IAIS TREESHABERICH -5 MEICEET S

wWRE (B ~DEGRIZHEE

A BT

ER (130

BER(EX)

Q1.
comments on

Issues Paper

General

the

LRE. REBRNCEENZTAHMELLSIBRNG. RIRERD
MEHMZEEDESTEEET DD TIEEL, EmRFTDERENSHR
5. RHEBLLV -2 TOTOEREZEL CHEFMELERTHEL
SEZIZITERT B,

— AT [BERICE>TRVMERIEVLSEELEON TS, ThiE
EREEC. A—BERTHo>ELTHLEEDMA B M. ZIHIME
L TCERICHEELBILDOTHY . BE— DR TEET S LIER
HTHDHEEZD, CORERFER, SEOBRTIE. BE—WEER®
BEEZENTETHOTIIA BARFECTISRE. REHESDE
WEBEZ - BT TA—F 2R EEEREL,

BE. ERRREZHBFARBAICH=S5-0 . BEEX—FKRTE
RAIK BEEDOPTRHENLLT DAERMELHD. TN, RIZ
G D IEFE R (CHF=> TIX E MM AES (T TG, RREREER
K. DEHRDLDOZHEOYR—IEFLEV > BMIMEEZ S HT-
SHMLGERNLETHY ., BEHMLEFROAIKLT RETER

The Life Insurance Association of Japan (the “LIAJ”) appreciates the
opportunity to submit our comments to the International Association of
Insurance Supervisors (the “IAIS”) on the draft Issues Paper on customers

receiving value from insurance products.

In terms of value customers receive from the insurance product, the LIAJ
supports the idea of ensuring customer value throughout the product lifecycle,
from the design process to sales and policy administration, rather than placing
the full responsibility on customers themselves to determine the value of

insurance products.

However, it would be difficult to set a uniform definition of “good consumer
outcomes”, as this varies depending on product characteristics, as well as
customers’ purposes for taking out the policy and the policy period, even for the
same product. In light of this, the LIAJ would like the IAIS to consider adopting
a flexible approach, taking into account differences in product characteristics,
market conditions, and jurisdictional frameworks, rather than setting uniform

definitions or standards.

Also, due to its long-term nature, the value of life insurance is difficult to capture
at a given point in time, and customers’ perception may change over time.
Therefore, ensuring the value of insurance should not be based solely on short-
term indicators, but should encompass multiple perspectives including both

financial and non-financial value such as health promotion, provision of peace
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of mind and customer support after contracts have been concluded.

Based on this, the following three factors should comprehensively be taken into
consideration: (i) product design, (ii) sales and governance, and (iii) customer
understanding and education. It would not be appropriate to place too much

emphasis on any single factor.
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1.1 The
positive impact of

Section
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The LIAJ would like to suggest that, with regard to life insurance, in addition to
the benefits already introduced in the paper, the IAIS also refers to the benefit
of peace of mind provided by long-term coverage. While this benefit is difficult
to quantify, it includes alleviating anxieties about the future (e.g. retirement

funds, long-term care and medical expenses).

Additionally, while the specific case is already introduced in section 5.1, the
LIAJ would like to suggest that the paper explains that value-added services,
such as health-promoting services provided by insurers, can encourage
behavioural change among customers and improve their quality of life, including

extending their healthy life expectancy.
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1.2 Low

value and trust can

section

deter customers
from buying
insurance

BRE-FEEERICOVTE. REEROLIGHMBLRERMLLL
BREINDIELEL, TORBELTERAMMEICHT 2R EN R
LTWABRIEEMA H DD TIIGELD, RIZE R (L. RIEHEEZ S DT
BEMLGMEZRETI2LOTHY. BEVI—DHEL>THLL
B9 HILITEYTIEHENEEZ D,

F BEENAZAERELEDLSICEFLTLSM L, EEDEFEIC
FRELEHEEZD,
ZD=% . RIERE RO MEDFFMICH->TIE. EmMERET IR ME

The LIAJ considers that customers may be dissatisfied with the value for money
of their investment or savings type insurance products because they are often
compared with other investment products, such as mutual funds. As insurance
is intended to provide comprehensive value, including protection, it should not
be simply compared with other investment products based solely on investment

returns.

Also, customers’ understanding of the product may affect how they assess its
value.

