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Hong Kong Federation of Insurers' Position Paper on
Consultation on Voluntary Health Insurance Scheme (VHIS)

The Hong Kong Federation of Insurers (HKFI) is the representative body of insurers in Hong
Kong with 130 insurance companies. Together they contribute more than 90% of the gross
premiums written in the Hong Kong insurance market.

The HKFI and the insurance industry fully support the Government's initiative to reform our
health care system to enhance the role of the private health care sector, release more
resources for other priority areas, contribute to a balanced development of our dual-track
health care system and make it more sustainable in the long term. We appreciate the
commitment of the Government in taking this forward.

As one of the key stakeholders of this important subject, we have set up a Task Force to
provide professional advice, relevant market data and information to help the Food and Health
Bureau to formulate a commercially viable private health insurance scheme for the benefit of
consumers and the community.

However, we have some major concerns about a number of fundamental operating principles
relevant to the proposed scheme, which have been expressed to the FHB through various
channel and at different occasions. Without resolving these issues, we have serious doubt
on the sustainability of the scheme and how it is going to achieve its stated objectives.

HKFI has a duty to our members and the customers they serve to make our concerns and
stance known to the public during the consultation exercise. We believe that the people of
Hong Kong should be made aware of the potential shortcomings of the proposed VHIS and
the impact it might have on their medical insurance protection should it be implemented in the
format as currently proposed.

What is happening now?

» Hong Kong's private group and individual indemnity medical insurance plans are
providing various forms of protection to around 3.8 million people in Hong Kong;

» Hong Kong citizens appreciate the value of insurance as evidenced by the increasing
number of policyholders by 180,000 per annum over each of the past four years;

»  The majority of policyholders used private medical services and directly benefited from
private insurance coverage -- about 88% of reimbursed claim cases took place in private
hospitals or private day case centres. This shows clearly that the majority of the medical
insurance policyholders actually used private medical services, contrary to the
perception of certain quarters that policyholders rely on the public system for medical
services.

» Palicyholders are adequately protected by private medical insurance albeit medical
inflation. Insurance paid an average $80 for every $100 incurred for hospital admission
expenses, and more than $83 for every $100 of day surgery costs.
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»  According to the 2013 statistics, for every $100 premium paid by a policyholder (both
individual and group indemnity plans), $75 was used to settle medical bills. However,
when FHB provided this figure, they have included the hospital cash allowance plans
which drastically distorted the average.

What are the missing links of VHIS?

1. Premium

¢

The suggested standard premium level at $3,600 is outdated (in 2012), unrealistic
(without regard to medical inflation) and could well be misleading.

It does not consider the effect of medical inflation. Based on the historical figures
compiled by the Medical Insurance Association, it is estimated that medical cost
inflation will be in the range of 8 to 10%.

FHB has the obligation to highlight three significant points to the public - (a) the
premiums vary significantly by age from $1,250 to $9,950; (b) the possible range of
uncertainty of -8% to +45% change in standard premium; and (c) such range is just
one possible variance which may happen on the average premium rate and the
range to individual rates may be even wider and the increment higher.

Only by having such details will the public be able to make an informed decision,
based on a more realistic, individual case based scenario, about their support for
HPS. Otherwise, they will be attracted to support a plan which is "too good to be
true" and there will be no turning back after VHIS is launched.

2. Transparency

¢

The success of a VHIS depends very much on proper transparency of both
insurance premiums and fees charged by doctors and hospitals. Withholding the
implementation of a Diagnostic-relate Groups (DRG)/Packaged Price (PP) specific
to VHIS would go against the objective of empowering consumers to make an
informed choice and keeping provision of healthcare more affordable. In the
absence of this critical feature, the VHIS project could become nothing more than
an attempt to introduce a new insurance product.

The proposed ‘"informed financial consent” involving a quote and a
pre-authorisation process under the “no gap//known gap” arrangement does not
provide any additional certainty or transparency over the current practice of many
insurers. What patients are missing is a clear understanding of what the doctor
and hospital might charge in terms of the end to end cost of their care. In the
absence of pricing transparency, medical inflation will become more acute given the
short supply of private hospitals and doctors in Hong Kong.

