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This report has been prepared for the Department of Health (“the Department”). Deloitte
has been engaged by the Department to consider the potential impact on Private Health
Insurance ("PHI") in Ireland in the event private activity is removed from public hospitals.
This disentanglement of private practice from public hospitals was one of the
recommendations contained within the Sldintecare Report. In particular, Deloitte has been
tasked with investigating the impact this potential change would have on the PHI market
in Ireland including the impact on the current Risk Equalisation Scheme (“RES”). An
investigation of other potential consequences is not included within the scope of this report.

The Irish healthcare system is currently comprised of public and private elements delivered
by both public and private hospitals. Public services are offered through state funding,
while private activity is primarily paid for by patients through PHI with a small proportion
of out-of-pocket costs.

The Minister of Health has established an Independent Review Group (“"Group”) which is
chaired by Dr Donal De Buitléir to assess the effects of the removal of private practice
from public acute hospitals.

As part of their investigation the Group will examine, but will not be limited, to the following;

e the practical approaches that can be taken to removing private practice from public
hospitals;

e the impacts this removal will have;

e the timeframe that it may take; and

e how to phase this over time.

The Department has advised that currently 17% of inpatient and day case activity
conducted within public hospitals is performed on a private basis. In addition this
percentage has been falling by a small margin over the past number of years, which is
attributed to the following two factors;

e Levels of admissions through emergency departments have been rising, which has
driven demand upwards versus static levels of capacity.

e Private health insurers have been advising their customers that their PHI is not
required when they are admitted through an emergency department.

In considering the potential impacts of this proposal on the Irish PHI market, including the
RES that forms the basis of the community rated system currently in operation in the
market, Deloitte has been engaged to produce this report. This will become one area of
consideration for The Group.

The scope of the work is to provide an analysis of the potential consequences that could
arise in the event that private practice was removed from public hospitals in Ireland with
a particular focus on the PHI market.



As part of that analysis it has been agreed that we will consider and address the following;

e The possible impacts on the total PHI membership;

e The possible impacts on the age profile of individuals holding PHI in Ireland;

e The possible impacts on community rating and in particular the possible changes
that may occur to the level of the Stamp Duty;

e The possible impacts on the average market premium;

e In the event that this scenario were to arise, is the insurance market as currently
structured sustainable?

e To what extent could the PHI market shrink and continue to be a viable community-
rated market?

e Is this proposal likely to cause a change in the nature of the PHI market and the
products that are offered?

As discussed throughout this report there is a considerable amount of uncertainty around
the future of the PHI market under this scenario and it is near impossible to foresee the
future with absolute certainty. The aim of this report therefore is to investigate the above
topics and to provide some discussion points for future consideration for the Group and
the Department.

In the consideration of the possible disentanglement of private practice from public
hospitals there are obviously far ranging considerations in addition to those listed above.
These would include but are not limited to;
e the capacity of the public hospitals to treat patients currently treated on a private
basis;
e the required funding to treat patients on a public basis that are currently treated
on a private basis;
e the capacity of the private hospitals to serve the patients currently treated as
private patients within a public hospital; and
e the ability of the state to renegotiate consultant contracts.

For the avoidance of doubt this report refers only to the possible consequences of the
disentanglement on the PHI market and the considerations above and beyond this, such
as those mentioned above, are not in scope for this report.

As part of our analysis into the possible changes in the PHI market and in particular the
impact on the current RES we have used information as provided by the Health Insurance
Authority ("HIA") in respect of their report on the RES in October 2017.

Data files provided by both the Department of Health and the HIA have formed the basis
of much of our quantitative RES analysis in section 5. While we have sense checked these
files we have not validated the data within these and have assumed that the data is
complete, accurate and suitable for the purposes of our investigation. In the event that
this assumption is invalid, the accuracy of our results may be affected.

Appendix 1 includes a complete listing of the data files received for our review. For those
files considered as key inputs to our analysis, a description of the reliances made has been
included below.



Data Type

2016 & 2017
Membership

Description of Reliance

We have relied on both the 2016 and 2017

membership data in order to project the
membership by gender and by provider to 1st
April 2019 and beyond where applicable. This
2019 projected membership is used as an input to
the risk equalisation credit and stamp duty
calculation.

Data File(s)

“Support Tables for

Deloitte.xlsm”

Inpatient and
day case data
as at 30 June
2017

The inpatient/day case data is used to calculate
the average number of bed nights/day cases per
member as at 30 June 2017, which is then
projected forward to 2019 and used in our risk
equalisation credit and stamp duty calculation.

“Support Tables for
Deloitte.xIsm”

Returned benefit
data as at 30
June 2017

The returned benefits data is used to calculate the
average returned benefit per member as at 30
June 2017, which is then projected forward to
2019 and used in our risk equalisation credit and
stamp duty calculation.

“Support Tables for
Deloitte.xIsm”

HIA Calculation
Model

Within this file we have access to the data that
was used by the HIA in their 2017 projections.

“Stamp duty and tax
credits 2017 KPMG v1.6
(4).xIsx"”

This report has been commissioned by and prepared for the sole use of the Department
of Health and should not be disclosed to other parties without the prior approval of Deloitte.
Readers other the Department may not have sufficient background information or access
to prior reports in order to understand the full impact and implications of comments made

in this report.

In addition we have used publically available data to comment on other aspects of the PHI

market.

This memo is prepared in accordance with the requirements of Actuarial Standard of
Practice ASP PA-2, General Actuarial Practice as issued by the Society of Actuaries in

Ireland.
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This report attempts to highlight some important points for consideration in the event that
the Slaintecare proposals are implemented and in particular if private practice is removed
from public hospitals in Ireland. The issues considered centre on the Irish Private Health
Insurance (“PHI”) market and do not consider other impacts, of which there are many.

It is necessary to note that while we discuss a finite selection of the major impacts
expected on the PHI market we do not consider the issues discussed to provide an
exhaustive list.

In order to approximate the future PHI market penetration after the Sldintecare proposals
are implemented, we considered the various factors that would influence a policyholder’s
decision to leave or remain in the market after implementation. These include;

¢ relative accessibility,

e |evel of services,

e cost and

e level of confidence in public hospitals versus private hospitals.

Within section 4 we discuss each of these factors in turn and also introduce a number of
possible scenarios for the future membership size after implementation. Some of these
scenarios are shown below, with the "A” scenarios representing a situation where lapsing
from the PHI market applies uniformly across all age groups. As can be seen in the table
it is reasonable to assume that the market membership may reduce by between 17.5%
and 54% of members leave the market in this manner. Approximately 9% of this is due
to the removal of the non advanced products from the market.

Scenario 1A Scenario 2A Scenario 3A Scenario 4A Scenario 5A Scenario 6A

Current Market

Membership 2,077,984 1,713,681 1,528,538 1,158,253 1,424,117 949,412
% of population with PHI 45.2% 37.3% 33.2% 25.2% 31.0% 20.7%
Average Premium (€) 1,214 1,277 1,277 1,277 1,277 1,277
Market Premium (€000s) 2,522,673 2,188,625 1,952,171 1,479,262 1,818,810 1,212,540
Reduction 17.5% 26.4% 44%) 31% 54%

This can be extended further if allowance is made for the fact that younger members will
likely lapse at a greater rate than older members, owing to their generally healthier status
and resulting lower expected utilisation of PHI benefits, while older members would be
seen as more reluctant and slower to lapse their policies. This effect would be expected to
cause an upward trend in premium levels due to the reduced levels of cross-subsidisation,
further magnifying the lapse rate for younger members. Within section 5 we extend the
discussion to allow for such non-uniform lapse rates by age group and arrive at the
following possible market statistics:

Scenario 1B Scenario 2B Scenario 3B Scenario 4B Scenario 5B Scenario 6B

Current Market

Membership 2,077,984 1,626,660 1,354,497 1,158,253 1,200,996 503,169
% of population with PHI 45.2% 35.4% 29.5% 25.2% 26.1% 10.9%
Average Premium (€) 1,214 1,310 1,354 1,277 1,387 1,736
Market Premium (€000s) 2,522,673 2,130,289 1,833,884 1,479,262 1,665,626 873,543
Reduction 21.7% 34.8% 44%) 42% 76%




We note that the Slaintecare proposals will take some time to implement and that a
timeframe of up to 10 years can be taken as a reasonable estimate for the implementation
of any changes. Therefore in order to quantify the range of impacts on premiums and
stamp duty we have chosen to analyse the impact at two distinct dates, those being:

e today (i.e. immediately) and
e 10 years from now

In both Scenarios we consider the pre-implementation position and post implementation
position. These are discussed further in Section 5.

Having quantified the future state of the PHI market and accompanying RES scheme at
the expected point of implementation, the possible consequences of the removal of private
practice from public hospitals on both were considered. We estimated the impact of three
possible consequences, namely:

e the removal of Non-Advanced plans from the PHI market,

e the removal of private maternity benefits from the PHI market and

e theremoval of a proportion of the PHI market membership due to members lapsing
their policies.