In this context, to appropriately assess the value of insurance products, it would
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also be important to foster customers’ appropriate understanding of the value
using a holistic approach. This could include providing information to customers
(e.g. financial education) and initiatives through sales processes, in addition to

considerations on product design and cost structures.

Q6. Comments on
section 2 Challenges
for consumers to
evaluate value when

buying insurance
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Providing excessive information on insurance products could end up hindering
customers’ understanding because these products are often complex in nature.
Therefore, to support customers in making appropriate decisions, it would be
better to provide consumers with “appropriate information” rather than simply

“more information”.

The Financial Services Agency of Japan supports this idea in its Principles for
Customer-Oriented Business Conduct, stating that 'taking into consideration
the information asymmetry with customers, financial business operators should
provide customers with important information regarding the sales and
recommendations, etc. of financial products and services in an easy-to-

understand manner’.
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The approaches taken by each jurisdiction range from setting value
requirements to ensuring value through product governance and regulation.
These different approaches appear to reflect the product features and market
environments in their own jurisdiction.

When it comes to whether insurance products provide value, it is
understandable to use financial returns as one indicator for investment/savings
products. However, for long-term protection products such as life insurance, the
provision of peace of mind would be an unquantifiable yet valuable aspect. This
suggests that supervisory approaches should not be based solely on short-term

results or specific figures or indicators. The LIAJ therefore believes that flexible
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supervisory approaches focusing on processes such as product design, sales

management and governance frameworks, and reflecting product

characteristics, market conditions and jurisdictional frameworks, would be

suitable.

Q9. Comments on
section 3.2 Other
that
enable supervisory

requirements

action on low-value
products
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In Japan and some other jurisdictions, supervisory approval is required before
launching insurance products, and this approval process plays a role in

securing the value of products.

Specifically, the LIAJ would like to suggest adding the phrase “such as applying
a product approval process by the regulator which will work as a way to secure
appropriate value” after the phrase "but they have other rules or supervisory

expectations” in paragraph 33.
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3.3
the

insurance purchase
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The LIAJ would like to introduce the following Japanese initiative as an example
of how to accommodate specific customer segments and recommends
including it in the Paper. The LIAJ has developed voluntary guidelines and other
materials to promote initiatives that take the needs and circumstances of the
elderly into account. In view of the progression of the super-ageing society,
these guidelines set out basic ideas and points to note for each of the steps in
life insurance for elderly customers, from contract signing to procedures for
making claims, and share cases of initiatives taken by life insurers. Examples
of such measures at the time of contract signing include multiple opportunities
to meet for insurance sales, the attendance of family members and verification

of the customer’s understanding.
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The LIAJ would like to introduce the following Japanese initiatives as examples
of the public and private sectors working in unison to promote financial
education, and recommends including them in the Paper. Two trade
associations from the life insurance sector — the LIAJ and the Japan Institute
of Life Insurance (JILI) — have developed an “informative package for all
generations” (for those from elementary-school children to adults), providing
educational materials for schools and video content to learn broadly about life
planning and the social security system, aiming to support a wide range of
generations to better understand life insurance and life planning. Individual life
insurers also provide financial education by sending lecturers to schools, or
organising seminars for company employees. In addition, the Japanese
government established the Japan Financial Literacy and Education
Corporation in 2024 to promote financial education from a neutral non-business

standpoint.

Q14. Comments on
section 4.2 Pricing
issues
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The LIAJ does not believe that all the cases of failure to deliver promised
discounts and preferential treatment are intentional. Due to the complex
conditions for applying discounts, discrepancies often arise between actual
practice and what customers understand or expect. When assessing prices and
discounts applied to insurance products, it would be important to consider

whether the customers are provided with sufficient explanations.

Also, the difference in profit margin between loyal customers and newer
customers, as described in the case from the Netherlands, would not
necessarily indicate unfair treatment of customers. It should be noted that there
could be a rational reason for this difference, such as the difference in the

associated costs.
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The LIAJ also believes that differences in insurance premiums between
policyholders should not necessarily be considered problematic. For example,
it is common practice to price products differently depending on the method of
payment collection and administrative costs. Premium discounts can also be
applied to customers of certain products based on their health-promoting or
risk-mitigating behaviours. These examples serve to promote risk mitigation

through changes in customer behaviour.

