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Overview

= Why are healthcare costs going up?
= Implications for consumers

= Funding options

= What can we do?

= What next?

1 . Why are healthcare costs going up?




Trend in % UK GDP Spent on Healthcare
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Source: ‘Securing Our Future Healt: Taking A Long:Term View. Report submited to HM Treassy by Derek Wanless. (2002)

Public Policy

“My focus is that we must deliver an acceptable
service to patients in the waiting list, that is to say
that everybody should have the total assurance that
if the e waiting list they will be treated within
a maximum, actually for the
overwhelming majority it is twelve months as a
maximum and for the great majority it is very much
less than that.

Stephen Dorrell, Secretary of State for Health in Major's Cabinet

‘Source: htp:winy boc. o uklolrintextDorrel2.2.97 himl

Public Policy

= “The NHS has eradicated long waits and is
now delivering the fastest ever access to NHS
treatment. This is dramatic and real progress.

= “The challenge now is to meet 0 mitment

to deliver a maximum wait om
GP to treatment. This will end the hidden
waiting lists that patients often encounter and
is the final step in consigning waiting lists to

NHS history.”

Source:




Longevity
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Longevity

GAP BETWEEN LIFE EXPECTANCY AND HEALTHY LIFE EXPECTANCY AT BIRTH (GREAT BRITAIN)
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Medical Technology

Global Cancer Market by Sector

a. !
1960 2000 2001 2002 2008 2004 2005 2006 2007 2008 2000 2010 2011 2012 2013 2014 2015
2010 sales $64bn, hased on 3 COMPOUNd annual growth rate of 12%, driven by
* new technoiogy — particulary bislogically targeted tnerapies
» aariler intervention
* patlent numbers {ageing population - oiher diseases controlled)

Source:




Medical Technology

Breast ©  mAb Therapies
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Consumerism
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Consumerism

Q. | HAVE ACCESSED THE FOL OF HEALTH INFORMATION IN THE PAST 6 MONTHS

Physicians

Search engine websites

Magazines/Newspapers

Pharmacists/Chemist

Friends/Family

General health information
websites
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Consumerism
Research

Giowrgliing Foe 3 dliagnosis—se of Googhe as 2 diagmostic

Results Gamgle semrehes revealed the corect
diagnosis in 15 (58%, 85% confidence interval 358% 1o
TT) cases.

Conclusion As internet access becomes more readily
available in ocutpatient clinics and hospital wards, the
wel is rapidly beeaming an important dlinieal tool for
doctors, The use of web based searching may help

doctor to

nose difficull cases.

The Actuarial Profession

Why are healthcare costs going up?

= Higher expectations for public services
= Longevity

= New treatments

= Informed consumers

2 . Implications for consumers




Lifetime Cost of Healthcare
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Lifetime Cost of Healthcare

Spending over a lifetime

The basics (.9, sheer, lood, ltring)
T e.g.income, counci)

Leisure and luxuries (e, holdays, hobbie, eaing ou)
Essental ravel (e..car, public ranspor)

iy bils

Praessiona & fnancil costs e insrance,legl fees)
nvestments

Education and children

For someone born in 1982 0 100 200 300 400 500 600
(currently entering the e y

workforce), cost would have Lifetime cost (£'000)

been c. £42K if medicine

hadn’t moved on.

‘Source: YouGov Research The Cost of Lving (Feb 2005)

Current Health Spend by Age

NHS Health Spending by age
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‘Source: Insiute for Fiscal Studies (2006)




Effects of Improvements in Mortality

Relative survival probability (2003 vs. 1980)
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Lifetime Cost of Healthcare
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Lifestyle and Chronic Disease
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Lifestyle and Cancer risk

‘Source: hup:info.canceresearchul org/images/pafsinr_research_broshure.pdf

Lifestyle and cost

Effect of engagement (Wanless)
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Lifetime Cost of Healthcare

Spending over a lifetime

‘The basics (e g sheter, food, cothing)
Tax (e.9. ncome, counci)
Leisure and luxuries (e.g.holidays, hobbies, eating oul)

Essential ravel (¢.g. car, public

Professional & financialcosts (., insuance, gl fe)
Investments

Edueaion and chidren

Expected cost today is 0 100 200 300 400 500 600

around £120K Lifetime cost (£'000)

‘Source: YouGov Research The Cost of Living'(Feb 2005)
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3 . Funding options

Who Will Pay?