The combined impact of these three consequences on the Advanced stamp duty amount
for each of our “"A” lapse scenarios is as shown in the table below. These scenarios assume
that our lapse assumptions (varying from 25-100% and applying to either public
membership or public and private membership) apply uniformly across all age groups. We
present the results for both Year 0 implementation and Year 10 implementation for
comparative purposes:

Post-Implementation

Pre- Public Lapse Only Public & Private Lapse

Impleme | Scenario | Scenario | Scenario | Scenario | Scenario | Scenario
ntation 6A

Advanced stamp duty (€)

Implementation at Year 0 444 450 450 450 450 450
Impact vs Pre-Implementation (€) +6 +6 +6 +6 +6
Impact vs Pre-Implementation (%) +1% +1% +1% +1% +1%
Implementation at Year 10 776 777 777 777 777 77
Impact vs Pre-Implementation (€) +1 +1 +1 +1 +1
Impact vs Pre-Implementation (%) +0% +0% +0% +0% +0%

In addition the impact on the cost of the benefits and hence the possible increase in the
level of premiums is shown below:



Post-Implementation

Pre- Public Lapse Only Public & Private Lapse

Impleme | Scenario | Scenario | Scenario | Scenario | Scenario | Scenario

ntation 6A

Advanced average returned benefit (€)

Implementation at Year O 1268 1249 1249 1249 1249 1249

Impact vs Pre-Implementation (€) -19 -19 -19 -19 -19

Impact vs Pre-Implementation (%) -1% -1% -1% -1% -1%
Implementation at Year 10 1985 1966 1966 1966 1966 1966

Impact vs Pre-Implementation (€) -19 -19 -19 -19 -19

Impact vs Pre-Implementation (%) -1% -1% -1% -1% -1%

By contrast, the stamp duty amounts and impact on the cost of benefits associated with
our “B” scenarios are as outlined below. These scenarios assume that our lapse
assumptions (varying from 25-100% and applying to either public membership or public
and private membership) are doubled for those policyholders below age 40:

Post-Implementation

Pre- Public Lapse Only Public & Private Lapse

Impleme | Scenario | Scenario | Scenario | Scenario | Scenario | Scenario
ntation 2B 6B

Advanced stamp duty (€)

Implementation at Year O 444 462 477 450 487 564

Impact vs Pre-Implementation (€) +18 +33 +6 +43 +120
Impact vs Pre-Implementation (%) +4% +7% +1% +10% +27%
Implementation at Year 10 776 791 812 777 826 914

Impact vs Pre-Implementation (€) +15 +36 +1 +50 +138
Impact vs Pre-Implementation (%) +2% +5% +0% +6% +18%

Post-Implementation

Pre- Public Lapse Only Public & Private Lapse

Impleme | Scenario | Scenario | Scenario | Scenario | Scenario | Scenario

ntation

Advanced average returned benefit (€)

Implementation at Year O 1268 1281 1324 1249 1357 1698
Impact vs Pre-Implementation (€) +13 +56 -19 +88 +430
Impact vs Pre-Implementation (%) 1% 4% -1% 7% 34%
Implementation at Year 10 1985 2015 2081 1966 2129 2618
Impact vs Pre-Implementation (€) +30 +96 -19 +145 +633
Impact vs Pre-Implementation (%) 2% 5% -1% 7% 32%

The varying impacts associated with our “A” and “B” scenarios arise due to the relative
change in the overall market age demographic applicable to each scenario. The greatest
impact on the stamp duty is seen where the age demographic exhibits the most change,
as this alters the level of stamp duty required to act as a cross-subsidy between the
younger and older (healthier and less healthy) members and increases the average cost.
These scenarios result in a higher average age and hence have more of an impact than
the “A” scenarios. The importance of the age demographic on the sustainability of the PHI
market cannot be overlooked and will be further discussed in section 5 below.



From the above table the most extreme scenario is that the level of PHI premiums will
increase by 34% (Scenario 5B) if the new policy were to be implemented immediately.
While this is the most extreme scenario considered we would estimate that this would
have a reasonable probability of occurring and is not viewed as being a scenario with a
low probability of occurrence. If the new policy were instead to be implemented in 10 years
time premium increases of up to 32% (Scenario 5B) could be expected from the point at
which the proposals are implemented. Therefore, although the quantum of the average
returned benefits appear much higher under the year 10 implementation scenario versus
implementation at year 0, the percentage premium increase relative to the premium
amount immediately before the implementation of the proposals is similar and the relative
impact on the market is independent from the actual implementation date.

In the event the PHI market contracts significantly as a result of the implementation of
the Slaintecare proposals, adequate profit levels may no longer be available to attract and
keep PHI providers in the market. The withdrawal of one or more providers may lead to
the unsustainability of the PHI market as a whole, an eventuality that will be discussed
further in section 6.

However, market contraction may instead lead to a shift in the nature of the PHI market
in Ireland. This could result in greater focus on supplementary PHI cover, as is currently
the case in both the UK and the Netherlands. In addition, as the market evolves and the
proposals are implemented it is possible that there will be a shift in government policy
relating to the operation of the market and other incentives around PHI.
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The Health Insurance Acts, 1994 to 2015 provide for the regulation of the business of PHI
in Ireland. This regulatory system centres on the key principles of community rating, open
enrolment, lifetime cover and minimum benefit. With these principles in mind, the Health
Insurance (Miscellaneous Provisions) Act, 2009 provided for the introduction of a system
of age-based tax credits to protect the stability of community rating in the Irish PHI market.
This system has been continuously developed and the current scheme is titled the 2016-
2020 Risk Equalisation Scheme ("RES").

The primary objectives of the Health Insurance Acts are as follows:

e To ensure that access to health insurance cover is available to consumers of health
services with no differentiation made between them based in whole or in part on
their health risk status, age, sex or frequency of utilisation of health services ("The
Principal Objective”),

e To ensure that the burden of the costs of health services be shared by insured
persons by providing for a cost subsidy between the more healthy and less healthy,

e To discourage insurers from engaging in practices or offering health insurance
contracts which have as their object or effect the favouring of the coverage of the
more healthy over the less healthy,

e To ensure the Health Insurance Market is sustainable and operates effectively
which requires having a balance of healthy (or younger) and unhealthy (or older)
members participating in the market,

e To ensure the market operates on a level playing field for all insurers, the
competition is open and fair and there are no barriers to new entrants entering the
market and

e To assess and avoid overcompensation that may occur due to the operation of the
RES.

The health status of members can vary widely within each age group, but on average
health status decreases as members age. The RES is a method of addressing differences
in insurers’ claims costs that arise due to variations in the health status of their members.
This involves insurers receiving higher premiums for insuring members of less healthy
groups of the population, with the additional premium above the standard premium level
paid in the form of risk equalisation credits, rather than from the policyholders themselves.
Two forms of credit exist under the current RES, namely age-related risk equalisation
credits and hospital utilisation credits ("HUC"”). The age-related credits are currently
payable in respect of members aged 65 and over and vary by their age, gender and the
level of cover held. By contrast, the hospital utilisation credits pay fixed amounts for
inpatient and day case hospital admissions.

The current system of risk equalisation credits is funded by the community rated stamp
duty, which is payable by all insurers to the HIA-operated Risk Equalisation Fund. Stamp
duty is payable for each policyholder, with varying rates for adults and children and by
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level of cover (non-advanced/advanced). The current child rate (under age 18) is 1/3rd of
the adult rate for each level of cover. Any surpluses or deficits in the fund are carried
forward on an annual basis and allowed for in setting future stamp duty amounts.

PHI is currently offered by 3 main providers in Ireland, with a total market premium of
€2.52bn for the year ending 30 June 2018. The current membership is 2.08m and the age
profile of this membership is set out in the table below. PHI therefore covers approximately
45.2% of the population as at 1 July 2018.

Membership % of Total Membership
01-Jul-18 01-Jul-17 Movement 01-Jul-18 01-Jul-17 Movement

Aged 17 and under 488,387 482,415 +5972 23.5% 23.6% -0.1%
Aged 18 to age 29 227,672 219,114 +8558 11.0% 10.7% +0.2%
Aged 30 to age 39 286,593 289,992 -3399 13.8% 14.2% -0.4%
Aged 40 to age 49 332,670 327,574 +5096 16.0% 16.0% 0.0%
Aged 50 to age 54 148,849 147,830 +1019 7.2% 7.2% -0.1%
Aged 55 to age 59 138,809 136,907 +1902 6.7% 6.7% 0.0%
Aged 60 to age 64 126,855 125,446 +1409 6.1% 6.1% 0.0%
Aged 65 to age 69 110,696 108,391 +2305 5.3% 5.3% +0%
Aged 70 to age 74 91,782 87,083 +4699 4.4% 4.3% +0.2%
Aged 75 to age 79 60,947 57,497 +3450 2.9% 2.8% +0.1%
Aged 80 to age 84 38,760 36,730 +2030 1.9% 1.8% +0.1%
Aged 85 and over 25,964 24,381 +1583 1.2% 1.2% +0.1%
Total 2,077,984 2,043,360 +34624

As can be seen in the above comparison versus 1 July 2017, the overall size of the market
has grown over the past year which has been a trend seen in the membership over recent
years. The 35k increase in the total membership as at 15t July 2018 represents a growth
of 1.7% since 2017. In addition, the profile of the market membership appears to be aging.
With the exception of the 18-29 age group the proportionate membership from ages 0-69
is either stagnant or contracting while increased proportionate memberships are seen for
ages above 70. This results in an increase in the average age of the membership from
approximately 38.45 years in 2017 to 38.55 years in 2018. While this may seem an
immaterial impact year on year, the cumulative effect of this over time would materially
impact the dynamics of the market.

In quantifying the level of benefits provided by the PHI market, we utilise the returns each
insurer provide to the HIA. When referring to the “benefits” derived from the PHI market
in Ireland, we refer to the payments made by the market providers to cover claim costs.

The benefits considered by the HIA in the consideration of the RES are “returned benefits”.
These amounts include payments made by the providers to public hospitals, private
hospitals and consultants to cover the healthcare services provided to policyholders.
However, these returned benefits exclude the following types of benefit payments, which
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are predominately in respect of outpatient benefits, and these are therefore not considered
in the analysis of risk equalisation or in our analysis;

e Benefits relating to services not involving a hospital stay and
e Benefits relating to services otherwise excluded from the definition of “Returned
Health Services”.

Returned Benefits (€m)

% of Total Returned Benefits

Year Year Year Year
ended ended Movement ended ended Movement
30-Jun-  30-Jun- 30-Jun- 30-Jun-
18 17 18 17

Public Hospital 521 593 -72 27.8% 31.1% -3.3%
Private Hospital 963 917 46 51.4% 48.1% +3.3%
Consultant 390 396 -6 20.8% 20.8% +0%
Total Return
Benefits 1,874 1,906 -32
Excluded Benefits 197 189 8
Total Benefits 2,071 2,095 -24

The above table shows total returned benefits of €1.87bn in respect of the year ending 30
June 2018 while the total benefits paid were €2.07bn. This compares to a market premium
amount of €2.52bn in respect of the same period and a resulting “surplus” above claims
costs of €450m or 17.8% of premiums. This does not include the associated operating
expenses of each insurer and profit margin for the market.

The table also highlights the reduction in the level of returned benefits provided in public
hospitals since the year ended 30 June 2017, with a reduction of €72m or 12.1% between
the two periods. We understand that this is largely due to the insurers advising their
policyholders around their rights regarding the waiver form which effectively means that
if patients are treated as public patients then their insurer is not billed for the treatment.
Previously if patients signed this form then even in the event they were treated as a public
patient the hospital would charge the insurer for the full cost of their stay. An increasing
number of patients have refused to sign the waiver form which has resulted in lower costs
to the insurers.
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In the event that private practices are no longer provided in public hospitals in Ireland and
the services currently provided by private practice are adequately available within the
public sector, it is likely that the number of individuals purchasing PHI will reduce. The
reasoning for this is simple; why would people pay for a service that is provided free by
the state? This does of course assume that the public service has the capacity to provide
the required services and that the public have confidence in receiving the same standard
of benefit on a timely basis.

