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An international
overview

Motivation | The German model

= German private health insurance - an overview
= Long-term contracts — a definition

* Premium calculation scheme

= Premium adjustment mechanism

= Future developments considered

» Future developments (generally) unconsidered
= Challenges/debate

= Measures/solution approaches
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What we want to talk What we do NOT want to talk
about today about today (time restrictions!)
= German calculation scheme = Solvency II models for
for long-term health insurance health insurance contracts

= Well regulated - but with its
inherent challenges

——
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German private Health insurance — an overview m
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Private insurance (PKV) vs. Statutory insurance (GKV)
» Individual risk/equivalence principle » Solidarity principle
= Individual premiums = Income dependent premiums,
» Product portfolio (SLT/NSLT) allocation of financial resources
+ Comprehensive health insurance = General health and care insurance

+ Care insurance
+ Supplementary health insurance etc.

Development of business Development of total
in force (m people) premiums (bn €)
1 1 0/0 | € 2 0 0 b n
Share of total insured 8,6 Technical provisions in PKV

persons in PKV 2008 2012 2016 2008 2012 2016
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No end of cover ... No right of the insurer ...

= if a certain age is reached » to cancel the contract or to reduce the cover
= jf a certain sickness occurs (under predetermined conditions, e.g.
= if high costs emerge provided the premiums are regularly paid)
= if the risk profile of the insured portfolio changes " toadjust contract conditions

Motivation = Necessary covers

= Potential changes in the health status with
substantial impact on benefits/premiums

In case of age dependent benefits (age effect: benefits rise with age) and/or when no risk transfer between
young and old is intended: calculation with ageing reserves

4 — 8 June 2018, www.ica2018.org



The German model

_'J']

78 Y\
Premium calculation scheme m LE
BERLIN 2018
1. Generally: Calculation of lifelong
level premiums with current Natural
prudent 1st order assumptions ” premiums
allowing for foreseeable £
developments z Benefits phase
2. Allowance for premiums to be g
adjusted regularly when conditions s
(claims or mortality rates) change : —
3. In this case: Recalculation as in 1. < Eﬁ:g;ng Level
4, Result: Stepwise level premiums premium

due to unforeseeable developments

(e_g_ medical inﬂation) 20 30 40 50 60 70 80 90 100
Age
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Premium adjustment mechanism m
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Example for an initial calculation (annual net premiums) for a 30-year-old in 2013 with a
first premium adjustment in 2016. Both claims and technical interest rate are adjusted here.

7.000
6.000

5.000
4.000
3.000

2.000

1.000

0
30 32 34 36 38 40 42 44 46 48 50 52 54 56 58 60 62 64 66 68 70 72 74 76 78 80 82 84 86 88 90 92 94 96 98 100
Age of insured person

Annual net premiums and claims in €

e Claims 2013

Claims 2016 Annual net premiums starting in 2013 at the age of 30 Annual net premiums starting in 2016 at the age of 33
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Consideration of trends in profiles: Method of Rusam

Idea Advantages Underlying assumptions

Separation of claims per head in 1, Derivation of a profile Constant portfolio structure

=Gk, with on the basis of observations = Profile is time independent (only
= Profile k,: Normalised claims in several years holds true for short periods)

per head (reflecting age = Allowance for claims inflation

dependency) via choice of G (see next slide) Py o
= Basic claims per head G: » k, as prototype profile for e ®

Normalisation factor (benefit different tariffs

level), chosen as claims per = External/pool profile can

head of an age group with be used

many individuals (e.g. 40) t-2 t-1 t t+1 t+2
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Long-term
(unforeseeable) inCh?:fsi’Iees
medical inflation P
Accounting for
these changes through
regular premium
_ Changes __Changes adjustments where
in investment in other technical ALL Gedrteal
result/technical assumptions :
interest rates assumptions can
Mortality Lapse be updated
Expenses
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= Premium adjustments
(esp. for older insured persons)

= Pressure on interest rates,
lower value of ageing reserves

» Increases/jumps in premium levels

= Adverse selection
= Effective competition

= Social aspects (funding system)
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Regular premium adjustments reviewed
by independent trustees

Use of surplus appropriation
(policyholder participation)

New interest rate setting approach

Tariff and provider switch options
Cp. following presentation

= Political discussion and lobbying
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Further
measures

(Not or not
widely used
in Germany)

Consideration of wage levels/retirement
(lower income)

Accounting for a general medical inflation
(Temporary) stepwise level premiums

Advanced underwriting
Policyholder rewarding

« for healthy behaviour

« for low benefits claims
Disease management programs
Fraud detection systems
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Calculation

Digitisation
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