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L
ife insurers in Australia typically offer a guaranteed 
future insurability (GFI) feature as part of their 
lump sum risk product range. This feature allows 
the insured to increase the sum insured for death, 
TPD or trauma policies upon the occurrence of a 
specific future event (as defined by the underlying 
policy), without providing evidence of the insured 

person’s health at that time. In the discussion that follows, the em-
phasis is on the mortality risk. Typical events that allow for an in-
crease to the sum insured include1:

 The insured marries;
 The insured divorces;
 The insured’s child is born or they legally adopt a child;
 The insured’s child starts school;
 The insured is granted a housing loan by a financial institution to 

buy their first home;
 The insured completes their first undergraduate degree at a rec-

ognised Australian university;
 The insured has an annual income increase by $10,000 or more;
 The insured becomes a carer for the first time;
 The insured’s child starts secondary school.
Events such as marriage, improvements in one’s financial or edu-

cational circumstances, and positive life milestones associated with 
children and housing, and so on, could reasonably be expected to 
benefit one’s health status. An exception is, of course, divorce, and at 
face value it seems unusual that insurers would offer an opportunity 
to increase the sum insured upon the occurence of an event which 
may not be favourable for the mortality risk that the insurer faces.

Impact of marital status
The impact of marital status, and changes in marital status, on mor-
tality, has a substantial base of research available for consideration. 
However, even for such defined events as “marriage” and “divorce”, 
complications arise when trying to assess changes in the mortality 
risk that an insurer faces. Isolating the transitions between marriage, 
separation, divorce, bereavement, re-marriage, and so on in terms 
of substantive and credible data, and then investigating any true un-
derlying causes of changes to subsequent mortality is not straightfor-
ward – even if reliable and sufficient data were available. 

Complications also exist with the changing nature of nominally 
similar circumstances over time – for example, the changing struc-
ture of marriage, whereby even within the traditional nature of this 
relationship, the one breadwinner model is now not necessarily the 
norm and many variations exist. This makes comparisons over time 
difficult.

These issues are associated with the overall challenge of dealing 
with dependent events – nothing in terms of human experience is 
truly standalone or independent of other lives, or of a particular set of 
circumstances. This is quite obvious and in the context of mortality 
it is especially so. 

For example, the death of one individual is likely to have an impact 
on the health of another, related individual. This dependence can 
occur in many ways – for example, instantaneous dependence which 
is caused by common events affecting both lives at the same time. 
For example, if a husband dies in a car crash, then the chance that 
his wife has also died in that car crash is higher than the chance that 
some other, unrelated person has died in that car crash. Then there 
is short-term dependence, where the death of one life impacts the 
mortality risk of the other life immediately, but this effect diminishes 
over time (for example, the ‘broken heart’ syndrome2,3). 
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There is also long-term dependence which 
is caused by a common risk environment, 
affecting the surviving partner for their re-
maining lifetime. Such dependence of mor-
tality on the presence of other lives, has been 
shown to be significant in many studies4. 

However, mortality is generally assumed 
to occur independently of other individuals 
for most actuarial and demographic projec-
tions. 

Despite this, what do studies regarding 
changes in marital status tell us about chang-
es in mortality risk? For marriage, the litera-
ture is vast and no brief summary could do it 
justice. However, what does stand out from a 
host of studies over the last 100 years, across 
many different countries and cultures, is that 
marriage is beneficial and there are various 
reasons why this is so5:

 A protective effect is conferred through a 
higher degree of social integration;

 Stress and stress-related illnesses may be 
reduced;

 A spouse makes it more likely that the in-
dividual receives adequate care in times 
of illness;

 In older ages particularly, there is better 
housekeeping and personal care;

 Risk taking behaviour is discouraged 
and overall, the greater responsibility 
with marriage tends to favour a more 
careful lifestyle including a lower con-
sumption of alcohol and smoking;

 Material well-being is increased, not only 
by increasing family income, but also a 
result of economies of scale from pooling 
resources and the specialisation of 
household tasks6;

 For women, but not for men, much of the 
benefits of marriage are found to result 
from increased financial security;

 Furthermore, a process of self-selection 
may occur whereby healthier men and 
women tend to marry.

