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ST1 A2016–2 

1 Describe the main product features of the UK version of a major medical expenses 
plan.  [4] 

 
 

2 (i) State the principles that an insurer should follow when determining an 
appropriate investment strategy. [2] 

 
 A small health and care insurer with a low level of solvency has written only 

immediate needs annuity business for individuals, covering personal care and 
residential care costs.  

 
 The annuities provide a guaranteed level of income while the annuitant is alive.  Half 

of the policies provide a fixed level of income and half have income that increases 
yearly, where this increase is linked to the change in a price inflation index for that 
country.  In the event of death, all policies pay a return of premium less the amount of 
annuity payments already paid (if this value is positive).  

 
 (ii) Recommend, with reasons, an appropriate investment strategy for this insurer.   
   [15] 
   [Total 17] 
 

 

3 A health insurer has sold income protection and critical illness insurance business 
through a direct salesforce and insurance intermediaries for many years.  The insurer 
owns the buildings that it occupies.  

 
 (i) Describe how the insurer would perform a full expense analysis. [15] 
 
 (ii) Explain how the results of the analysis would be used to set expense 

assumptions for product pricing purposes. [6] 
   [Total 21] 
 
 

4 (i) List four “major” critical illness conditions and eight “other” conditions that 
are typically covered by critical illness insurance products.  [3] 

 
 The individual stand-alone critical illness insurance product currently offered by a 

health insurer covers what it considers to be a standard set of conditions.  The 
marketing director has suggested that more conditions should be added to the list of 
cover for new policies. 

 
 (ii) Explain the characteristics of an illness or condition that would make it 

appropriate for addition to the list of cover. [5] 
 
 (iii) Discuss the potential advantages and disadvantages to the insurer of the 

suggestion.  
   [12] 
   [Total 20] 
 



ST1 A2016–3   

5 A health insurer writes individual income protection insurance business.  
 

Currently, the insurer uses financial underwriting at the claim stage.  
 
 (i) Describe how financial underwriting at the claim stage is carried out for this 

type of business.  [3] 
 
 (ii) Explain why it is carried out.  [2] 
 
 (iii) Outline a situation where the policyholder might reasonably consider financial 

underwriting at the claim stage to be unfair.  [1] 
 
The product director is considering removing the claim stage financial underwriting, 
without changing the premium rates.  

 
 (iv) Discuss the potential advantages and disadvantages of this proposal.  [10] 
 
 (v) Suggest actions the insurer could take to mitigate the potential disadvantages. 
   [5] 
   [Total 21] 
 
 

6 The reserves calculated in the most recent supervisory valuation of a portfolio of 
individual income protection insurance business have increased significantly from 
those calculated a year ago, in the previous supervisory valuation.   

 
 Suggest possible reasons for the increase.  [17] 
 
 

END OF PAPER 
 
 
 