Government “

Employers Individuals




Government

Health spending as % of GDP

W Government
health

expenditure

W Other

health
Switzerland expenditure

United States of America
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% of GDP
‘Source: WHO Staiscs (2007)
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Health Spend and Outcome

R2=07

SAPMI pop us

Healthy life expectancy
@
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Health care spending per head (US$)

Jonn Appleby, Kings Fund (2006).

Tha Actunrial Profession

Government

NHS Chief Executive’s reports

The use made of the extra £5.3 billion during 2001/02 Breakdown of additional spend in 2003-04 (total £5 8bn)

W Py 2% W Fay 3%
Prices ™ S, activity and drugs 45%
B Stal, activity and drugs 42% W Capital and training 18%
Capital pnd braining  19% Cost peassures. %

‘Source: NHS CEO Report (2005)
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Number of patients

Government

Waiting times for hip operations in England: 2000/01 and 2003/04
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NHS Reforms

PRE-REFORMS POST-REFORMS

oshliasinotiatiected |::> Foundation hospitals
directly by losses
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NHS economy

Health and Wellness

PARLIAMENTARY REFERENCES IN 1
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Health and Wellness

PARLIAMENTARY REFERENCES IN 2006

Weather|

Obesit
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Number of mentions in Parliament

2000

‘Source: Hansard (House of Commons Daily Debates)

Individuals?

———— inthonews couk | s .

e’ | £28bn's

spending

= a belly
| big bill

Busy Brits stay fit

k

Individuals?

= Already an element of self-pay
= Highly inefficient
= Declining market

= Leads to inequality based on income

Tha Actunrial Profession
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Employers?

= Do people genuinely value investment in their health?

= Are healthy employees really more productive?

= If employees get healthier, will they get more productive?

= Do healthier companies perform any better than their competitors?

= Does investing in health have a positive return?

Health and Productivity

Impact of health risks on absenteeism and presenteeism
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Health and Productivity
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ROI on Health Promotion

EVIDENCE OF WORKPLACE HEALTH AND WELLNESS PROGRAMMES

JOURNAL /
BOOK TITLE

Preventative Medicine

American Journal of
Public Health

Proof Positive:
Analysis of the cost-
effectiveness of Wellness

American Journal of
Public Health

‘The Art of Health

Promotion 28

MPLE
200+ sites
60 sites
400+
participants.

84 studies

42 studies

20% improvement |
1.25 days less

14% reduction in
disability days

22.29 lower sick
leave over 3 years

Al studies showed an
improvement

28.3% improvement

RETURN ON INVESTMENT

$2.05 for every $1 invested

33.6% reduction in health care costs

$3.93 - $5.07 for every $1 invested

$5.93 for every $1 invested

Who Will Pay?

Employers

Government

Individuals

4 . What can we do?
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What can we do?

Wellness: market failure and the Vitality antidote

Using wellness to achieve employer and employee equity in funding of healthcare
|

Healthcare is Riddled with Market Failure

Benefits are hidden, price
is immediate

Benefits are immediate,
price is hidden

Sickness Wellness

Why Wellness is Elusive

N . True efficacy of different health and wellness
Lack of information approaches is not well understood

People tend to overestimate their abilities and
health status

Over-optimism

Underconsumption of
preventive care

Hyperbollc dlscoumlng F_utqrg rewards of a healthy IifgstWe are
significantly undervalued relative to cost today
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Examples from South African Experience:
Over-optimism in Action