The movement towards greater standardisation of coding and charging is common
throughout many developed healthcare systems, including the Australia, France,
Germany, Ireland, Japan, Netherlands, Switzerland, UK and the USA. Even
Singapore and Taiwan have adopted such model while the Mainland has
introduced a voluntary system. We cannot understand why Hong Kong is not able
to do it?
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Lack of choice

¢

It is of paramount importance that customers do have choices. Currently,
policyholders take out different form of private health insurance plans to suit their
needs. For instance, (i) some may choose a lower benefit level according to their
affordability; (i) some may take out such plans as the top up of the group medical
plans provided by their employers; (iii) some may have bought a coverage decades
ago which are no longer sufficient to cover the medical bill so they choose to get an
additional cover. If VHIS with a much higher entry threshold is launched, these
policyholders will be forced out of the system and end up with no or very limited
private health insurance.

The lack of choice is even more obvious for the unhealthy individuals. Under the
VHIS, they will have no option but to join the High Risk Pool (HRP) and pay 3 times
premium or remain in the public system. Whereas in the current situation, they
can choose to buy a policy without loading but an exclusion of particular illness for
which they could seek treatment in the public system. They can go to private
hospital for majority of the illnesses and the cost is covered by insurance except for
those conditions being excluded.

Under the current proposal, these consumers can only join HRP during the first
year not withstanding the fact that they are not familiar with the HPS and probably
have lots of questions/ uncertainties. Should they miss this window of opportunity,
they will be barred from joining any private insurance plans at all forever. Is this a
fair system expected by the people of Hong Kong? What can these people do
when they are denied of any form of private medical insurance cover?

On the other hand, owing to the limited financial means or concern about
subsidising the high risk group, the young and healthy ones would prefer not to join
the VHIS until they have reached the deadline of 40-year-old.

Given the fundamental weaknesses of the VHIS, we strongly believe that a range of
private health insurance products should be allowed in the market along side with
VHIS. Let people choose by their own maoney.

Sustainability of HRP

¢

We are doubtful of the sustainable operation of the HRP. There is no guideline on
how to define high risk. The only indicator is that if an insurer charges a customer
300% of the standard rate after underwriting, that customer will then be referred to
the HRP. Nevertheless, each insurer has individual underwriting standards,
portfolio and experience. The lack of objective and transparent guidelines (for
common illnesses at the least) will likely give rise to unnecessary confusion among
consumers and complaints from potential policyholders.

From the consumers' perspective, without proper guidelines on the definition of high
risk, it will be hard for them to accept the 300% loading. However, these group of
consumers might actually be able to get a cover in the current private medical
insurance scheme with exclusions at more affordable levels.

The VHIS and its HRP may attract those with severe impairment and willing to pay
the loading for the VHIS cover. However, the sustainability of the HRP will be
exceedingly doubtful because HRP by definition will incur more claim costs than the
premium it receives. In addition, we are concerned that private hospital beds are
insufficient to meet the surging demand.
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We are also gravely concerned about the assumptions made in the proposal, i.e.
the estimated cost to run the HRP would be $4.3 billion. ~ What will happen when
this $4.3 bn exhausts? Will the Government commit to inject more public funding
to ensure its sustainability? If yes, tax payers are footing the bill at the end of the
day. If no, what will happen to those who have joined the HRP?

Ultimately, the Government needs to guarantee funding for the High Risk Pool for
the lifetime of those customers allocated to that pool.

Sustainability of VHIS

¢

With a tax reduction at around $450 per year, VHIS offers very limited attraction to
the young and healthy.

The consultation paper projected an additional 223,000 policyholders will join VHIS
after its launch. And in more than one public occasions, the Secretary for Food
and Health has admitted that the VHIS is mainly catered for those middle-class who
are not able to get a private health insurance cover due to pre-existing conditions.
Insurance is a science of risk pooling. With the limited number of policyholders, in
particular those with relatively high risk and in middle-aged, the sustainability of
VHIS is highly questionable.

For the senior citizens with high risk, they will have to pay an annual premium of
$20,000 - $30,000. And Hong Kong people are well known for their longevity.
How many of them are able to afford such a level of premium for 20 to 30 years?
When they used up their savings, they are bound to go back to the public system.
One must also ask while the existing private health insurance market is attracting
180,000 new policyholders a year without any intervention from the Government,
why do we need to spend at least $4.3 billion of public funding to attract a mere
223,000 population?  Will the money be better spent elsewhere?

