











Solvency Il - an update
on the treatment of healthcare

Sue Elliott explains recent developments.




The April 2008 edition of

this publication' included an
article on Solvency Il entitled,
‘Solvency Il - the impact

on healthcare products’. It
outlined how healthcare
products were to be
segmented as set out

in the Quantitative Impact
Study 4 (QIS4). At that stage,
the health underwriting and
associated risks (for example,
catastrophe risk) were split
across three underwriting
modules: life, non-life

and health. Since that

time, there has been much
activity on the treatment of
healthcare products.

Questionnaire on

health treatment

In July 2008, a questionnaire

was produced for the Financial
Requirements Expert Group of the
Committee of European Insurance
and Occupational Pensions
Supervisors (CEIOPS) in order to
better understand the healthcare risk,
and the most appropriate method to
capture this risk within the standard
formula for the Solvency Capital
Requirement (SCR). It was sent to
European supervisors and covered

areas such as:

m description of the statutory social

security system by country

m collection of country-specific
information by line of business
covering the key product features
and risk characteristics

m information to be provided by
the supervisory authority as to
where they thought they should
be categorised.

Proposal on how to define
‘Health’ lines of business

In February 2009, the CEIOPS
Financial Requirements Expert
Group issued a draft preliminary
paper asking for comments from key
stakeholders, such as the Actuarial
Profession in the UK. It included

“a proposal on how to define health
lines of business and the SCR health
underwriting module”. It realised that
all parties needed to form a clear
view on how health should be treated
within the standard formula, while

at the same time recognising that
‘cherry-picking’ (selecting the most
attractive option) needed to

be avoided.

Three options were presented:

m option A: the risk driver should be
covered solely in the ‘Health

underwriting risk module’

m option B: the risk driver should be
covered under the scope of the
‘Health underwriting risk module;
the 'Life underwriting risk module’
and the ‘Non-life underwriting risk
module’ with clear guidance as to

when each module should be used

1 ‘Healthcare matters’ was formerly called ‘Healthcare market review’

m option C: the risk driver should
be covered solely in the ‘Life
underwriting risk module’ or the
‘Non-life underwriting risk module’

The key stakeholders were asked to
select which option they preferred,
and as might have been anticipated,
views were mixed.

CEIOPS’ Consultation

Paper 50 - Health underwriting
risk module

In July 2009, along with many
others, CEIOPS issued Consultation
Paper number 50 (CP50) which was
entitled ‘Draft CEIOPS' Advice for
Level 2 Implementing Measures

on Solvency II: SCR standard
formula — Health underwriting risk
module’. The consultation closed on
11 September 2009.

In section 3 of CP50, CEIOPS
noted that healthcare insurance
varies considerably across the

27 member states and achieving
harmony on one standard formula
was going to be a challenge.
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Specific comments on CP50
CP50 splits the ‘Healthcare

underwriting risk module’ into two

components as follows:

m SLT health — similar to life
techniques (SLT), which in the UK
context would include products
such as stand alone critical illness,
income protection and long-term
care. This would also include group
income protection where the
policy/contract is deemed to be
long-term, but the rates are only

guaranteed for one or two years.

m Non-SLT health — not similar to
life techniques (Non-SLT), which
in the UK context would include
products such as private medical
insurance, hospital cash plans and

dental insurance.
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There are some concerns about the
definition of healthcare. For example,
lump sum products such as critical
illness or long-term care where
support services are offered do not
appear to be covered within the
current definition which is as follows:

“Health insurance obligations are
all types of insurance compensating
or reimbursing losses (for example,
loss of income) caused by illness,
accident or disability (income
insurance), or medical expenses
due to illness, accident or disability
(medical insurance)”

Watson Wyatt understands that some
alternative proposals have been put
forward. Of paramount importance, is
that the definition clearly reflects the
nature of the risks covered within the
healthcare category.

The calibration of the
‘mortality-disability’ stress is also
under debate. There are questions
as to whether the supporting
evidence to increase the stress test
since QIS4 is appropriate. It has also
been suggested that the stress tests
should vary between the different
product lines to reflect the different
nature of the risks being covered.

Outstanding work on CP50
Watson Wyatt understands that the
correlations presented in CP50
are for illustration only at this stage
and are subject to further work. For
example, consideration needs to be
given as to whether the correlations
used in the ‘Life underwriting risk
module’ are appropriate for health.
The timelines, however, have not
been disclosed, although it is



“ ...healthcare insurance varies considerably

across the 27 member states and achieving
harmony on one standard formula is going

to be a challenge. ,,

anticipated that there will be updates
in QISb which is scheduled for 2010.

Health catastrophe risk is now
included in the ‘Health underwriting
risk module’. Previously, this was
treated as ‘Life catastrophe risk’ with
the life stress tests applied, which
were not necessarily appropriate

for healthcare business. More
appropriate methodologies from the
‘Non-life catastrophe risk module’
are now being applied and a number
of pan-European catastrophe
scenarios are being developed by the
newly formed CEIOPS Catastrophe
Task Force. It will be important,
however, that the stress tests and
catastrophe risks are considered
together, otherwise there is a
potential risk of ‘double counting’

Conclusions

CP50 splits the healthcare
underwriting risk between SLT health
and non-SLT health which provides

a much clearer distinction between
the risks. However, it is recognised
that the definition of healthcare varies
considerably across the EU member
states and to create harmony will be
a major challenge. Perhaps a minimum
standard formula, together with some
‘market-specific parameters’ to reflect
those characteristics of individual
markets that cannot be captured

in a standard formula, may be the
way forward.

For further information contact

Sue Elliott
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