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At an insurance industry level there is a lot of 
focus placed on retirement funding outcomes 
for members. Whilst this is an appropriate 
priority, we do however believe that not  
enough attention is being placed on whether 
the member and his or her beneficiaries will 
have enough cover at a time of need.
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Such as at the time of submitting a life or disability insurance claim.   We also believe many market 
participants underestimate the likelihood of members  claiming form an insurance scheme, with up to 
a quarter of employees that start working at age 20, dying before reaching retirement, and  roughly 
15% becoming totally and permanently disabled.

Whilst the very high levels of satisfaction displayed in the survey by clients of group risk providers may 
be commendable, the 2016 experience losses seen in the financial services industry are a cause of 
concern.  Losses were most prevalent in disability products, reflecting an increase in disability claims 
relative to the past experience which was used to establish the premiums. The market is already seeing 
an increase in disability premiums, and the concern is that they reach a point of being unaffordable.

The 2017 Benchmark research shows that an overwhelming majority of funds are confident that all 
their members general risk benefit needs have been addressed by current market offerings, yet as 
many as 77% of funds currently do not offer benefits such as critical illness. 

With insurers increasingly being placed under pressure to be far more transparent in their products 
and services, and the ongoing requirement for them to provide information in a way that enables 
easy price comparisons, we explored the potential demand for a standardised, basic risk cover.  The 
intention was to identify the basic benefit structures that would be sufficient to cover the basic 
insurance needs of a member. 

With 83% of funds indicating that they believe a standardised risk policy would reduce complexity 
and be easier for members to understand, and affirming that they are not satisfied with the current 
level of complexity in the market, it does seem that there is demand for a standardised, basic product.  

It was also interesting to see that the view of almost 64% of the funds were that the industry regulator 
should prescribe a minimum set of risk benefits to all product providers in a similar way to how 
prescribed minimum benefits on medical aids are regulated. 

This could be particularly useful for members, since there are many who obtain the bulk of their life 
insurance products and services via their employer’s group risk arrangements. 

The Sanlam Benchmark has been conducting research that includes group risk benefits for more than 
three decades now, and the research results have remained largely unchanged year-on-year. It would 
also appear that not much innovation has taken place in this space in the past three years, so perhaps 
this is the opportune time for such a product to be introduced.

Results from the Benchmark Survey
Half of the stand-alone funds prefer to provide risk benefits on an Approved basis where a third opt 
to do so via both Approved and Unapproved basis.

Preference for Approved or Unapproved Risk 2017 2016 2015

Approved (part of the fund) 50% 39% 43%

Unapproved (separate scheme) 19% 25% 18%

Both 31% 34% 39%

This year we have also seen a slight shift in the way that risk benefits are defined as a percentage of salary. 
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More funds are defining benefits as a percentage of Total cost to company (TCTC) and fewer as a 
percentage of PEAR, with a marked decrease (50%) in funds intending to move to a total cost to 
company model: 

Approved risk benefits 2017 2016 2015

PEAR 74.1% 84.9% 80.5%

Total cost to company (TCTC) 21% 12.3% 19.5%

Both 3.7% 1.4%

Unapproved risk benefits 2017 2016 2015

PEAR 68% 74.6% 77.2%

Total cost to company (TCTC) 28% 21.3% 21.1%

Both 4.0% 1.7%

Life Cover
According to the results of the Benchmark survey, the percentage of salaries applied to the cost of life 
cover has generally decreased over the 3-year period.

Cost of Life Cover 2017 2016 2015

Mean: Approved 1.28% 1.38% 1.54%

Mean: Unapproved 1.25% 1.24% 1.27%

Between 2015 and 2017, the change in the cost of the life cover benefits has decreased by 17% for 
Approved funds, and 2% for Unapproved funds. 

However, when looking at the  change in the cost of the benefits relative to the level of cover purchased 
for these rates, the size of the lump sum payable on death has generally remained constant between 
2015 and 2017 for Approved funds (-2%), but has increased by 6% for Unapproved funds. 