Currently, there are close to 1.9 million policyholders and a vast majority of them
may choose to stay put instead of switching to VHIS due to various reasons.
When VHIS were launched, all these existing plans would be barred from the
market. Without any new policyholders joining the pool and sharing the risk, these
existing plans would receive more claims as the policyholders aged and their health
deteriorated in the years to come. The premium would go up due to the high level
of risk. At the end of the day, these 1.9 million of policyholders will suffer from the
launch of VHIS. We cannot help but ask why sacrifice the benefit/well being of 1.9
million of people for 223,000 new policyholder?

What should be done instead? - The introduction of "VHIS 2"

>

At the invitation of the Food and Health Bureau (FHB), the HKFI has submitted a
proposal to professionally tackle the issues listed above and improve the viability and
sustainability of the proposed VHIS. We called it "VHIS 2" (see enclosed).

We strongly believe that consumer choice must be maintained to suit different
consumers' needs, affordability and preferences. To achieve this, existing medical
insurance products must be allowed to be sold along side VHIS 2. Consumers will
benefit more from having a range of choices that provide a broader scale of benefits and
services across a spectrum of price levels.
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» VHIS 2 embraces the fundamental core values of VHIS, i.e. guaranteed acceptance,
guaranteed renewal, portability, premium transparency, standardised policy terms and
conditions, no lifetime limit and coverage of ambulatory services, advanced diagnostic
imaging tests and cancer treatments. On top of all these, VHIS 2 also introduces choice
and flexibility to help maintain premium rate at reasonable level through containing risk
exposure.

»  Through signing of a market agreement among all medical insurance providers in the
territory, each company must provide at least one VHIS 2 product in addition to other
medical insurance products. Consumers will have an option between a
Government-approved VHIS 2 plan and other medical insurance products and make an
informed decision accordingly.

» At the same time, medical insurance providers undertake to improve our existing
products in phases to meet consumers' expectations.

VHIS 2 offers the Hong Kong Government a once in a generation opportunity to complete this
aspect of the Health Care Reform which has been in process for decades. With the
enhanced features to improve consumer choices and higher sustainability, we are confident
that VHIS 2 is a win-win proposal benefitting all parties concerned. With the support of the
industry, the implementation of this reform would be relatively swift. The HKFI and the
medical insurance industry are willing and stand ready to discuss the contents of the market
agreement and set an appropriate date for implementation.

The Hong Kong Federation of Insurers
March 2015
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VOLUNTARY HEALTH INSURANCE SCHEME VERSION 2 (VHIS 2) -
A Proposal from the Hong Kong Federation of Insurers

PREAMBLE - CO-EXISTENCE OF VHIS 2 AND NON-VHIS PRODUCTS WITH ENHANCED FEATURES

EXECUTION - By signing of market agreement among all medical insurance providers with pre-agreed guidelines
issued by the industry, including mandatory provision of at least one VHIS 2 product by each company. A
thorough review will be conducted after 3 years of launching.

THE PROPOSED VHIS 2

and conditions

VHIS VHIS 2 Objectives
1. No consumer choice Consumers must have the right to choose ¢+ Different form of private health
any products to suit their needs insurance plans to suit consumers'
needs, affordability and preferences.
2. Guaranteed renewal v
3. No lifetime limit v
4. Coverage of ambulatory v
services
5. Coverage of advanced
diagnostic imaging tests v
and cancer treatments
. ¢+ For consistency and ease of
6. Premium transparency v . i
comparison among VHIS 2 products
7. Standardised policy terms v




8. Guaranteed acceptance | Alongside the guaranteed acceptance rules we ¢+ Allows everyone to join the scheme
propose two options for substandard cases: irrespective of health status.

9. Coverage of pre-existing
conditions; partial
payment for first 3 years | ii) No/less loading with exclusion(s).

(standard waiting period) (Note: Government should guarantee the required ¢+ Make VHIS more affordable and
attract more people to join.

funding for the policyholder joining the HRP
upfront for life.) ¢+ Relieve the burden on the HRP and
ensure its sustainability.

i) No exclusion with loading; ¢+ Offer consumers more choices to
suit their needs and affordability.

¢ Ensure the sustainability of the pool
by containing the risk exposure
while guarantee renewal of policy.

