have an impact on disability results?  The answer to that must be an 

overwhelming yes.  The deterioration in Australian experience must be impacted by the 

resource shortage or experienced claims assessors. There are simply too few good 

assessors to go round and companies are forced to recruit new assessors from whatever 

sources they can.  It takes time to train new assessors; there is no shortcut to experience 

and knowing how to make the right decisions on the increasingly complex products that are 

being written in that market.    

 

Research by Munich Re showed that from six companies surveyed, there was some 

correlation between the percentage of senior more experienced claims team members a 

company has and its termination rates for DI.  Those companies where over 50% of the team 

could be described as senior assessors showed termination rates of 100% and above.  

Those with less experienced teams typically showed poorer termination rates. (Munich Re - 

Morden & Tindale, 2013) 

 

The claims team cannot impact the incidence rate for valid disability claims, but where proper 

claims assessment does not occur due to inexperienced or low levels of resources, some 

marginal claims will be admitted. Where the claims team can make the biggest difference is 

in the ultimate duration of the claim through active claims case management.     

 

Claims assessors have to work with the tools they are given and for the assessor the primary 

tool is either the policy or scheme wording.  That is the basis of the contract, it specifies 

when a claim will be considered valid, how much benefit will be paid and for how long.  If as 

an insurer you provide generous conditions and benefits for your claimants you shouldn’t be 

surprised that your claims assessors struggle to get claimants back to work.  This is being 

demonstrated in the Australian market at the moment.  Another key set of tools are internal 

and external rehabilitation resources focussing on medical and vocational rehabilitation, 

particularly for experienced assessors who know when to access such skills and the help to 

ask for.   

 

The foundation to having successful claims practices are well worded and fair (to both 

parties) policy and scheme documentation.  Without those the hands of the claims assessor 

are essentially tied, and for the less competent claims assessor this creates a challenge that 



72 

 

  

is beyond most of them – getting the claimant back to work, unless of course the claimant 

wants to go back to work.  

 

If you ask any claims manager what the biggest influence is on whether or not a claimant 

returns to work they will say claimant motivation.  The same condition suffered by different 

people impacts them differently and they react to the condition differently.  We can’t 

underwrite for or identify that difference.  If the claimant wants to go back to work they 

invariably will and all insurers are likely to support them in that aim.  The claimant who is 

reluctant or hesitant to go back to work is much more difficult to manage and hardest of all is 

the claimant wishing to pursue a lifestyle change with no thoughts of returning to work.   

 

In discussions with Orthopaedic surgeons and Psychiatrists they would say that very few 

musculo-skeletal or mental illness conditions (except the most serious) would be considered 

to be permanently and totally disabling to the extent that they would prevent someone from 

following their occupation, but the cause and duration of claim statistics in this report show 

that these claims are both very common and amongst the longest duration.  Both conditions 

rely a great deal on self-reporting and objective evidence of capability is difficult, hence if the 

claimant wishes to maintain the sick role it is relatively easy for them to do so, for a 

considerable period.  It is arguable that the more insurers compete with each other to provide 

generous disability benefits the worse the ultimate impact on both the insurer and the 

insured.  

 

The insurer will be affected because ultimately when experience does deteriorate generally 

due to external factors like the state of the economy generous claimant benefits will increase 

the magnitude of the deterioration.  For the insured generous benefits encourage them to 

maintain the sick role for a long as possible and that is not good for their health.    

 

We would argue that the provision of disability income benefits should be about the provision 

of a safety net to people incapable of returning to work due to disability.  The goal of both the 

insurer and the insured should be to return to work preferably to their pre disability 

occupation, but if that is not possible to another job to which they are suited by education, 

experience and training.  We would argue that the provision of generous policy conditions 

should be more about encouraging claimants back to work, rather than encouraging them to 

maintain a sick role.  
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8.3 KEY OBSERVATIONS – CLAIMS PRACTICES IN EACH MARKET  

 There is currently a significant shortage of claims assessors in the Australian market. 

 Engagement with the employer is well developed in North America and insurers work 

closely with them to facilitate a return to work.  Australia is the one market where the 

employer does not play such an integral role, specifically on the group side where cover 

is provided by a super fund and the super fund regulates contact with the claimant. 

 Australia has seen the increasingly widespread intervention of lawyers acting on behalf of 

the claimant.   

 The application of rehabilitation is most widespread in North America and least utilised in 

South Africa. 