Perceived state of fitness Perceived state of health

100%

100% -
90% (Ll 32 0% | Average13%  Average 14%
Average
80% T m |
b S 80%
70% Average 70% Good Good
60% 44% Non—engage_d 1 1% 40%
" members admit to 60%
50% Good being in worse 50%+
0% 422/0 fitness, but do not 20%
30% gggz perceive a poorer 20%
200 statue of health Excellent Excellent
° 20% 46% 46%
100 | S
20% Excellent 119 10%
0% 0% 4
Engaged Not Engaged

Engaged Not Engaged

Source: Survey of 583 Vialty members, Dec 06

PruHealth model: Vitality

Live a healthy lifestyle

ENJOY OUTSTANDING PRIVATE
MEDICAL INSURANCE COVER

Earn Vitality points

Receive rewards

Improve your Vitality status

Tha Acturial Profession
..... 3 el sons CSUER20207.07

Change in Behaviour

Members believe that Vitality is making them healthier

Do you believe that Vitality has made you healthier?
If so, has your behaviour caused family or peers to improve their lifestyles?

No improvement in
health
21%

Healthier, but do not
influence their peers 79%
of surveyed members
believe Vitality
has made them healthier
52%
believe their behaviour
has positively influenced
family or peers

Healthier and influenced peers
to change behaviour

Source: GIKINOP 2007

16



Vitality and Claims

CLAIMS BY STATUS
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‘Source: PruHealth data (2006)

Is the Effect of Moving Through the Statuses
that Results in Lower Claims?

Longitudinal Comparison of Common Group who Subsequently Diverged

Common base period of

> Members who upgraded one
inactivity (Blue status)

or more statuses
3m life months 664,595 life months

Control group: Members
who remained on Blue
5.7m life months

1998 1999 2000 2001 2002 2003

H_/

208,431 entrants
in

Is the Effect of Moving Through the
Statuses that Results in Lower Claims?

Longitudinal Comparison of Common Group who Subsequently Diverged
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Is the Effect of Moving Through the
Statuses that Results in Lower Claims?

Third party study confirms the benefits after allowing for selection

Third party study of 423,610 members tracked over 3 years from 2002 to 2004;
Vitality experience 330,000 Vitality members considered

110% Similar level of claims for both groups to start

e — - —

Non-engaged members

15% better performance of engaged
group over 2 years

/

Claims of engaged members as % of
non-engaged

Three Tests of Vitality Experience

1. Does Vitality precipitate a change in behaviour?

2. Are Vitality engagement and healthcare consumption negatively
correlated?

3. The effect of selection: Does Vitality make people healthier, or do healthier
people engage in Vitality?

What can we do?

Wellness: market failure and the Vitality antidote

Using wellness to achieve employer and employee equity in funding of healthcare
|
[y —
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Linking Vitality Engagement to the Funding
of Healthcare
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‘Source: Discovery Heallh data (2006)

A New Paradigm

Employer contribution: Market

90 Employer i PruHealth

0 [ =

Employer cost: Employer cost: Bronze Silver Gold Platinum
Market PruHealth

Employee cost

Source: PruHealth lusiation

The Concept of Vitality Funding

Vitality Funding Impact on costs over 10 year period

model 200
Employer pays 85% Employee premiums assuming health
of required premium costs improve with Vitality

Engagement

\ 23% reduction
150 !

g
Employees pay £
premium varying by g
status: 5
Bronze 30% &
Silver 15% 2
< w0
Gold 10%
Platinum 0% Employer costs assuming health costs improve
with Vitality Engagement
50
T T2 T3 T4 s T% "7 "8 9 "1 !
Assumptions: Year

10% upward status shift per annum
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5 . What next?

The Actuarial Profession

A convenient truth

= Health is at the top of the agenda

= Government engaged in major reforms

= Consumers looking for innovative solutions

= Employers trying to control costs fairly

Major opportunities for new ideas

A convenient truth

The Actuarial Profession
making financial sense of the futura

Presentation to Institute of Actuaries Healthcare Conference

May 2007
Tal Gilbert
Head of Research and Development
PruHealth
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