As such, the LIAJ suggests clarifying that “an issue with the pricing model arises
when premiums are differentiated between policyholders without rational

grounds, such as risk mitigation or cost reduction.”
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4.4
Commissions and

section
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While it is important to properly manage the related conflicts of interest, it would
not be appropriate to assess customer value solely based on the level or
amount of commissions and remuneration. Life insurers in Japan provide
customer-oriented services in the long term, including face-to-face explanations
at the point of sale, post-sales follow up including coverage confirmation and
reviews, and support when making claims. These services form part of
customer value. Therefore, it is important to ensure that the commissions and

remuneration are proportional to the services provided.

Accordingly, the LIAJ would like to suggest adding the following sentence at the
beginning of the section: “In principle, the level of commissions and

remuneration should be proportionate to the services provided”.
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section 4.5
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To cite a case in Japan, the Insurance Business Act requires insurers to, in
offering an insurance product, inform customers about the policyholder
protection scheme in case of an insurer's failure, as well as to describe their

financial soundness in the Explanatory Documents on Business and Property
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Status, which must be made available for public inspection. The LIAJ would like
to suggest introducing this as an example of information necessary for

policyholders to make appropriate decisions.

Also, the description in paragraphs 58 and 59 could be interpreted as
essentially recommending switching, while recognising that switching may
involve a number of complex considerations. Since switching has considerable
disadvantages (e.g., adverse selection occurs as a customer with a relatively
poor health condition prefers to buy a new policy, which increases the burden
on the existing policyholder pool as a whole), the description should be more
neutral. The LIAJ suggests, for example, clarifying that insufficient provision of
information to customers could lead to disadvantages for them, whether or not

they switch products.

Additionally, the LIAJ suggests identifying the economic value of existing
policies as an important element among the complex considerations involved
in switching. This value should reflect the reduction of the coverage amount of
the existing policy, surrender values and the value of maintaining existing

coverage.

Incidentally, aside from switching contracts, a “conversion system” is also
available to policyholders in Japan. Under this system, a policyholder who
wishes to renew their policy can switch the product while maintaining the same

level of coverage as before, provided certain conditions are met.

Whether portability similar to that of general insurance should be introduced for

life and medical insurance is itself a matter that needs to be discussed carefully,
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given that these businesses handle sensitive information. As such, the LIAJ
believes that the following sentence in the current draft should be removed:
“The absence of similar portability in medical and life insurance may have

material implications for consumer outcomes”.

Q20. Comments on
5.2
Customer-centric

section

claims handling
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As set out in the Paper, it is important for insurers to support customers in
making claims. While the Paper refers to an example from the general
insurance sector, attentive customer support (e.g. providing guidance on
claims, providing easy-to-understand information to beneficiaries, simplifying
the claim-making process, and attentively supporting the elderly and surviving
relatives) also constitutes part of the life insurance value assessment, because
claims are often made by surviving relatives or beneficiaries instead of the
policyholder when an insurance event occurs, and such persons may not fully
understand the policy details or be aware of their eligibility to make a claim. The

LIAJ would like to suggest illustrating this in the Paper.

To cite a case in Japan, the LIAJ operates the Life Insurance Policy Inquiry

System, under which family members etc. can confirm with the LIAJ member

life insurers whether the person concerned holds any life insurance policies as

a policyholder or insured person, in the following cases:

- Where a relative has died or their capacity for cognition and judgement
has declined; or

- Where a family member etc. has died or gone missing due to a disaster in
an area subject to the Disaster Relief Act, and it is difficult to make claims
relating to life insurance policies because their home or other property has

been washed away or destroyed by fire as a result of that disaster.
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As set out in the Paper, when it comes to life insurance products, it is important
not only to assess their value at the point of purchase but also to maintain that
value throughout the policy term. Due to the long-term nature of life insurance
policies, customers’ family composition, employment status, asset formation
needs and health conditions may change during the policy term. Therefore, the
LIAJ would suggest indicating that, to ensure customer value, not only product
flexibility but also insurers’ engagement with policyholders after the policy has
been concluded is important. This could be achieved, for example, by regularly
providing information, confirming coverages and providing opportunities to

review policies as necessary.
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Some of the examples cited in the Paper (specifically, add-on insurance when
purchasing a motor vehicle in Australia, as introduced in paragraph 24 (Susie’s
case in footnote 14); credit card repayment insurance and Guaranteed Asset
Protection insurance, as introduced in paragraph 73; and unit-linked products
as introduced in paragraph 75) could be regarded as highly exceptional cases.
This is because, in these cases, factors such as markedly skewed claims ratios
or returns for particular product types/sales channels, sales practices specific

to add-on sales, and behavioural biases influenced the situation.