Size of Lump Sum Payable on Death 2017 2016 2015

Mean (multiple of salary): Approved 3.33 3.4 3.4

Mean (multiple of salary): Unapproved 3.39 3.04 3.2

If the change in the cost of benefits are combined with the change in size of the benefits, we see that 
the cost per unit of group life cover has decreased significantly over the last 2 years:

Change in cover
Change in cost of 

this cover
Change in cost of a 1 times 

multiple of salary

Mean: Approved -2% -17% -15% 

Mean: Unapproved 6% -2% -7%

This decrease in the cost of cover may be the combined effect of increased competition amongst insurers 
as well as favourable claims experience environment (which enabled the insurers to reduce prices). 

Disability Benefits
Disability income benefits

Of the funds who have disability income benefits, 80% claim to have received good advice from their 
broker or consultant as to what form of benefit to select after the tax changes of 2015. One in three of 
these principal officers would however have appreciated more guidance from the insurance industry 
as to what solution is best for members in terms of value and price.  Roughly half (44%) of respondents 
would appreciate more guidance in terms of legislation and tax changes from insurers.

Lump sum disability benefits

The percentage of salaries being applied to the total cost of lump sum disability benefits has 
also changed marginally.

Cost of Disability Cover 2017 2016 2015

Mean: Approved 1.08% 1.06% 1.00%

Mean: Unapproved 0.84% 0.92% 0.89%
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The size of the lump sum payable on disability has also reduced by 15% for Approved funds but 
increased by 36% for Unapproved funds over the last two years. 

Size of Lump Sum Payable on Disability 2017 2016 2015

Mean (multiple): Approved 2.5 3.31 2.94

Mean (multiple): Unapproved 2.9 2.8 2.13

Again when combining these movements in percentage of salaries (i.e. the cost of benefit) with the 
lump sum payable (i.e. the amount of benefits) we notice a decrease in the cost per unit for Unapproved 
funds but an increase for Approved funds.

Change in amount of 
cover

Change in cost of 
this cover

Change in cost of a  
1 multiple of salary

Mean: Approved -15% 8% 27% 

Mean: Unapproved 36% -6% -30%

While the fact that the cost of Approved and Unapproved benefits have moved in opposite directions 
can be considered strange at first this may be typical of the volatile nature of lump sum disability 
incidence rates. This enforces the view that a long term pricing approach is appropriate in order to 
stabilise prices.

Flexible Risk Benefits

Despite the low take up of flexible risk benefits, slightly more than half of the funds believe that there is 
still a future for offering flexible benefits, where the member can take control of their risk cover based 
on their own individual needs. In order to address this, one in five schemes offer some choice as to 
what level of salary their risk benefits are based on. 

The low take up may also be the result of these benefits competing with the individual life market.  
These benefits may be more expensive than individual life products due to anti-selection that is 
sometimes more difficult to prevent in group flex schemes.

Cost of Risk Benefits

A favourable majority of respondents (86%) are confident that they understand how the risk benefit 
premiums are calculated and an even greater proportion (91%) of funds are satisfied with their current 
group risk premium rates.  

An overwhelming majority (95% of funds) are satisfied with the benefits and services currently offered 
by their risk provider, which we understand to be primarily attributed to efficient claims handling and 
meeting member’s needs.  

Self-insurance

Only 17% of stand-alone funds self-insure their risk cover.  Reasons stated for self-insurance include:

• A belief that self-insurance is cheaper,
• It is easier to manage and it provides the fund with more control,
• Rates are more accurate as it is based only on own company experience,
• There is greater flexibility in benefits and,
• The reserves built up in these self-insured funds can accommodate all claims volatility so no there 

is no need for an insurer.  

It is interesting that only 1 in 3 of the funds that self-insure have investigated the possibility of moving 
away from self-insurance. 

Conclusion

Although there is much support for the existing product ranges offered by group risk providers,  
it seems that there is a need for a standardised product offering that is similar and consistent across 
the group risk insurance industry. Demand remains for additional options for members to select 
depending on their personal circumstances and level of expertise or advice. 

Given that the reality is that approximately one in three workers will not reach retirement due to either 
death or disability, it is important that as an industry we do as much as possible to ensure that we can 
meet the needs of members.