 A claimant’s motivation is the biggest single factor that influences whether or not they will 

return to work and an insurer has no control over that, though generous policy benefits 

may aggravate this.  
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9. CONCLUSIONS 

Our primary motivation for undertaking this research was to better understand the differing 

experience in Australia and North America and to determine whether the South African 

disability market could learn from that experience and avoid the bad experience both markets 

have suffered from in the 1990’s.  The North American market has not yet had a recurrence 

of that bad experience but it appears the Australian experience is deteriorating again.  We 

wanted to try and understand whether such deterioration was preventable. 

 

9.1 WHAT FACTORS PRECIPITATED PERIODS OF DETERIORTAING EXPERIENCE? 

Although we weren’t able to identify a common set of factors that precipitated the 

deteriorating experience in both the North American and Australian markets in the 1990s, we 

formed the view that disability income is related to economic conditions, but its relationship is 

a complicated one. Each recession is different, and has appeared to cause varying 

policyholder behaviours. While the early 1990’s was a period of economic turbulence for 

Australia, it wasn’t necessarily the same for North America. In North America in the early 

1990’s one of the more significant precipitating causes for individual disability income was 

reported as a restructure of the medical profession, causing many to seek disability benefits.  

The recent recession in North America was so swift and so severe that many individual US 

and Canadian disability insurers didn’t see an impact while many group US and Canadian 

insurers saw the impact of this recession initially inverted, then delayed, and overall 

somewhat muted. Neither the North American nor the Australian experience appears to have 

deteriorated in direct response to the global financial crisis in 2008, although the Australian 

market is now experiencing deterioration across all lines of disability coverage.   The rate of 

unemployment is higher in the US than Australia, yet it is Australia currently suffering the 

poor disability experience.  

 

The effect of a recession on disability income experience is also affected by changes to 

claims management practices, policy wording, underwriting, and target markets. Economic 

deterioration is only one trigger for poor experience. What does appear to have been 

common to the experience deterioration in Australia in the 1990’s and today and in North 

America during the 1990’s is a period of strong sales of disability income.  Across both 

markets, insurers competed with each other to provide more generous benefit terms, higher 

replacement ratios, longer benefit terms and easier to satisfy definitions of disability.    The 

response in both markets to deteriorating experience was the withdrawal of policies providing 

generous benefits, terms became more conservative in key areas such as benefit provision 

and definitions of disability.  North America has retained those conservative features, the 

Australian market has returned to the provision of generous terms and conditions driven by 
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market pressure.  The Australian market is currently undergoing a further deterioration in 

experience.   

 

While we cannot point to specific evidence that the relaxation of policy terms in Australia is 

the precipitating factor for the deterioration, we do believe that relaxation will influence the 

severity of the deterioration.   

 

9.2 AUSTRALIA – INNOCENT VICTIMS OR AUTHORS OF THEIR OWN DOWNFALL?  

We wanted to understand if there were lessons to be learned from the current Australian 

deterioration.  Were the Australians innocent victims of the current deterioration or had they 

in some way contributed to the deterioration?   Although we could not point to any single 

economic factor that has precipitated the current Australian disability experience, we did 

conclude that a range of factors had contributed to the extent of the deterioration in 

experience.  

It does seem that a number of factors have combined together to deepen the extent of the 

deteriorating disability experience in Australia.  

 

 Increasing disability sales, increasing exposure before the deterioration 

 Original focus on agreed value contracts with indemnity only introduced more recently 

 A relaxation of key disability terms that influence incidence and duration of claim  

 A large shortage of experienced claims assessors, insurers have simply been 

swamped by the number of claims and have not had the resources to properly assess 

them 

 An increasingly litigious society and the influence of ‘no win, no fee’ lawyers willing to 

take up a case on the claimant’s behalf 

 The influence of the Super funds and the manner in which they can restrict the 

insurers capability to manage the claimant and pursue the interests of their members 

 

So while the Australian insurance industry may not have been able to avoid deterioration in 

experience, had they pursued a more conservative approach to product development it may 

have been easier to manage the resulting claims.  Only once the extent of the deterioration is 

known will insurers be able to determine whether the premium income pre deterioration was 

sufficient to offset the losses post deterioration. 
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9.3 SOUTH AFRICA – PROTECTED OR VULNERABLE?  

Insurers are unlikely to identify in advance the precipitating factor that will initiate a period of 

poor disability experience.   

