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A hedlth and care insurance company writes a significant volume of health insurance
business. New business volumes have fallen by 40% over the past six months.

Describe the possible reasons for the fall in new business.

(i) Explain how a Cl product is linked to need of health insurance.

(il)  Describe how an individua’s need for different types of private health insurance
may be linked with age of the individual.

(i) List other factors that may affect the demand for health insurance.

()  List the types of reserves a hedthcare insurer is expected to make provisions for
both long term and short term insurance business, indicating which of the
reserves are subject to the most uncertainty.

Y ou are the actuary to a health insurer which writes short-term health insurance. As per
your calculations the IBNR reserves, as of 31 Dec, 2008 are estimated to be
Rs 99. 78 crores. You recommend that a provision of Rs 100 crores be made in the
accounts. The CFO of the hedlth insurer is of the view that IBNR calculation is an
estimate and actual claim cost of IBNR claims would be different. Therefore he
suggests that a provision of Rs 99 crores should be reasonable.

(i)  Discuss how you would respond to CFO’ s suggestion.

You are pricing a standalone critical illness product which provides lump sum benefit
on the incidence of Cancer.

The Marketing Director of your company, in one of the product review meetings while
discussing this product, opines that the purpose of critical illness product is to cover the
loss due to incidence of illness and hence suggests that survival periods should not be
insisted.
(i)  List the points that you would put forth to explain the relevance of survival
periods in a standalone critical illness product.

The Appointed Actuary asks you to price an accelerated critical illness rider providing
lump sum on the incidence of cancer. This rider will be attached to your existing term
products.
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(i)  Explain how you will adjust the incidence rate for each illness for overlaps
while deriving the risk premium rates for a Cl product and write down and
explain the formula that you will use to derive risk premium rates from the
incidence rates of all the illnesses covered under an accelerated critical illness
product and a stand-alone critical illness product.

(i) Explainthe term “Free cover limit” in group insurance

(i)  List the factors that you will consider while setting free cover limit for a
takeover scheme (i.e. a scheme that has been insured with another insurer last
year but being considered for insurance by your company).

You are assisting your pricing actuary in pricing health benefits for group schemes.
Explain the steps that you will follow to calculate risk premium rate for a group health
insurance scheme for which you have exposures and claims experience for the past
5 years.

You are an actuary in a life office writing long term health products including critical
illness and long term care. Y ou are asked to review the risks posed by such contracts to
the company.

(i)  Explain how morbidity deterioration assumptions will be considered in the

(@ the derivation of incidence rates
(b) in pricing the products
(c) inthe provision of rate guarantees under long term critical illness contracts.

(i)  Discuss the advantages and disadvantages of the reviewability of premium rates
from the perspective of the policyholder and of the insurer.

The Chief Risk Officer (CRO) of the company in which you are an actuary brings to
your notice a recent article on mis-selling and “rampant” (as the article quotes) claim
repudiation under long term health contracts. The article goes on to point out that
insurers fail to underwrite when an application for insurance is submitted but
underwrite only when claims are submitted. The report singles out this practice as the
reason for “rampant” claims repudiation under such contracts. The CRO seeks your
assistance in writing a brief report on the effect of underwriting in long term health
contracts.

Discuss the issues on underwriting health contracts (both initial and claims
underwriting) that you would include in your report to the CRO.
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Q9) Youareapricing actuary who isin the process of finalizing a reinsurance arrangement
for along term health product providing hospital cash benefit, cover for major surgeries
and critical illnesses.

0] List down the factors that will influence an insurer’s decision on reinsuring a
health product. 4)

(i) While making a decision on the type of reinsurance arrangement, you perceive
aneed for equitable sharing of risks on each contract but also avoid exposure to
large cover amounts. Design a reinsurance arrangement that would meet the
purpose of risk sharing. Also explain the reasons for proposing such an
arrangement with advantages and drawbacks of the arrangement proposed by

you. ©)

(iii) You also wish to explore the option of using reinsurance as a source of
financing. Explain how reinsurance could be used as a financing option. 4)
[13]
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