Indeed, for males, mortality is signifi-
cantly lower for those who are married when 
compared to all other marital statuses7. 
Furthermore, the benefits of marriage can 
cumulate over time so that the longer the 
individual has been married, the higher the 
protective effect8.

However, for females in general it is not so 
clear cut. Some studies do not show a sig-
nificant mortality benefit to females with 
marriage, and for studies that do, the benefit 
is not as strong as that for males9. Various 
reasons for the differences between genders 

are proposed, one perspective among them 
being that women might encounter more 
stress within a marriage than men due to less 
bargaining-power and higher expectations10. 

Also, in an older study, the mortality rate 
of married females in the 20-24 age group 
was higher than that for the never-married 
20-24 age group, with the explanation given 
of higher mortality associated with preg-
nancy and childbirth (with pregnancy more 
likely in married rather than never-married 
women of that age)11.

Perhaps the best summary of the benefits 
of marriage is that the transition into mar-
riage is an event from which both men and 
women benefit, although effects differ across 
the sexes. Men experience immediately re-
duced mortality risks with marriage, where-
as women receive a lesser benefit with this 
transition. For both men and women, the 
benefits of marriage are also found to cumu-
late with marriage duration12.

In terms of the impact of divorce upon 
mortality risk, once again there appears to 
be a difference between the sexes. Overall, 
a transition out of marriage – either through 
separation, divorce or widowhood – in-
creases mortality in the short term for males, 
and for those studies that do show increased 
mortality for females, the magnitude of 
the increased risk is less than what it is for 
males13. Clearly the resultant increased levels 
of stress would be an influential factor in de-
creased health overall14, with particular cul-
tural responses to divorce also influential15. 
Other findings suggest that the higher mor-
tality risk arises from living a large portion 
of your adult life as separated or divorced, 
not so much from the actual experience of a 
marital breakup16.

Risks to the Insurer
So what does all this have to do with the GFI 
feature? For the event of divorce, the obvi-
ous conclusion is that there is a heightened 
mortality risk to the insurer. However, the 
mortality risk that the GFI feature confers to 
the insurer is more subtle than that. 

The main risk it poses is the possibility of 
adverse selection – that is, that the insured 
may exercise their right to increase the sum 
insured in the future, at a time when they 
perceive they are more likely to claim. In 
other words, in the context of lump sum risk 
products, the insured may increase their 
sum insured when they know or suspect 
their health has deteriorated, and they can 
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do this without informing the insurer of their 
change in health. 

This is a risk arising from information 
asymmetry17. Additionally of course, their 
health status may simply be different from 
what it was at policy inception, but the poli-
cyholder is not aware of this when exercising 
their option to increase the sum insured.

Risk management
In order to effectively manage these risks, 
insurers have the usual suite of options 
available to them. This includes appropri-
ate underwriting and pricing, specifications 
around the timing(s) and size of increase(s) 
to the sum insured, and reinsurance. 

However, some of these risk management 
options are less useful for the specifics of 
the GFI feature than for the original, base 
policy.

For example, one approach in underwrit-
ing the original policy could be to assume 
that the maximum amount of future increas-
es will be exercised. For example, if a policy 
is being underwritten for $500,000 and the 
GFI feature allows for total future increases 
to be capped at $500,000, then the original 
policy will be underwritten as though it were 
for $1 million. 

Whilst this might seem adequate in terms 
of accounting for the maximum possible sum 
insured under this policy, of course it cannot 
account for the fact that at some stage in the 
future, the health status when an increase is 
being sought differs from the health status 
at policy inception. This risk is exacerbated 
when the insured is aware of a deterioration 
in health, and then chooses to increase cover. 
And if that risk exists for an insurer, then it 
exists for any reinsurance support too, which 
is ultimately paid for through the reinsur-
ance premium.