As it is difficult to quantify the expected reduction in market membership with any degree
of certainty, we have instead applied a range of lapse assumptions to the market
membership to ascertain the expected impact on the total market premium. This was
achieved by subjectively splitting the membership into those predominantly receiving
benefits from their PHI in public hospitals (“"Public”) and those predominantly receiving
benefits from their PHI in private hospitals (“Private”), before applying distinct lapse
assumptions to each group.

Before this, as will be discussed in Section 5, it is assumed that the members who currently
purchased non-advanced products will leave the market. This is approximately 9% of the
current membership.

Due to the products offered and the availability of private practice within public hospitals
there is no clear method of allocating the current membership into those that are deemed
to be Public or Private. As such we must use an estimation in order to allocate the
membership into these two distinct categories. We have taken the benefits, for the period
July 2016 to June 2017, relating to each category as an indication of the proportion of the
membership that would utilise each type of service whether it be Public or Private. This
analysis is done at an age band and gender level. This may not be perfectly accurate in
practice but in the absence of any other clear methodology of allocating the membership
we believe it is a reasonable methodology to project some possible lapse assumptions.
The reader should take this into account when considering the results of the projections.

Based on the returned benefits reported by the various insurers from July 2016-June 2017,
we have calculated the proportion of membership that predominately receive treatment
within public hospitals (approximately 39% of the membership). We assume that this
proportion is a good proxy for the proportion of membership that predominantly receive
treatment within public hospitals for both our Year 0 and Year 10 scenarios. We have then
initially reduced the total membership by the amount specified below of those public
members only.

We have then extended our lapse assumptions to attempt to allow for a lapse rate across
both the Public and Private membership. We apply the same lapse assumptions but this
time to the entire advanced membership (public & private). Obviously the final assumption
of 100% lapse in membership is an extreme assumption that results in there being no PHI
market remaining and as this is a very extreme and remote outcome that is not included
in our table below.
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The assumptions considered are;

e Scenario 1 - 25% lapse of public members only

e Scenario 2 - 50% lapse of public members only

e Scenario 3 - 100% lapse of public members only

e Scenario 4 - 25% lapse of total membership (public & private)
e Scenario 5 - 50% lapse of total membership (public & private)
e Scenario 6 - 100% lapse of total membership (public & private)

It is important to note that the lapse assumptions above represent the final state after an
equilibrium is reached. It may take a numbers of years to reach this final state, however
within Section 5 where we discuss the possible financial impact on the PHI market we
assume that this occurs immediately in year 1.

These lapse assumptions will be further discussed in section 5 below. However, the high
level impacts on total market membership and premiums as per data as at 1 July 2018
are reproduced below:

Public Lapse Onl Public & Private Lapse

Scenario 1A Scenario 2A Scenario 3A Scenario 4A Scenario 5A Scenario 6A

Current Market

Membership
% of population with PHI
Average Premium (€)

2,077,984
45.2%
1,214

1,713,681
37.3%
1,277

1,528,538
33.2%
1,277

1,158,253
25.2%
1,277

1,424,117
31.0%
1,277

949,412
20.7%
1,277

Market Premium (€000s)

2,522,673

2,188,625

1,952,171

1,479,262

1,818,810

1,212,540

Reduction

17.5%

26.4%

44%)

31%

54%

As is illustrated in the scenarios above, the market membership could reasonably be
expected to experience decreases of 17.5%-54%. This would also apply to the market
premium, however as the membership changes there could be other secondary impacts
on the market premium. For our analysis above we have ignhored these other possible
impacts and assumed that the average market premium will remain at the current levels
and have adjusted the average premium in line with the estimated change in average
returned benefits. It is likely for example that the age profile may also change and this
would also impact the average premium. In addition, we have assumed that the cost of
benefits provided by the insurers, on average, will remain in line with the recent experience,
which implicitly assumes that the private hospital benefits are, on average, equal to the
public hospital claims. This may not be borne out in practice and in reality the average
benefits and hence the average premium may be expected to increase.

The extent of the reduction in membership will, amongst other considerations, depend on
the relative accessibility, level of services, cost of replicating the current private benefits
provided by public hospitals within private hospitals along with the confidence the current
membership has in receiving the same services from the public hospitals. Each of these
factors will be discussed in turn below.

As the Irish healthcare system is currently structured, public hospitals outhumber private
hospitals by a significant margin. 19 private hospitals are members of the Private Hospitals
Association, providing 1 in every 6 hospital beds in the country!. The remaining services
are provided by public hospitals, of which 48 are currently listed by the Health Service
Executive ("HSE")2.
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! = Private Hospitals Association website: www.privatehospitals.ie
2 = HSE website: www.hse.ie

However, the location rather than the volume of public versus private institutions is of
greatest concern when the impact of the proposal on the size of the PHI market is
considered. With the removal of private practices from public hospitals, PHI will only cover
treatments in private hospitals in future. Private hospitals exist in just 10 of the 26 counties
of the Country, those being Cork, Dublin, Galway, Kerry, Kildare, Kilkenny, Limerick, Sligo,
Waterford and Westmeath. The graphics produced below further illustrate this difference
in the spread of public hospitals ("H” symbols in the left-most graphic) versus private
hospitals (right) around the country.
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This highlights the level of inaccessibility to private hospitals for a significant proportion of
the Irish population. While there exists a concentration of private hospitals in Dublin, the
midlands and west are particularly underserved. Therefore for those members of the
population located in these areas where admission to public hospitals is the only viable
option, PHI will provide little benefit once private practices are removed from public
hospitals. It is likely that these individuals will leave the PHI market as a result, leading to
a reduction in the overall size of the PHI market.

It is implicitly assumed in the scenarios that follow that this geographical spread of
different types of care is reflected in the returned benefits. It could reasonably be assumed
that the potential lapses of membership would be concentrated in those areas where
Private Hospitals do not have a large share of healthcare provision.

4.1.2 Services provided

The range of services provided by public versus private hospitals will also affect the extent
to which the PHI market reduces in size as a result of the proposal. While 50% of all heart
surgeries and 65% of all spinal surgeries® are currently conducted in private hospitals, a
number of key specialty treatments are largely or exclusively offered in a subset of
specialist public hospitals. These specialty services include transplant care, stroke care
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and maternity care. In addition, current government policy specifies that only public
hospitals can be classified as Designated Cancer Centres?.

3 = Private Hospitals Association website: www.privatehospitals.ie
4= Private Hospital Association’s “"Submission to the Independent Review of Private Practice in Public
Hospitals”: http://privatehospitals.ie/wp-content/uploads/2018/02/PHA-Submission-to-the-Expert-Group.pdf

Should the services provided by public versus private hospitals remain as-is after the
proposal is implemented, albeit with all service provided in public hospital being provided
on a public basis, then the benefits provided by PHI will no longer cover claims or services
relating to the specialty treatments outlined above. This would reduce the level of benefit
derived from holding PHI and likely cause the market size to reduce as policyholders note
these gaps in cover.

However, we note that it is unlikely that the status quo will remain and no change will be
seen in the services provided by private hospitals after the proposal is implemented. It is
instead likely that such services as stroke care, transplant care etc. will be introduced or
expanded in private institutions. The speed with which this is achieved and the quality of
the services offered will therefore influence the level of benefits derived from holding PHI
and the resulting change in market size. Should these services be made available
immediately and to a high standard then the impact on the market size may be reduced.

With regard to maternity care, we note that due to the current dynamic of the market
(whereby all Irish women are entitled to free maternity care under the Maternity and Infant
Scheme) and due to the fact that no private facilities provide maternity care, it is unlikely
that private hospitals will expand the level of services offered to any great extent. In order
to replicate the level of specialist maternity facilities and expertise as currently offered in
public hospitals it is likely that such services would be expensive, the cost of which would
be passed on to policyholders in their PHI premiums. It is therefore unlikely that the
prospect of private maternity care would be a contributing factor in individual members
choosing to retain their PHI after private healthcare is removed from public hospitals.

The cost of PHI cover is a key determinant of the overall size of the market, with a
reduction in market size expected if the level of affordability is reduced. After the proposal
is implemented PHI will cover private hospital treatments only and therefore the cost of
such treatments will directly affect the premiums charged.

It is difficult to predict how the increased demand for private hospital care following the
policy change will affect the cost of private hospital treatments. Should the private
hospitals meet the growing demand with greater levels of efficiency and by achieving
economies of scale within existing institutions, then a significant increase in the cost of
private healthcare treatments could be avoided. However, considering the number of
specialty treatments currently not offered in private hospitals it is more likely that the
introduction of buildings, facilities and staff to provide such treatments will lead to an
increase in the overall cost of private hospital treatments. Should this occur, PHI premiums
will rise in response to increased claims costs, leading to affordability problems and a
reduction in overall market size.
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The overall cost of insurance also depends on the average health status of the membership.
Should more of the healthier population, or younger population, lapse their PHI
membership, as may be expected, then the average health status of the remaining
membership would reduce. This would lead to an increase in the average required
premium to fund PHI. This effect would be further exacerbated if the introduction of the
proposal were to align with a period of economic downturn. Although the market has
previously shown that it is resilient to an economic downturn this would be unlikely to
continue when considered with the Slaintecare proposal.

In addition, the level of tax relief offered in respect of PHI directly impacts the cost of PHI
to the consumer. In the event the Slaintecare proposal goes ahead and health services
are adequately provided in public hospitals then government policy on Health Insurance
would undoubtedly be reviewed. This may lead to consideration on whether it is
appropriate to continue to allow tax relief on PHI premiums. Should the level of tax relief
be reduced, the net cost of PHI to the consumer increases, likely resulting in greater lapse
experience as PHI becomes less affordable. In contrast, in the event that the average cost
of PHI claims rises as a result of the issues outlined above, an increase in the level of tax
relief could be used to curb the rate of lapsing from the market as a result of increasing
premium rates. However, we note that continuing to provide tax relief and increasing the
level of care available in public hospitals would prove costly and it is somewhat unlikely
that such a policy would be used by the government solely to preserve the PHI market
while at the same time funding the expansion of Public health services.