While these examples indicate the need for supervisory action in certain areas,
caution should be exercised in directly applying them to the assessment of

insurance products in general or the insurance market as a whole.

Q25. Comments on
6.2 Low
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Although the claims ratio can serve as one reference indicator, a low claims
ratio does not necessarily mean that the value is low. The purpose of insurance

is to prepare for uncertain future risks.

The LIAJ believes that the value of life insurance in particular lies in its functions
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of providing long-term risk coverage and peace of mind. In fact, life insurers in
Japan invest resources (at their own cost) to deliver customer value by regularly
contacting customers to confirm whether their needs have changed, attentively
supporting them in making claims, and providing long-term coverage. Also, it
would not be appropriate to determine that an insurance product has low value
based solely on the ratio of claims payments relative to the sum of premiums
paid, because some insurers return surplus funds (which could arise from
factors such as lower-than-expected claims) to the policyholders in the form of

policyholder dividends etc.

Additionally, an extremely high claims ratio can affect the insurers’ financial

soundness and sustainability, ultimately harming the customers’ interests.

Therefore, it would be difficult to conclude that an insurance product is
unnecessary based solely on the claims ratio. As the claims ratio is expected to
vary greatly depending on the social security system in each jurisdiction, the
value of insurance products should be judged by taking into account the
product’s characteristics, the market conditions, and the systems in each

jurisdiction.

Taking the above into account, the LIAJ considers that, if the concern in some
jurisdictions is that claims are not being paid appropriately (i.e. customer value
is being impaired), the paper should refer to “appropriate” claims ratios that
indicate whether the insurers have properly paid the claims/benefits that are

supposed to be paid in line with policy terms, rather than “low” claims ratios.

10
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Because a certain level of claim rejections is necessary to address fraudulent
claims and moral hazard in order to maintain sustainability of the insurance
system and fairness of the policyholder pool, a higher number of claims rejected

does not necessarily mean low value.

However, the number of cases where claims or benefits that should have been
paid under the policy terms were not properly paid — due to overlooked
payments or insufficient guidance on claims procedures — could serve as an
important indicator from the perspective of ensuring customer value and

policyholder protection.

As such, it would be more appropriate to refer to “the number of failures in

paying out claims” rather than “the number of claims rejected.”

Q28. Comments on
section 6.5 Undue
costs and
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pure risk products
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It would not be appropriate to conclude that the product value is low based
solely on high commissions and/or high costs, although these could indicate

that they are not commensurate with the quality of the services and products.

When it comes to protection-type insurance in particular, it would be important
to assess the value in terms of the proportionality between commissions/costs
and the quality of the provided services and products, as the value could
encompass factors such as support with making claims, customer support

during the policy term and various after-sales services.

The LIAJ therefore suggests replacing the expressions “high costs” and “high
commissions” with “unduly high costs” and “unduly high commissions”. It also
suggests revising the second sentence of paragraph 76 as follows:

“Consistently high costs and/or consistently high commissions can be an
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indication that they are not commensurate with the quality of the services and

products provided”.

Q29. Comments on
section 7
Conclusion
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Y, WTFNDA—DITBEIRIT ZTENBNESICBETRETH
%o

In terms of the value customers receive from the insurance product, the LIAJ
supports the idea of ensuring customer value throughout the product lifecycle,
from the design process to sales and policy administration, rather than placing

the full responsibility on customers themselves to determine the value.

Meanwhile, the value of insurance is multifaceted in nature and varies
depending on individual circumstances. Also, different jurisdictions have
different frameworks in place for product governance, regulations on conduct

of business and policyholder protection, which vary in content and approach.

Therefore, it would be important that the framework is principle-based, flexible

and proportionate, sufficiently taking into consideration the regulatory
frameworks and market conditions in each jurisdiction, while basing itself only
on cases where there is a clear problem, such as poor governance, insufficient

transparency, or inappropriate practices.

In addition, supervisors should ensure that their approaches take the following
three factors into comprehensive consideration: (i) product design, (ii) sales and

governance, and (iii) customer understanding and education. It would not be

appropriate to place too much emphasis on any single factor.
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