This means that the actual design of 
this feature becomes a very important tool 
in managing the associated risks. Market 
practice is therefore to provide some control 
around the risk by limiting:

 When the feature can be exercised;
 Who can exercise the feature; and
 How much the increases in sum insured 

can be.
Typical restrictions on timing include ap-

plying within a certain time frame of the 
event, and allowing only one increase per 12 
month period.

In terms of who can exercise the feature, 
typically the insured must be aged less than 
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55, there must not be a premium loading or 
any special terms on the base policy, and the 
insured must not be currently on any claim 
(disability income or waiver of premium) or 
be eligible to make a terminal illness, TPD 
or trauma claim under any policy.

Limits to a single increase in the size of 
the sum insured are typically capped at the 
lesser of some percentage of the original sum 
insured (e.g. 25%), and/or a fixed dollar 
amount (e.g., $200,000), and/or the size of a 
mortgage if the increase is due to that event, 
and/or a multiple of a salary increase. 

Further restrictions apply in terms of the 
total increases allowable over the lifetime of 
a policy. This would normally involve limit-
ing the total amount of all increases to the 
original sum insured (or some proportion 
thereof). A significant additional restric-
tion can be that within a certain time period 
(e.g., 6 months) of a sum insured increase, 
the increased amount insured is only payable 
for death, TPD or trauma conditions which 
result from an accident.

All of these restrictions and conditions 
exist in order to limit the risk to the insurer 
to an acceptable level, in lieu of the impossi-
bility of underwriting for a future change in 
health status which cannot be assessed at the 
time of policy issuance.

The most obvious risk management tool 
open to insurers is to adequately price for 
the GFI feature. Neccesarily, no insurance 
offering is provided for free, and GFI is no 
exception, even though it is usually offered 
as a built in feature. However, pricing spe-
cifically for the adverse selection involved is a 
challenge, due to the underwriting challenge 
discussed above but also due to the issues 
around credible data. For yearly renewable 
term (YRT) policies in general, there is a 
wealth of historical data that allows insur-
ers to determine with high levels of comfort 
what an appropriate risk rate (and hence pre-
mium) is. However, specifically for GFI and 
as discussed, data is far more scarce, and as 
such this presents additional challenges18.

The current market pricing for the addi-
tional risk posed by the GFI feature is ap-
proximately 2% - 5% of the underlying risk 
rate. Depending on the particular insurer’s 
assumptions about the additional premium 
components of expenses, commission, profit 
and tax, this may be reflected in an equiva-
lent loading on the base premium when this 
feature is included. That is, if the premium 
for a YRT policy without a GFI feature was 

$500, this would become $510 – $525 when 
the GFI feature is included.

Additionally, a number of factors compli-
cate any assessment of the true underlying 
exposure to risk that an insurer faces:

 As for many insurance offerings, not all 
policyholders will be aware of the detail 
of their policy and as such, may not give 
much thought to the specific GFI fea-
ture;

 For those that are aware of the feature, 
they may or may not remember that they 
can exercise it at certain events;

 For an event such as divorce, increasing 
one’s life insurance coverage may not be 
the immediate concern nor need for the 
policyholder at that time;

 Not all events are going to apply for all 
people.

In summary, the management of the mor-
tality risk under the GFI feature is based on 
a combination of the behavioural and cir-
cumstantial factors, the specified policy re-
strictions, the likely underwriting approach, 
as well as the fact that for events other than 
divorce, mortality would not be expected to 
be adversely impacted (all other things being 
equal). 

As such, is an approximate premium load-
ing of 2% - 5% appropriate as a further risk 
management mechanism? Given the previ-
ous discussion, it does suggest a very high 
implicit assumption as to the level of adverse 
selection that can eventuate under this fea-
ture. Clearly, this implies there is significant 
value in the GFI feature to those policyhold-
ers who are able to exercise it, and those in 
need of increased insurance protection at key 
times in their live(s) should be encouraged to 
consider this, if/as their individual circum-
stances demand. fs
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