The level of confidence of the population in receiving their required services from public
hospitals will also determine the extent to which individuals leave the PHI market. Should
individuals feel assured that public hospitals are equipped to cater for all of their healthcare
needs, then the likelihood of leaving the PHI market increases. However, if individuals
have doubts over the available services, wait times and quality of care associated with
public hospitals then it is more likely that they will choose to continue to purchase PHI in
order to continue to avail of their perceived “higher quality” private benefits. This would
mean that the potential impact be nearer to our first scenario above of a 10% reduction
in membership than the last scenario of a 100% reduction in membership.

We note that an assessment of the level of confidence in public hospitals held by the
population is beyond the scope of the report. We have therefore not assessed or discussed
the likely impact on market size of this factor.

The size of the market in terms of total membership and the number of PHI providers is a
key consideration when future sustainability of the PHI market assessed. As at the end of
June 2018 45.2% of the Irish population are estimated to have PHI, with this cover being
provided by 3 market providers. These providers have market shares of 51.8%, 27.8%
and 20.4% respectively.

As discussed in section 4.1 above, in the event that private practices were removed from
public hospitals a reduction in the overall size of the market would be expected. This could
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present a challenge to the sustainability of the market, particularly due to the relatively
small market shares of the two smallest market players.

The possibility of the withdrawal of one or both of these smaller providers is further
magnified due to their younger membership profiles when compared to the market leader.
The proportion® of each insurer’s membership aged below 40 as at the end of June 2018
is included below:

% of
Provider Market share membership
under 40
Provider #1 51.8% 45.7%
Provider #2 27.8% 48.8%
Provider #3 20.4% 52.3%

As will be further discussed in section 5.3.3 below, it is likely that a greater proportion of
younger (or healthier) members will leave the PHI market as a result of the removal of
private practices from public hospitals. As providers #2 and #3 show larger proportions of
their total membership in younger age groups it is therefore likely that these providers
would experience more significant reductions in total membership as a result of the
proposal. This increases the possibility of their withdrawal from the market.

These providers could potentially leave the PHI market if the membership were to shrink
to such an extent that their business model was no longer viable. This decision would
depend on the profitability of the membership they retain as a whole and the likelihood
and cost of attracting new policyholders.

In a market with such a small number of providers, the consequences of the withdrawal
of a single insurer have the potential to be very significant. Such a scenario introduces a
large degree of uncertainty into future competitive practices, the level of market premiums
and the sustainability of the PHI market as a whole.

5 = “Report of the Authority to the Minister for Health on an evaluation and analysis of returns from 1 July
2017 to 30 June 2018, including advice on risk equalisation credits”, dated September 2018

In the event the total membership of PHI reduces, the average age of those holding PHI
in Ireland will more than likely increase as a result of the removal of private practices from
public hospitals. The extent of the increase in average age will be largely driven by the
size of the change in premium levels resulting from the proposal, as well as the relative
levels of price elasticity of younger versus older members of the market.

If the market was to experience a reduction in membership it can be reasonably assumed,
ignoring any geographical or service related issues, that those more concerned about their
healthcare would be less likely to lapse their membership. This can naturally be assumed
to be the older and typically less healthy members or those that are perceived to be a
higher risk of requiring healthcare in the future. Hence, and as was discussed in section
4.1 above, it is likely that the proposal may led to an increase in the cost of private hospital
treatments and a resultant increase in the premiums charged for PHI. This may result in
a change in the age profile of the market, as members of different age groups will likely
show varying levels of responsiveness (in terms of reduced demand for PHI) as a result of
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the change in price. This concept is known as price elasticity of demand, with those
individuals most likely to cease purchasing cover as a result of a price increase regarded
as those with the greatest levels of price elasticity.

Younger policyholders are widely regarded as having the highest levels of price elasticity
for the following reasons:

e These policyholders are generally healthier than older members, and therefore
require healthcare treatments less frequently. Therefore these members derive less
benefit from holding PHI than their older counterparts. This lower relative level of
benefits from PHI means that these members are more likely to lapse their policies
if the price increases.

e These younger members may have lower levels of income available to cover PHI
costs than older members. Therefore an increase in cost may render PHI
unaffordable, resulting in a greater incidence of lapses when compared to their
older counterparts.

e The concepts of Open Enrolment and Lifetime Cover further facilitate lapsing of
younger members from the PHI market. As insurers must accept all applicants for
insurance cover in Ireland (regardless of their health status), lapsing PHI cover
temporarily will not render younger members unable to re-join the PHI market at
a later stage, due to health deterioration or otherwise, subject to any waiting period
considerations. Lifetime community rating loadings would also impact the members
decision here however we would anticipate the members being fairly agnostic to
this unless the loadings are increased.

However, we do note that other factors aside from age may also influence the price
elasticity of a member of the PHI market. For example, members to whom PHI cover is
provided through employer schemes will be more resilient to increases in premiums, as
such costs are either tax deductible or covered to some extent by the employer. As
employers may be reluctant to withdraw any level of employee benefits it is unlikely that
a relatively small change in premium level would cause lapses from employer schemes.
Such behaviour was observed in the market during the 2008-2014 economic downturn.
Therefore the prevalence of employer-sponsored PHI schemes will likely serve to dampen
the impact of premium increases on the aging demographic of the market, as the
individuals covered by such schemes will represent the healthier subsection of the
population (being those of working age and with the ability to work). However, if it is
accepted that healthcare is adequately provide on a public basis then even this more
resilient membership may lapse and employers may offer other employee benefits or
reduce the benefit to a supplementary healthcare benefit.

Notwithstanding the impact of employer-sponsored schemes on the lapse experience, it is
likely that should the proposal result in an increase in the cost of PHI, a greater proportion
of younger members will cease purchasing cover compared to older members. The average
age of the PHI market will therefore increase, which will further incentivise younger
members to lapse their membership. In addition to the average age increasing it would be
reasonable to assume health status of remaining younger members may also reduce if the
members deciding to continue to purchase insurance have a higher risk weighting than
those lapsing their membership. Assuming the RES operates along similar lines to the
current scheme this will have an impact on the required stamp duty amounts (which will
be further discussed in section 5) as well as the effectiveness and sustainability of the
community-rated system (which will be discussed in section 4.4 below).
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Due to its community rated nature, the age demographic of the PHI market is a key
consideration when analysing the future sustainability of the market. In order for such a
market to operate effectively a balance of younger (healthier) and older (less healthy)
individuals are required. Therefore premiums can be kept at reasonable levels across the
market, with the premiums of the younger members helping to fund the higher claims of
the older members.

As discussed above, the removal of private practices from public hospitals will likely result
in an increase in the average age of the PHI market. This poses a challenge to the
sustainability of the market, as the volume of younger (healthier) members’ premiums
available to compensate for the poorer claims experience of older members will reduce.
Therefore the premium charged to all members will increase to compensate for this funding
deficit. The effect of this premium increase will serve to further exacerbate the funding
problem in the market, as due to the higher price elasticity of younger members there will
be a further increase in the average age as younger members’ lapse in response to the
increase in premiums. In the absence of any government intervention or regulatory action
this could result in a vicious cycle with premium levels become increasingly unaffordable
for the majority of policyholder.

In such a situation, government intervention would likely be required to preserve the PHI
market as it currently operates. Public funding may be required to fund the deficit in the
community-rated market and reduce premiums to affordable levels. Alternatively in order
for the market to operate effectively a change in government policy away from a
community rated model or some other possible regulatory actions may be required. This
would involve a legislative change to remove the community-rated system. Such
possibilities for the future state of the PHI market will be further discussed in section 6.

When the proposal is fully implemented and private practice is removed from Public
hospitals it is likely that it will take some time for any impact to be fully recognised by the
market. One consequence of this is that the members may maintain their policies until it
is clearly evident they no longer require the health insurance cover. However, when the
members require healthcare, unless there is a private facility conveniently available, this
benefit will be provided through the public system. We assume that it will not be possible
for the Public Hospitals to recover any cost from the insurers in this situation and even in
the event some charge was applied the cost would be significantly lower than the current
cost of private cover. Hence the benefits paid by insurers are likely to reduce at a greater
rate than premiums as they will have less claims to provide for. This may lead to a short
term gain for the insurers as members will effectively be paying premiums for benefits
they are unlikely to receive. While PHI is extremely short tail and providers are able to
react quicker to market trends than other insurance classes it would still take some time
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for the providers to be comfortable with reducing the pricing levels to match the reduced
benefits.

When the insurers are more comfortable with the trends one consequence is that the
insurers may reduce their premiums while this remains clearly evident. However we
would anticipate this scenario being temporary and unlikely to remain over the longer
term as the membership will adapt and in an efficient market the members will not
continue to purchase insurance they no longer require. This membership reaction will be
supplemented by any Consumer Protection legislation.

Depending on the time taken for the membership to adjust, and for the insurers to react
to the new policy, another potential consequence is that the current market providers
may breach any overcompensation threshold contained in the RES. The speed at which
the market adapts will determine the scale of any potential overcompensation.
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To quantify the impact of the removal of private practices from public hospitals on premium
and stamp duty levels, we considered the possible consequences of the proposal on the
market membership as introduced in section 4 and used these scenarios to construct
alternative sets of assumptions to calculate the RES and to estimate future premium levels.
The difference or effect of these assumptions is quantified by comparison to our “base
scenario”, which is outlined below.

We note that the Slaintecare proposals will take some time to implement and that a
timeframe of up to 10 years can be taken as a reasonable estimate for the implementation
of any changes. Therefore in order to quantify the range of impacts on premiums and
stamp duty we have chosen to analyse the impact at two distinct dates, those being:

(a) today (i.e. immediately) and
(b) 10 years from now

In addition the time taken for the market to reach equilibrium will most likely take some
time after the actual implementation date and hence extend beyond the 10-year period in
scenario b above. We have ighored this impact and assumed that the market will reach
equilibrium instantaneously at the implementation date.

Our base scenario of the current RES scheme is the projection of the RES in line with the
assumptions and recommendations outlined in the HIA report dated October 2017. This
base scenario is also consistent with the base scenario outlined in our report to the
Department dated 24% July 2018 and titled “Report on the current risk equalisation
scheme”.

The following assumptions form the basis of the RES calculation for our base scenario:

¢ Age at which age-related credits apply: 65.

¢ Claims cost ceiling: for all age groups aged 65 and over, the net claims cost is
capped at 130% of the market average net claims cost.

e Stamp duty ratio: the stamp duty paid in respect of Non-Advanced plans is set at
40% of the stamp duty applying for Advanced plans.

¢ Hospital utilisation credits: €100 per night and €50 per day case admission.

¢ Future claims inflation: 3% per annum.