 

While insurers in South Africa may be exposed to a more volatile economy than those in first 

world countries, disability income benefits are provided to a small subsection of the 

population and the impact on the economy may need to be extreme before it impacts the 

higher socio-economic classes.  Will insuring more of the general population in future make 

us more at risk? The higher socio-economic classes who typically take out disability income 

benefits may be affected by other factors than purely economic ones such as coming under 

pressure from employment equity efforts.  

 

Generous disability benefits are likely to make more severe the extent of any deteriorating 

disability experience.   Some South African insurers are already providing disability benefit 

terms (lifetime benefits) that have been withdrawn from the Australia and North American 

markets.  It is true that the South African definition of disability is more restrictive than 

appeared in Australia or North America but nevertheless, neither market has returned to 

providing lifetime benefits. Together with good claims management practices, the fact that 

South African individual products are not the most generous in all aspects will assist in 

limiting the extent of any potential deterioration of experience.   

 

Investment in claims management prior to deterioration in experience will help lessen the 

extent of the deterioration.   The extent of the investment compared to the possible losses is 

likely to be modest.  Retaining control of the claims process is vital. 

 

Reforms in one subset of disability provision will impact other local disability income markets. 

Insurers may be faced with the challenges of regulatory changes in the near future (for 

example, changes in taxation of benefits or the provision of social security benefits) and the 

likely impact on disability income experience is uncertain.  

 

9.4 “CAN’T MANAGE WHAT YOU CAN’T MEASURE” 

One of the key learnings in many of the papers and presentations we reviewed was that the 

poorer experience and profitability were not observed early enough. Monitoring experience is 

critical, if you don’t monitor very closely by the time the deterioration happens it will be too 

late to do anything. Disability Income is a challenging product to price with many variables 

which need to be quantified including incidence rates, termination rates, benefit severity and 

interest rates. The experience and price are affected by several things including 
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demographics, product features, claims management philosophy, investment strategies and 

market movements. It is a challenge for companies to conduct credible actuarial studies on 

all these variables.  

 

Differences in products and claims management practices make industry analysis difficult 

however conducting such analysis may benefit the industry as a whole. In addition, although 

it is often difficult to draw conclusions from financial statements because they will reflect 

experience against valuation assumptions and reserve movements, monitoring general 

trends in market experience may provide an early warning.  

 

Many occupations that have shown poor individual experience in other markets are obtaining 

benefits at the best occupation class premium rates in South Africa. The ability to easily 

identify and analyse these separately would be useful.   

 

Although North America offers individual business with premium guarantees, Australia has 

reviewable premiums. South Africa guarantees premium rates on individual business for 

between 5 to 15 years yet we haven’t had credible experience emerge to be confident in our 

pricing assumptions.  On the other hand justifying premium increases on reviewable 

premiums based on little credible evidence will also be challenging however market 

experience where available may assist.  

 

9.5 CLOSING REMARKS 

We hope the information in this paper and these observations will assist South African 

insurers in managing their disability books profitably. While we appreciate that all markets 

are not exactly the same, there are enough similarities to allow us to take key learnings from 

emerging experience in other markets into account when structuring our products and 

processes. 

 

 

  



78 

 

  