10. Portable insurance policy | ¢ Portability without re-underwriting for ¢+ Ensure the sustainability of the
with re-underwriting customers already in the High Risk Pool standard risk pools by containing the
waived if no claim made |, risk exposure.
within 3 years before
transfer

For the standard risk pool, re-assessment of risk
is performed and insurers can either accept the | ¢ The concession of portability has a

case or refer that case to the HRP. In this way cost and that cost should be borne
the customer benefits from portability without by the HRP (if insurer does not feel
the need to pay additional premiums. that customer is a standard risk).




11. Minimum benefit limits Two options for consumers: ¢+ The minimum benefits provide a
baseline supported by the

i) Standard premium level for full standard
Government.

minimum benefits (as specified by the
Government); ¢+ Allows customers to compare
potential insurers' offerings and

ii) Discount premium rate for full standard s ] ) :
price on a like for like basis

minimum benefits with standard deductible p.a.

(amount to be determined) upon entry. ¢+ Offer consumers more options to
suit their needs and affordability
12. Cost-sharing restriction — | Applies to all treatments with two options: (top up for existing plan/group
no colnsurance, S i) No co-payment at standard premium level; plan).
30% co-insurance for
prescribed advanced ii) Discount premium rate (amount to be * Make VHIS more affordable and
diagnostic imaging tests determined) for co-payment option (e.g. 20%). attract more people to join.
capped at $30,000 p.a.
13. Budget Certainty — no ¢+ Informed Financial Consent - can be achieved ¢ Budget certainty from key parties
gap/known gap provided that the patient is able to obtain a involved.
arrangement & informed guote from the hospital/doctor. In such case
financial consent the insurer will commit to provide information

on the coverage available for that specific
treatment and cost under the customer's
particular coverage.

*+ No gap/known gap arrangement - can be
achieved under the coordination of the
Government.



COMMENTARY

e We strongly believe that this proposal offers the Hong Kong Government a once in a generation
opportunity to complete this aspect of the Health Care Reform which has been in process for decades.
Such an opportunity should, in our view, be enthusiastically grasped and implemented so as to avoid
further delay.

e We are in partial agreement with all 12 VHIS requirements in VHIS 2 with full agreement in the case of
10 out of the 12. In addition we have proposed enhancements to several of the requirements in order
to improve choice for customers. Recall that the above proposals come as a package to operate the
VHIS 2 alongside existing products.

e By implementing such a market agreement we can show that the Government and the Industry are
working together to uplift standards for customers.

e We believe that tax relief is not essential to the above proposal. Hence, we regard the offer of tax
relief as a matter for the Government to decide and we will follow your lead.

e The industry agrees to bear all costs of such a fundamental change (including changing product
designs, marketing materials, administrative and information systems, control processes, reporting
procedures, etc). The exceptions are the cost of tax relief (if included by Government) and the cost of
the High Risk Pool (HRP) both of which should be funded in perpetuity by the Government. For the
latter, the Government should assume the entire liability and commit the required funding for the
policyholder joining the HRP upfront for life and review the reserve periodically. [If the Government is
not prepared to fund these costs in full then VHIS 2 would not attract tax relief and would need to
revert to current underwriting methods.]

e With such a market agreement, we believe that the oversight of such an arrangement could be
handed efficiently to the Office of the Commissioner of Insurance (or the new Independent Insurance
Authority) who will already be monitoring the solvency of those companies offering such products.

e For customers, we believe that the market agreement would have the following advantages:
0 A wide choice of products including VHIS 2 which would be actively promoted by the Government;
O For the VHIS 2, enhanced product features and comparability;
O Guaranteed acceptance;
O Portability;

O Guaranteed Renewal, i.e., the certainty that an individual customer can be sure that he/she will
pay the same premium as others in the same underwriting class and he/she can insist on perpetual
renewal provided that class of business is maintained by the insurer.

e With the support of the industry, we believe that the implementation of this reform would be
relatively swift.

e Further reforms can be discussed in the future, however, the industry would insist on 3 years before
any further reforms in order to be able to complete all the administrative requirements and then to be
able to recoup some of the investment before any future round of changes.

e Should the Government agree with the Industry that this is a good proposal, the Industry would seek
to discuss with insurers the contents and signing of the market agreement and an appropriate date for
implementation.
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