In addition, we have allowed for a surplus of €30m to be accumulated in the fund as at
the start of the projection period. This is based on the estimate from the HIA in their
October 2017 report. We have also maintained the adjustment of €5.2m relating to the
membership data of one of the insurers. Under various scenarios this €5.2m amount would
vary, but to change this would introduce spurious accuracy and hence for ease of
comparison we have maintained the adjustment as a constant €5.2m across all scenarios.
This is consistent with the assumptions made by the HIA and described in detail on page
5 of the October 2017 report.

The stamp duty amounts for Non-Advanced and Advanced plans under the base scenario
are as reproduced below:
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Base scenario

Stamp Duty
Non Advanced €177
Advanced €444

While we are aware that the HIA have since produced their 2018 report we do not have
the detailed data for that report and hence our case scenario remains in line with the
2017 projections. In addition, the more relevant figures in this section are the relative
difference to the base scenario rather than the actual figures contained in each section.

Our projections are based on replicating the 2017 HIA calculations and projecting from
that point.

In order to assess the impact on the market of the removal of private practices from public
hospitals we must first estimate the state of the market at the expected time of
implementation in the absence of any Slaintecare proposals. To quantify the effect of the
Slaintecare proposals in isolation, we will then compare the premiums and stamp duty
amounts output in the post-implementation sections below to those produced here, which
would be expected if no changes were to be made to the provision of healthcare in Ireland.

Assuming that the Slaintecare proposals are implemented at time 0 (i.e. immediately), we
take the base scenario produced in the HIA's October 2017 report (and described in section
5.1 above) as our estimated state of the market prior to implementation. Again, we note
that the HIA have since produced their 2018 report and that if the relevant data were
available, the 2018 projections would be preferable for the purposes of our analysis.
Nonetheless, the stamp duty amounts for our pre-implementation scenario are as follows:

Base scenario

Stamp Duty
Non Advanced €177
Advanced €444

Having quantified the future state of the PHI market and accompanying RES scheme at
the expected point of implementation, the possible consequences of the removal of private
practice from public hospitals on both can now be considered. We have quantified the
impact of three likely consequences, namely:

o the loss of Non-Advanced plans from the PHI market
e the loss of private maternity benefits from the PHI market
e the loss of a proportion of the PHI market membership

In order to quantify the impact of the removal from private practices from public hospitals,
we now take the scenario outlined in section 5.2.1 as our comparative scenario, as this
represents the state of the market immediately before the proposal is implemented. We
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then take each of the above three consequences in turn and calculate their cumulative
impact on the stamp duty and premium amounts associated with the RES scheme.

As will be discussed below the first two points are unavoidable and are clear consequences
of the removal of private practice from public hospitals while the last bullet point is more
uncertain and requires some assumptions in order to estimate the impact it will have.

At present there are PHI plans which are categorised as Non-Advanced. Non-Advanced
plans generally provide a lower level of benefits and mainly apply to treatments delivered
in public hospitals. Therefore it is likely that these plans would become defunct with the
majority of such treatments likely to be available publicly if private practices were to be
removed from public hospitals. Hence the attraction and purpose of this benefit would
reduce to near zero.

In order to assess the future of the PHI after implementation, the removal of such plans
from the PHI market is the obvious first scenario to be considered. This produces the
following stamp duty levels:

Pre-Implementation  Loss of Non-Advanced

Stamp Duty Difference
Non Advanced €177 €0 -€177
Advanced €444 €444 €0

The results produced are as expected when the mechanics of the RES are considered. The
€0 stamp duty amount for Non-Advanced plans is obvious, as all returned benefits, day
cases, bed nights and membership inputs relating to Non-Advanced plans have been
removed from the calculation. As the level no longer exists then the associated stamp duty
with it would no longer be required.

In order to estimate the change in average premium that would arise if private practices
were to be removed from public hospitals we have quantified the change in average
returned benefits as compared to the pre-implementation scenario. The returned benefits
act as a proxy for the expected change in premiums charged as the returned benefits
represent the claims costs paid out by the insurers. The returned benefits reflect the
expected net credits the insurer will pay and receive for each policyholder to cover hospital
stays under the current RES. If claims costs were to increase it would be reasonably
expected that the insurers would raise their premiums in order to preserve their required
level of profit. This analysis produced the following results:

Pre- Loss of Non-
Implementation Advanced Plans

% Change

Average returned benefit (€)
Non-Advanced 332 0 -100%
Advanced 1268 1268 0%

Stamp Duty (€)
Non-Advanced 177 0 -100%
Advanced 444 444 +0%
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From the above table, it could be reasonably expected that the premium level associated
with Advanced plans would be unchanged if the implementation of Slaintecare proposals
was to result in widespread lapse of Non-Advanced plans. This is intuitive as the average
returned benefit associated with Advanced plans is calculated as Advanced benefits divided
by Advanced membership, with no dependency on any features of the Non-Advanced
market. In summary under this scenario the Non-Advanced market disappears while the
Advanced market remains constant with no other impacts.

Deloitte observation:

We note the above is a simplified model of a complex market, which doesn’t consider
supply and demand constraints. Were the Non-Advanced plans to be removed, in reality,
it is possible that a portion of these policyholders would subsequently purchase Advanced
plans, leading to a change in the size and demographic of the Advanced market. In addition,
if these new policyholders were to present a materially different level of risk to those
currently insured, this could also impact the average projected benefit for Advanced plans.
The interaction of all of these largely unpredictable forces would therefore lead to a greater
change in the level of stamp duty required for the Advanced plans.

5.2.4 Smoothing of “"Maternity” Pattern

Having removed those Non-Advanced plans likely to experience close to a 100% lapse
rate following the implementation of the proposal, it is then necessary to consider what
other areas of the PHI membership could possibly be affected. To estimate the effect on
the size and composition of the remaining PHI market of removing private practice from
public hospitals, we gauged the level of private practice currently being conducted in public
hospitals. The insurer returns data for the year 1 July 2016 - 30 June 2017 provided a
split of returned benefits between those treatments carried out in public hospitals, private
hospitals and by consultants. As such, this was an appropriate dataset to form the basis
of this analysis.

Our analysis of this data produced the following results by gender and age group:

Proportion of total returned benefits attributable to
public hospitals
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As can be seen in the above graphic, the proportion of total returned benefits attributable
to public hospitals behaves similarly for males and females across most age groups.
However, a sharp difference in behaviour is noted in the 30-39 age group. Here 33% of
male benefits are attributable to public hospitals with an equivalent statistic of 64% for
females. We also note that this 64% amount is unusual when the behaviour of adjacent

1\
|
10-49 5056 50

9 BOG2 7079 S0

» Male = Fomalo

26



female age groups are considered, with the 18-29 and 40-49 age groups both showing
public benefits of 36% of the total returned benefits.

While many factors may contribute to this spike in the level of returned benefits
attributable to public hospitals, due to the age group and gender involved, it is likely that
this arises due to the fact that all maternity care is currently provided within public
hospitals. When private practices are removed from public hospitals, two scenarios could
therefore arise in respect of the provision of maternity care:

() Maternity care continues to be solely provided in public hospitals. Hence the
maternity benefits currently covered within the PHI market would be removed
as they would be adequately provided as a public service and the private
element of the care would no longer be offered.

(i) Private hospitals develop their maternity care offerings and hence a proportion
of the private maternity benefits currently included in the PHI market would
continue to be provided on a private basis through private facilities.

To assess the most extreme effect on the stamp duty level possible as a result of these
potential scenarios, we chose to recalculate the RES by assuming that scenario (i) occurs
(in addition to the removal of Non-Advanced plans). Therefore all returned benefits
associated with the "maternity pattern” were removed before recalculating the stamp duty
amount. No allowance has been made for the possible provision of maternity benefits
through the private sector. This resulted in the removal of 28% of the total returned
benefits attributable to females of this age group. We have ignored any possible second
order impacts of these members lapsing their policies or indeed for predominately private
members lapsing their policies in addition to the public members. This recalculation
produced the following stamp duty amounts, with the pre-implementation amounts
included for ease of comparison:

Remove Non-Advanced
Pre-Implementation Plans & Maternity
Benefits

Stamp Duty Difference
Non Advanced -€177

Advanced €6

Deloitte observation:

We note that under the proposed removal of private practices from public hospitals it is
relatively unlikely that private hospitals will expand the level of maternity services offered
to any great extent. This is due to the dynamic of the maternity care market and the fact
that significant expense would be incurred by private hospitals in order to emulate the
maternity facilities and expertise currently available publicly. Historically, for various
reasons, there has been a very low desire from private facilities to provide these benefits
and we do not foresee this changing in the short term. Therefore the scenario considered
above represents an extreme but not completely unrealistic view of the impact on the
stamp duty level, as it assumes that no benefits associated with maternity care are utilised
through the PHI market. In reality, a relatively small portion of maternity benefits would
likely be offered privately, and thus the true stamp duty amount would lie somewhere
between the pre implementation estimate above (after allowing for aging and inflation)
and the scenario considered.
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The reason for the small increase in the required stamp duty is that the average benefit
for ages below 65 has reduced relative to the average benefit above age 65 and therefore
the differential and the resulting stamp duty has increased. In addition, if the cost of the
provision of maternity benefits is higher through the private facilities then the stamp duty
would be expected to decrease under the current operation of the RES.

In order to estimate the change in average premium that would arise if private practices
were to be removed from public hospitals we have quantified the change in average
returned benefits as compared to the pre-implementation scenario. This analysis produced
the following results:

Remove Non-

Pre- Advanced Plans % Change

Implementation & Maternity
Benefits

Average returned benefit (€)

Non-Advanced 332 0 -100%
Advanced 1268 1249 -1%
Stamp Duty (€)

Non-Advanced 177 0 -100%
Advanced 444 450 +1%

From the above table, it could be reasonably expected that the premium level associated
with Advanced plans would decrease very marginally by 1% if the implementation of
Slaintecare proposals was to result in widespread lapse of Non-Advanced plans, along with
the removal of all maternity benefits from the PHI system. This is intuitive as the removal
of all benefits associated with maternity care results in a reduction in the average benefit
per member. This assumes that the removal of maternity benefits from the PHI market
will have no impact on the total membership. We note that this is a simplifying assumption,
as there may be some PHI members who would no longer purchase PHI if maternity
benefits are no longer provided though their insurance.

Note that all further scenarios considered are based on the assumption that Non-Advanced
plans have been removed from the market and that maternity benefits are no longer
provided under PHI.

