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1 A consulting actuary is providing advice to an employer, ZAB plc, concerning its
corporate private medical insurance needs. The employer has about 1,200 employees
all based in the UK.

ZAB plc provides a group private medical scheme to its employees that is currently
fully insured with a UK insurer, LOM Insurance. No other health related benefits are
provided.

Q) Outline a typical schedule of benefits provided under a group private medical
insurance scheme for employees in the UK. [5]

ZAB plc has recently taken on a director from the USA who is concerned that
insurance cover is being purchased for benefits which might otherwise be provided by
the UK National Health Service.

(i) Outline the points to be made in a letter to this director as to why this
arrangement is provided for all employees. [7]

Based on the US experience in group private medical insurance the director from the
USA is concerned that the premium rates for this insurance in the UK will rise in the
future at a rate faster than retail price inflation.

(iii)  Suggest reasons why this might happen. [5]

The director from the USA has also requested a briefing paper on the medical
underwriting practices applied to individual and group schemes in the UK.

(iv)  Outline the points to be made in the briefing paper for the director. [7]

ZAB plc has concerns regarding the current cost of group private medical insurance
and has suggested that this risk is retained internally.

(v) Discuss the key advantages and disadvantages of this approach. [6]
LOM Insurance insures both group and individual private medical insurance. LOM
Insurance is currently insuring the group private medical insurance scheme for ZAB

plc.

(vi)  List the data and other information required by LOM for pricing group private
medical insurance. [7]

(vii)  Describe the investigations that LOM would undertake to determine the price

of their individual private medical insurance business. [18]
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2 In the UK, the standards for capital management are based on the concept of two
Pillars. Pillar 1 covers public solvency information that appears within the FSA
Returns. Pillar 2, the Individual Capital Assessment (“ICA”), covers a confidential
assessment of solvency for the FSA.

You are the valuation actuary of a UK health insurance provider writing critical
illness, income protection and private medical insurance products. You are
responsible for preparing the FSA Returns and the ICA report.

Q) Under Pillar 1, describe how you will calculate the capital requirement in
addition to the mathematical reserves. [8]

(i) Under Pillar 2, describe the nature of risks and the approach that a firm could
take to evaluate the capital requirement of each one of the following risk
categories:

@) Market and interest rate risk

(b) Operational risk

(©) Credit risk (including Reinsurance risk)

(d) Mortality and morbidity risk [20]

(iii)  Discuss the advantages and disadvantages of the Pillar 2 regulatory
framework. [10]

(iv)  Outline the Solvency Il framework that is likely to be adopted by the EU
Commission. [7]
[Total 45]
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