Bibliography 
Beal, R. W., 2006. Individual Disability Income Insurance in the United States, s.l.: s.n. 
CIA Group Life & Health Experience Subcommittee, 2011. CIA Group Long-term Disability Termination 
Study, s.l.: Canadian Institute of Actuaries. 
Council for Disability Awareness, 2013. 2013 Long Term Disability Claims Review. s.l.:CDA. 
Denis Garand and Associates, n.d. s.l., s.n. 
Financial Services Council - KPMG, 2013. Disability Income Industry Experience Investigation Report, 
s.l.: KPMG. 
Fraser Group, 2013. Group Universe Report 2012 Data Year - Canada, s.l.: Fraser Group. 
Fraser Group, 2013. Quick Profitability Survey, Life and Health Report, 2012 Data Year, Release 1.0, 
s.l.: s.n. 
Gen Re, 2012. US Group Disability and Group Terms Life Market Survey, s.l.: Gen Re. 
Institute of Actuaries of Australia - Life Risk Insurance Committee, 2007. Report Without Tables on 
the Disability Income Experience Investigation for the years 1998-01. Australian Actuarial Journal, 
13(2), p. 771. 
KPMG, 2013. DI Profitability Update. s.l.:KPMG. 
LIMRA, 2009. Product Perspectives on Individual Disability Insurance, s.l.: LIMA International, Inc. 
LIMRA, 2010. Group Disability Claims Metrics, s.l.: LLGlobal, Inc. 
LIMRA, 2012. Canadian Individual Disability Income Insurance Fourth Quarter 2011, s.l.: LL Global, 
Inc. 
LIMRA, 2012. LIMRA's Individual Disability Income Sales Participant Report. s.l.:LIMRA. 
Lim, T. S., 2013. Australian Life Insurance Market Profitability. s.l.:Bell Potter Securities. 
Milliman, 2012. Disability Newsletter: Milliman's 2012 IDI Market Survey Highlights, Minneapolis: 
Milliman, Inc. 
Milliman, 2012. Disability Newsletter: Non-Can DI: 2011 Financial Results, s.l.: Milliman. 
Milliman, 2013. Disability Newsletter: NONCAN DI: 2012 Financial Results, Minneapolis: Milliman, Inc. 
Munich Re - Morden, P. & Tindale, A., 2013. Horrors from Down Under. s.l., Institute and Faculty of 
Actuaries. 
NMG Consulting, 2012. Life Insurance New Sales via IFA Channel. s.l.:NMG Consulting. 
NMG Consulting, 2013. Group Channel – Life Insurance (October - December 2012), s.l.: s.n. 
NMG Consulting, 2013. Group Channel Life Insurance Report, s.l.: NMG Group Channel. 
NMG Consulting, 2013. Life Insurance via the IFA Channel Trend Analysis. s.l.:NMG Consulting. 
RGA USA Group Reinsurance, 2013. RGA Earnings Summary Group Life & Disability Carriers Second 
Quarter 2013. s.l.:RGA. 
RGA, 2010. RGA Group Disability Income Terminations Study 2000-2008, Cape Town: RGA. 
RGA, 2011. Group Disability Claims Management Benchmarks - USA & Canada, s.l.: RGA. 
RGA, 2012. Speciality Rehab Services & DI - Global Analysis of Utilisation & Value. s.l.:RGA. 
Schuh, J. L., 2013. Global Developments in LTD Tables, s.l.: RGA. 
Society of Actuaries, 2009. 2008 Long Term Disability Experience Study Report, s.l.: Society of 
Actuaries. 
Society of Actuaries, 2013. Report of the Individual Disability Experience Committee Analysis of 
Experience from 1990 to 2007, s.l.: Society of Actuaries. 
Statistics Canada, n.d. Labour Force Historical Review 2007 (Table Cd1T46an), s.l.: s.n. 
Statistics South Africa, 2013. StatsOnline. [Online]  
Available at: http://www.statssa.gov.za/keyindicators/keyindicators.asp 
[Accessed 25 10 2013]. 
Trading Economics, 2013. Australia Economic Indicators. [Online]  
Available at: www.tradingeconomics.com 
[Accessed 25 August 2013]. 



79 

 

  

Trading Economics, 2013. Canada Economic Indicators. [Online]  
Available at: www.tradingeconomics.com 
[Accessed 25 August 2013]. 
Trading Economics, 2013. South African Economic Indicators. [Online]  
Available at: www.tradingeconomics.com 
[Accessed 25 August 2013]. 
Trading Economics, 2013. United States Economic Indicators. [Online]  
Available at: www.tradingeconomics.com 
[Accessed 25 August 2013]. 
True South Actuaries & Consultants, 2013. Disability Cover Assessing the efficiency of the South 
African insurance market in its provision of disability cover, Cape Town: s.n. 
Wikipedia, 2013. Wikipedia. [Online]  
Available at: http://en.wikipedia.org/wiki/Demographics_of_Australia 
[Accessed 14 10 2013]. 
Wikipedia, 2013. Wikipedia. [Online]  
Available at: http://en.wikipedia.org/wiki/US_population 
[Accessed 10 2013]. 
Wikipedia, 2013. Wikipedia. [Online]  
Available at: http://en.wikipedia.org/wiki/Canada_population 
[Accessed 10 2013]. 
Wikipedia, 2013. Wikipedia. [Online]  
Available at: http://en.wikipedia.org/wiki/Demographics_of_South_Africa 
[Accessed 10 2013]. 

 

 