In the event that private practices were to be removed from public hospitals, it is likely
that the PHI market would shrink to some extent. The reasons for this reduction in market
size were further discussed in section 4.1 above.

It is difficult to predict the extent to which the market will shrink under this proposal, as
this will largely depend on the future cost and relative benefit of having PHI over seeking
treatment publicly. Due to the difficulty in estimating the true level of lapses from the
market, we have considered a number of distinct lapse assumptions. By “lapse
assumption”, we refer to the proportion of the relevant membership assumed to lapse
their health insurance.

To quantify the impact of lapses on the PHI market, it was first necessary to consider the
sub-sections of the PHI market most likely to lapse if private practices were to be removed
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from public hospitals. As discussed in section 4.1, those members of the PHI market
predominantly availing of treatments in public hospitals would be at most risk of lapsing,
as PHI will no longer provide any benefits for the use of these services. However, some
lapsing from those members predominantly availing of private hospitals could also be
reasonably expected, particularly if public hospitals can provide services of comparable
quality and timeliness at no cost to the member. Therefore under each scenario we have
applied the lapse assumptions using two methods. Firstly, we apply lapses to the public
membership only (being those most likely to lapse PHI in the situation considered) and
secondly, we apply lapses to the public and private membership in equal measure. For the
avoidance of doubt this is applied to the advanced membership as all non-advanced
members are assumed to leave the scheme as described in section 5.2.3.

For each scenario, the total market membership was adjusted to reflect the expected level
of lapses from the PHI market. To achieve this, it was first necessary to estimate the
proportion of the current membership predominantly availing of treatments in public
hospitals. As membership cannot be split by public and private treatment (as individual
members are covered for benefits in both public and private hospitals), it was necessary
to use a proxy to create a notional split. Public and private hospital returned benefits data
was used for this purpose, as this was the only data provided which was split in this manner.
This allocation to public and private hospitals was performed at the total membership level
rather than across individual age bands as there would be less credibility at this level and
it would lead to spurious accuracy.

The average proportion of public benefits versus private benefits across all ages was
calculated and the membership was split in these proportions. For each lapse scenario,
the percentage lapse assumption, as outlined below, was then applied to the relevant
membership group(s). The 6 scenarios that we are considering are;

e Scenario 1 - 25% lapse of public membership

e Scenario 2 - 50% lapse of public membership

e Scenario 3 - 100% lapse of public membership

e Scenario 4 - 25% lapse of total membership (public & private)
e Scenario 5 - 50% lapse of total membership (public & private)
e Scenario 6 — 100% lapse of total membership (public & private)

These scenarios denote our “"A” scenarios as we apply a constant lapse rate across all age
groups. For example in scenario 1 we assumed 25% of members below age 40 lapse their
policies and we also assume 25% of members older than age 40 lapse their policies. We
have analysed the changes in stamp duty level versus the base scenario at the point of
implementation and versus the scenario combining pre-implementation and the removal
of Non-Advanced plans and maternity benefits, in order to isolate the impact of Slaintecare
related lapsing on the stamp duty amount and average benefits. When the “A” scenario
lapse assumption were run through the RES calculation, the following stamp duty amounts
were produced:
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Public Lapse Only Public & Private Lapse

Scenario 1A Scenario 2A Scenario 3A Scenario 4A Scenario 5A Scenario 6A

Stamp Duty
Non Advanced €0 €0 €0 €0 €0
Advanced €450 €450 €450 €450 €450

Advanced Difference Vs
Pre-Implementation €6 €6 €6 €6 €6
Pre-Lapsing €0 €0 €0 €0 €0

These results show no further change in the stamp duty amount across all five lapse
scenarios when compared to the previous scenario, where the pre-implementation
scenario was combined with the impacts of removing Non-Advanced plans and maternity
benefits (pre-lapsing). This is due to the fact that identical lapse assumptions are applied
to each age group, resulting in no change to the overall age demographic of the market.
We highlight that the main driver of any change in the expected stamp duty and expected
average benefit is the age demographic of the membership.

We note that Scenario 6A has been omitted from our analysis, as applying this extreme
lapse assumption of 100% to both public and private members would result in a total loss
of the membership of the PHI market.

In order to estimate the change in average premium that would arise if private practices
were to be removed from public hospitals we have also quantified the change in average
returned benefits as compared to the pre-implementation scenario and compared to the
pre-implementation scenario with the removal of Non-Advanced plans and maternity
benefits (pre-lapsing). The returned benefits act as a proxy for the expected change in
premiums charged as the returned benefits represent the claims costs paid by the insurers.
If claims costs were to increase it would be reasonably expected that the insurers would
raise their premiums in order to preserve their required level of profit. This analysis
produced the following results:

| Pre- Public Lapse Only Public & Private Lapse

e- - - - - - -
Impleme Scenario | Scenario | Scenario | Scenario | Scenario | Scenario

ntation | J2PSIN9 | A 2A 3A 4A 5A 6A

Advanced average returned benefit (€) 1268 1249 1249 1249 1249 1249 1249

% Change Vs:

Pre-Implementation -1% -1% -1% -1% -1%
Pre-Lapsing 0% 0% 0% 0% 0%
Advanced stamp duty (€) 444 450 450 450 450 450 450
% Change Vs:

Pre-Implementation 1% 1% 1% 1% 1%
Pre-Lapsing 0% 0% 0% 0% 0%

As expected the above table shows no change in the average returned benefits for these
scenarios versus those of the assumed levels pre-lapsing. Therefore no additional change
in premium is expected beyond that caused by the removal of Non-Advanced plans and
maternity benefits. Such a result is reasonable as the age demographic is unchanged in
these lapse scenarios due to the uniform lapse assumptions applied across all age groups.
Therefore while the market size as a whole has reduced, this reduction has been applied
uniformly across ages and therefore the average returned benefit of the overall market is
unchanged.
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Deloitte observation:

While no additional change in stamp duty or expected premium is observed in the lapse
scenarios produced above compared to when the pre-implementation scenario was
combined with the removal of Non-Advanced plans and maternity benefits, in the event
that there are large lapses from the market and the market shrinks we would expect there
to be some movement in market premium due to insurers having less economies of scale.
This also ignores the possible short term impact discussed in section 4.5.

In addition we note that in the event that private practices were to be removed from public
hospitals, in reality, it is unlikely that the lapse experience would be uniform across all
ages. It is instead likely that older age groups would experience higher levels of
persistency, as these lives would be expected to have poorer health experience and
therefore derive more benefit from purchasing PHI. Younger lives would be more likely to
lapse their PHI cover, as their better expected health experience and the increased
availability of public treatments would render PHI less valuable to them.

In order to quantify the possible impact of younger lives experiencing greater lapse rates,
we have therefore repeated the above scenarios but with a greater weighting of lapse
applied to the younger age groups. The lapse experience for those aged 40 and older is
unchanged, but the lapse rates for those aged under 40 has been set to double that of the
market average. This is an arbitrary assumption but one we consider to be reasonable and
should highlight the potential impact on the market. We denote these scenarios as our “B”
scenarios.

The market penetration and change from the current membership under these scenarios
are set out below. These scenarios are consistent with the tables shown in section 4 but
with the increased lapse rate as discussed above.

Scenario 1B Scenario 2B Scenario 3B Scenario 4B Scenario 5B Scenario 6B

Current Market

Membership 2,077,984 1,626,660 1,354,497 1,158,253 1,200,996 503,169
% of population with PHI 45.2% 35.4% 29.5% 25.2% 26.1% 10.9%
Average Premium (€) 1,214 1,310 1,354 1,277 1,387 1,736
Market Premium (€000s) 2,522,673 2,130,289 1,833,884 1,479,262 1,665,626 873,543
Reduction 21.7% 34.8% 44% 42% 76%

The stamp duty amounts calculated in line with these scenarios are:

Public & Private Lapse

Scenario 4B Scenario 5B Scenario 6B

Public Lapse Only
Scenario 2B

Scenario 1B Scenario 3B

Stamp Duty
Non Advanced €0 €0 €0 €0 €0
Advanced €462 €477 €450 €487 €564

Advanced Difference Vs
Pre-Implementation €18 €33 €6 €43 €120
Pre-Lapsing €12 €26 €0 €37 €114

For 4 of the 5 scenarios considered the stamp duty amount has increased versus the pre-
lapsing scenario, the exception being Scenario 3B where 100% of the public membership
lapses. This scenario exhibits no change versus the previous “A” scenario as the max lapse
rate can be 100% and hence the doubling mechanism has no further impact. The total
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lapse rate for this Scenario is constant across all ages, resulting in no change in the level
of stamp duty owing to the unchanged age demographic. In addition, scenario 6B (100%
lapse of public and private membership) has not been considered, as this scenario would
result in the total absence of any PHI market membership.

For all other scenarios considered the stamp duty amount is increased versus the
estimated pre-lapse level. The increase in stamp duty is magnified as the lapse assumption
increases or is applied to a wider group (ie. when private members are also assumed to
lapse). The ratio of older members to younger members increases with each scenario, as
the members under the age of 40 experience double the rate of lapses. The stamp duty
must then increase because there is a smaller volume of younger, healthy lives to
compensate for the expected poorer experience of the older members. This illustrates the
sensitivity of the RES to changes in the market age demographic, a characteristic that was
also explored in section 4.4.

For these scenarios we again calculated average returned benefits as a proxy for the
expected average market premium, producing the following results:

Pre- Pre- Public Lapse Only Public & Private Lapse

Impleme Scenario | Scenario | Scenario | Scenario | Scenario | Scenario

Lapsing

ntation
Advanced average returned benefit (€) 1268 1249 1281 1324 1249 1357 1698

% Change Vs:

Pre-Implementation 1% 4% -1% 7% 34%
Pre-Lapsing 3% 6% 0% 9% 36%
Advanced stamp duty (€) 444 450 462 477 450 487 564
% Change Vs:

Pre-Implementation 4% 7% 1% 10% 27%
Pre-Lapsing 3% 6% 0% 8% 25%

Under these scenarios we do see movements in the average returned benefits output. The
reason for the increases in returned benefits is the fact that younger members experience
twice the lapse rates of their older counterparts and therefore the proportion of the total
membership above aged 40 is increasing with each scenario. It is to these older age groups
that the highest levels of returned benefits are provided and therefore the average
returned benefit across all age groups increases. Scenario 3B is again an exception owing
to the reasoning outlined above.

To quantify the impact of the removal of private practices from public hospitals, we are
most concerned with comparing the average returned benefits output from the scenarios
above versus those of the expected pre-implementation levels. Comparing these two and
using returned benefits as a proxy for premium, we could expect premium increases of
between 1% and 34% should private practices be removed from public hospitals. However,
we note that these outputs are sensitive to the lapse assumptions applied and it is difficult
to estimate the lapse incidence that would arise with any degree of certainty.

Such a large increase in stamp duty and premium could render the market unsustainable
due to the reduced affordability of PHI products. As the price of PHI rises, younger lives
are more likely to cease paying for cover, which will further increase the cost of PHI as the
volume of healthy lives to compensate for the poorer experience of older lives reduces.
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The potential for the proposal to impact on the sustainability of the PHI market was further
discussed in section 4.

As highlighted it is likely that any implementation of the proposals could take up to 10
years. In order to assess the impact on the market of the removal of private practices
from public hospitals at that time, again we must first estimate the state of the market at
the expected time of implementation in the absence of any Slaintecare proposals. To
quantify the effect of the Slaintecare proposals in isolation, we will then compare the
premiums and stamp duty amounts output in the post-implementation sections below to
those produced here, which are expected if no changes were to be made to the provision
of healthcare in Ireland. By interpolating the results in this section and those discussed in
section 5.2 an estimate can be made at for the impact of the implemention at different
stages within the 10 year time frame considered.

We note that there are many factors at play in determining the state of the PHI market at
the expected point of implementation in 10 years time, some are predictable while many
of which are largely unpredictable. Therefore we have not given consideration to any
intermediate government reform and have instead estimated the market by adjusting for
the inevitabilities of aging of the market demographic and the effect of claims inflation on
claims.

Aging of the Demographic

In order to investigate the changing age demographic of the membership we have allowed
for the average age of the membership to increase over the course of a 10 year period. In
order to apply 10 years of aging to the market demographic, we assume that aging occurs
at an identical annual rate to that observed between 1%t July 2016 and 15t July 2017 for
each of the next 10 years.

Claims Inflation

In their calculation of the cashflows under the RES scheme, the HIA allowed for benefits
to increase at a rate of 3% over the projection period. This 3% amount represents the
HIA's expected level of claims inflation over the period. However, this projection period
spans one year and therefore produces a stamp duty amount based on the average cost
of benefits in 2018/19 terms. For the purpose of quantifying the impact of the Slaintecare
proposal on stamp duty levels after the implementation of the change, we must consider
the expected cost of benefits at the time of implementation. Therefore to produce a more
realistic estimate of the future stamp duty amounts before considering any lapses as a
result of the proposal, we have applied 10 further years of claims inflation to the returned
benefits amounts before inputting these costs into the RES calculation.

In order to estimate the present value impact on stamp duty of this 10 year scenario, we
have therefore applied our estimate of claims inflation in excess of price inflation to the
returned benefits, rather than the absolute value of claims inflation itself. We have
assumed that claims inflation will run at a level of 3% above price inflation from now until
the time of implementation, which results in an absolute claims inflation assumption
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greater than 3% (assuming positive price inflation in future). The amounts mentioned
below are therefore present values rather than the amount expected at that time.

Rather than the actual figures pre implementation of the proposals, which reflect these
considerations, it is the relative difference between pre and post implementation that
should be analysed when considering the impacts of the Slaintecare proposals.

Our estimate of the stamp duty and returned benefits 10 years from now which we will
use as our pre-implementation scenario at that time are shown below. As mentioned above
these are shown on a present day value basis.

Pre-

Implementation
Year 10

Average returned benefit (€)
Non-Advanced 495
Advanced 1985

Stamp Duty (€)
Non-Advanced 310
Advanced 776

We have not considered any growth or contraction of the market in this scenario, as we
will consider this in section 5.3.4 below.

In an identical fashion to section 5.2.2 above, in order to estimate the total impact of the
Slaintecare proposals on premium and stamp duty levels we have quantified the impact of
three possible consequences, namely:

e the loss of Non-Advanced plans from the PHI market
e the loss of private maternity benefits from the PHI market
e the loss of a proportion of the PHI market membership

In order to quantify the impact of the removal from private practices from public hospitals,
we now take the pre implementation scenario outlined in section 5.3.1 as our comparative
scenario, as this represents the state of the market immediately before the proposal is
implemented. We then take each of the above three consequences in turn and calculate
their individual and cumulative impact on the stamp duty and premium amounts
associated with the RES scheme.

Once again our first step is to remove all Non-Advanced plans from consideration under
the RES scheme, as it is likely that these plans would become defunct with the majority
of such treatments likely to be available publicly if private practices were to be removed
from public hospitals. Hence the attraction and purpose of this benefit would reduce to
near zero. This produces the following stamp duty levels:
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Pre-Implementation  Loss of Non-Advanced

Stamp Duty Difference
Non Advanced €310 €0 -€310
Advanced €776 €768 -€8

The results produced are as expected when the mechanics of the RES are considered. The
€0 stamp duty amount for Non-Advanced plans is intuitive, as all returned benefits, day
cases, bed nights and membership inputs relating to Non-Advanced plans have been
removed from the calculation. As the level no longer exists then the associated stamp duty
with it would no longer be required.

The immaterial €8 (1%) impact on the stamp duty amount for Non-Advanced plans arises
due to the mechanics of the RES calculation, whereby average benefits are calculated with
reference to the entire membership (Advanced & Non-Advanced) which then feeds the
calculation of stamp duty. Therefore when the benefits and membership associated with
the Non-Advanced plans are removed, the average returned benefit across the entire
market rises as the benefits removed are on average smaller than those of the remaining
Advanced plans. As the average benefit has risen, the required equalization to cap the
average benefit of those aged 65+ at 130% of the average benefit reduces, resulting in a
slightly smaller stamp duty. Effectively the removal of Non-Advanced plans has no impact
on the required stamp duty for Advanced members.

In order to estimate the change in average premium that would arise if private practices
were to be removed from public hospitals we have quantified the change in average
returned benefits as compared to the pre-implementation scenario. This analysis produced
the following results:

Pre- Loss of Non-
Implementation Advanced Plans

% Change

Average returned benefit (€)
Non-Advanced 495 0 -100%
Advanced 1985 1984 0%

Stamp Duty (€)
Non-Advanced 310 0 -100%
Advanced 776 768 -1%

From the above table, it could be reasonably expected that the premium level associated
with Advanced plans would be relatively unchanged if the implementation of Slaintecare
proposals was to result in widespread lapse of Non-Advanced plans. As mentioned before
this is intuitive as the average returned benefit associated with Advanced plans is
calculated as Advanced benefits divided by Advanced membership, with no dependency
on any features of the Non-Advanced market.

Deloitte observation:

Again we note that the above is a simplified model of a complex market, which doesn’t
consider supply and demand constraints. Were the Non-Advanced plans to be removed,
in reality, it is possible that a portion of these policyholders would subsequently purchase
Advanced plans, leading to a change in the size and demographic of the Advanced market.
In addition, if these new policyholders were to present a materially different level of risk
to those currently insured, this could also impact the average projected benefit for
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Advanced plans. The interaction of all of these largely unpredictable forces would therefore
lead to a greater change in the level of stamp duty required for the Advanced plans. In
summary under this scenario the Non-Advanced market disappears while the Advanced
market remains constant with no other impacts. This is consistent with the immediate
implementation scenario and does not depend on the timing of the implementation.

As discussed in detail previously, when private practices are removed from public hospitals,
two scenarios could reasonably arise in respect of the provision of maternity care:

(iii) Maternity care continues to be solely provided in public hospitals. Hence the
maternity benefits currently covered within the PHI market would be removed
as they would be adequately provided as a public service and the private
element of the care would no longer be offered.

(iv) Private hospitals develop their maternity care offerings and hence a proportion
of the private maternity benefits currently included in the PHI market would
continue to be provided on a private basis through private facilities.

To assess the most extreme effect on the stamp duty level possible as a result of these
potential scenarios, we again chose to recalculate the RES by assuming that scenario (i)
occurs. Therefore all returned benefits associated with the “maternity pattern” were
removed before recalculating the stamp duty amount. This recalculation produced the
following stamp duty amounts, with the pre-implementation amounts included for ease of
comparison:

Remove Non-Advanced
Pre-Implementation Plans & Maternity
Benefits

Stamp Duty Difference
Non Advanced -€310

Advanced €1

Deloitte observation:

We noted in Section 5.2.4 that under the proposed removal of private practices from public
hospitals it is relatively unlikely that private hospitals will expand the level of maternity
services offered to any great extent and this still stands when we consider the
implementation date in 10 years. Historically, for various reasons, there has been a very
low desire from private facilities to provide these benefits and we do not foresee this
changing however, there is a greater probability that the private institutions invest in
providing maternity care over the next 10 years although we have assumed that this is
unlikely to be at any significant level. Therefore the scenario considered above represents
an extreme but not completely unrealistic view of the impact on the stamp duty level, as
it assumes that no benefits associated with maternity care are utilised through the PHI
market. In reality, a relatively small portion of maternity benefits would likely be offered
privately, and thus the true stamp duty amount would lie somewhere between the pre
implementation estimate above (after allowing for aging and inflation) and the scenario
considered.

The reason for the small increase in the required stamp duty (€9 due to the maternity
adjustment alone) is that the average benefit for ages below 65 has reduced relative to
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the average benefit above age 65 and therefore the differential and the resulting stamp
duty has increased. In addition, if the cost of the provision of maternity benefits is higher
through the private facilities then the stamp duty would be expected to decrease under
the current operation of the RES.

In order to estimate the change in average premium that would arise if private practices
were to be removed from public hospitals we have quantified the change in average
returned benefits as compared to the pre-implementation scenario. This analysis produced
the following results:

Remove Non-
Pre- Advanced Plans
Implementation & Maternity
Benefits

% Change

Average returned benefit (€)

Non-Advanced 495 0 -100%
Advanced 1985 1966 -1%
Stamp Duty (€)

Non-Advanced 310 0 -100%
Advanced 776 777 +0%

From the above table, it could be reasonably expected that the premium level associated
with Advanced plans would reduce by 1% if the implementation of Slaintecare proposals
were to result in widespread lapse of Non-Advanced plans, along with the removal of all
maternity benefits from the PHI system. This is expected as the removal of all benefits
associated with maternity care results in a reduction in the average benefit per member.
This assumes that the removal of maternity benefits from the PHI market will have no
impact on the total membership. We note that this is a simplifying assumption, as there
may be some PHI members who would no longer purchase PHI if maternity benefits
weren't provided.

Note that all further scenarios considered are based on the assumption that Non-Advanced
plans have been removed from the market and that maternity benefits are no longer
provided under PHI.

In the event that private practices were to be removed from public hospitals, it is likely
that the PHI market would shrink to some extent. The reasons for this reduction in market
size were further discussed in section 4.1 above.

We have considered a number of distinct lapse scenarios which we discussed in section
5.2.5 and for completeness they are;

e Scenario 1 - 25% lapse of public membership

e Scenario 2 - 50% lapse of public membership

e Scenario 3 - 100% lapse of public membership

e Scenario 4 - 25% lapse of total membership (public & private)
e Scenario 5 - 50% lapse of total membership (public & private)
e Scenario 6 - 100% lapse of total membership (public & private)
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We will recall that firstly we will consider our “A” scenarios where we apply a constant
lapse rate across all age groups. For example in scenario 1 we assumed 25% of members
below age 40 lapse their policies and we also assume 25% of members older than age 40
lapse their policies.

We show the changes in stamp duty level versus the pre-implementation scenario, all at
year 10, and versus the scenario combining the pre-implementation and the removal of
Non-Advanced plans and maternity benefits (pre-lapsing), in order to isolate the impact
of Slaintecare related lapsing on the stamp duty amount and average benefits. This helps
to identify the possibly impacts from the more certain impacts of the proposal. When the
“A"” scenario reduced total membership amounts were run through the RES calculation,
the following stamp duty amounts were produced:

Public Lapse Only Public & Private Lapse

Scenario 1A Scenario 2A Scenario 3A Scenario 4A Scenario 5A Scenario 6A
Stamp Duty
Non Advanced €0 €0 €0 €0 €0
Advanced €777 €777 €777 €777 €777
Difference Vs
Pre-Implementation €1 €1 €1 €1 €1
Pre-Lapsing €0 €0 €0 €0 €0

These results show no further change in the stamp duty amount across all five lapse
scenarios when compared to the pre-implementation as there is no change to the overall
age demographic of the market. We note that Scenario 6A has again been omitted from
our analysis, as applying this extreme lapse assumption of 100% to both public and private
members would result in a total loss of the membership of the PHI market. This is
consistent with the results when we consider the immediate implementation of the
proposals.

In order to estimate the change in average premium that would arise if private practices
were to be removed from public hospitals we have also quantified the change in average
returned benefits as compared to the pre-implementation scenario and compared to the
pre-implementation scenario plus the removal of Non-Advanced plans and maternity
benefits. This analysis produced the following results:

1966 1966 1966

1966

Advanced average returned benefit (€) 1966

% Change Vs:

Pre-Implementation
Pre-Lapsing

-1%
0%

-1%
0%

-1%
0%

-1%
0%

-1%
0%

Advanced stamp duty (€)

% Change Vs:
Pre-Implementation
Pre-Lapsing

776

7

7

0.1%
0%

7

0.1%
0%

7

0.1%
0%

T

0.1%
0%

77

0.1%
0%

The above table shows no change in the average returned benefits for these scenarios
versus that of the assumed levels pre-implementation and after Non Advanced plans and
maternity benefits have been removed. Therefore no additional change in premium is
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expected beyond that caused by the removal of Non-Advanced plans and maternity
benefits. Such a result is reasonable as the age demographic is unchanged in these lapse
scenarios due to the uniform lapse assumptions applied across all age groups. Therefore
while the market size as a whole has reduced, this reduction has been applied uniformly
across ages and therefore the average returned benefit of the overall market is unchanged.

We again note that in the event that private practices were to be removed from public
hospitals, in reality, it is unlikely that the lapse experience would be uniform across all
ages. It is instead likely that older age groups would experience higher levels of
persistency, as these lives would be expected to have poorer health experience and
therefore derive more benefit from purchasing PHI. Younger lives would be more likely to
lapse their PHI cover, as their better expected health experience and the increased
availability of public treatments would render PHI less valuable to them. To quantify the
impact of younger lives experiencing greater lapse rates, we have again repeated the
above scenarios but with a greater weighting of lapse applied to the younger age groups.
The lapse experience for those aged 40 and older is unchanged, but the lapse rates for
those aged under 40 has been set to double that of the market average. We denote the
scenarios below as our “B” scenarios.

The stamp duty amounts calculated in line with these scenarios are:

Public Lapse Only Public & Private Lapse

Scenario 1B Scenario 2B Scenario 3B Scenario 4B Scenario 5B Scenario 6B

Stamp Duty
Non Advanced €0 €0 €0 €0 €0
Advanced €791 €812 €777 €826 €914

Difference Vs
Pre-Implementation €15 €36 €1 €50 €138
Pre-Lapsing €14 €35 €0 €49 €137

For 4 of the 5 scenarios considered the stamp duty amount has increased versus the pre-
implementation scenario, the exception being Scenario 3B where 100% of the public
membership lapses. This scenario exhibits no change versus the previous scenario as the
max lapse rate can be 100% and hence the doubling mechanism has no further impact.
Hence for this scenario the lapse rate is constant across all ages, resulting in no change in
the level of stamp duty owing to the unchanged age demographic. In addition, scenario
6B (100% lapse of public and private membership) has not been considered, as this
scenario would result in the total absence of any PHI market membership.

For all other scenarios considered the stamp duty amount has increased versus the
estimated pre implementation level. The increase in stamp duty is magnified as the lapse
assumption increases or is applied to a wider group (ie. when private members are also
assumed to lapse). The ratio of older members to younger members increases with each
scenario, as the members under the age of 40 experience double the rate of lapses. The
stamp duty must then increase because there is a smaller volume of younger, healthy
lives to compensate for the expected poorer experience of the older members. This
illustrates the sensitivity of the RES to changes in the market age demographic, a
characteristic that was also explored in section 4.4.
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For these scenarios we again calculated average returned benefits as a proxy for the
expected average market premium, producing the following results:

Pre- Public Lapse Only Public & Private Lapse

Pre- - - - - - -
Impleme . Scenario | Scenario | Scenario | Scenario | Scenario | Scenario
ntation Lapsing

Advanced average returned benefit (€) 1985 1966 2015 2081 1966 2129 2618

% Change Vs:

Pre-Implementation 2% 5% -1% 7% 32%
Pre-Lapsing 2% 6% 0% 8% 33%
Advanced stamp duty (€) 776 77 791 812 77 826 914
% Change Vs:

Pre-Implementation 2% 5% 0% 6% 18%
Pre-Lapsing 2% 4% 0% 6% 18%

Under these scenarios we do see movements in the average returned benefits output. The
reason for the increases in returned benefits is the fact that younger members experience
twice the lapse rates of their older counterparts and therefore the proportion of the total
membership above aged 40 is increasing with each scenario. It is to these older age groups
that the highest levels of returned benefits are provided and therefore the average
returned benefit across all age groups increases. Scenario 3B is again an exception owing
to the reasoning outlined above.

To quantify the impact of the removal of private practices from public hospitals, we are
most concerned with comparing the average returned benefits output from the scenarios
above versus those of the expected pre-implementation levels. This isolates the impact of
private practice removal over and above the impact of aging and inflation which are
expected to occur despite any change in policy. Comparing these two and using returned
benefits as a proxy for premium, we could expect a premium increase of between 2% and
32% should private practices be removed from public hospitals. However, we note that
these outputs are sensitive to the lapse assumptions applied and it is difficult to estimate
the lapse incidence that would arise with any degree of certainty.

Such a large increase in stamp duty and premium could render the market unsustainable
due to the reduced affordability of PHI products. As the price of PHI rises, younger lives
are more likely to cease paying for cover, which will further increase the cost of PHI as the
volume of healthy lives to compensate for the poorer experience of older lives reduces.
The potential for the proposal to impact on the sustainability of the PHI market was further
discussed in section 4.

As alluded to earlier it is the relative difference in the average premium and stamp duty
that should be considered in assessing the impact of the implementation of the Slaintecare
proposals rather than the absolute impact at any point in time as the nominal number will
be impact by events that will occur in the absence of Slaintecare. Certain items such as
inflation and aging will impact the market, irrespective of Slaintecare.

In the table below we summarise the expected percentage difference in the average
market premium for both the scenario if the proposal were implemented immediately
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alongside the scenario where implementation takes a number of years and it is not
implemented until 10 years from now.

Scenario 1B |Scenario 2B |Scenario 3B

Advanced average returned benefit

% Change of Implemention

Time 0 1% 4% -1% 7% 34%
Time 10 2% 5% -1% 7% 32%
Advanced stamp duty (€) 0 0 0 0 0
% Change of Implemention

Time O 4% 7% 1% 10% 27%
Time 10 2% 5% 0% 6% 18%

As can be seen the impact is consistent across the both scenarios and depending on the
assumptions the average market premium could be expected to increase by between 1%
and 34% depending on the rate at which younger members leave the market relative to
older members. We will repeat that the above considered 5 possible scenarios of lapse
rate, which we believe are reasonable, but it is likely that the actual lapse rate will no
doubt be different to these assumptions.

When the stamp duty is consider there is less of an impact at time 0 as the relative
movement between older and younger members is reduced under our “B” scenarios due
to the fact that pre-implementation there is already less younger members than at time
0.
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Our first consideration of a plausible outcome arising from the removal of private practices
from public hospitals is that the community-rated market is sustained but experiences a
reduction in size. While we believe that this outcome is possible, we note that it is
extremely difficult to determine the level of contraction that could arise while still allowing
for a functioning PHI industry that meets the Principal Objective. This difficulty arises from
the numerous variables at play in a contracting market such as the cost of claims and
expenses, premium levels and the level of competition.

The expenses for each company and the market as a whole may increase due to reduced
economies of scale and reduced bargaining power with the various providers. Alternatively,
the change to the market may give the insurance providers the opportunity to negotiate
further with the private sector and the cost of benefits could therefore either reduce or
remain as-is.

As an example, we considered whether a 25% market penetration would still result in a
sustainable market. This would be similar to Scenario 4B (assuming time 0 implementation)
in section 5.2.6 above. In this scenario, 50% of the total membership below aged 40
lapses and a lapse rate of 25% applies to the older membership. This scenario has a
market penetration of 26.1%. Under this scenario the market premium, ignoring any
second order considerations impacting the premium and profitability, would reduce to
€1.7bn from €2.5bn. This represents a reduction in total membership of 42% and a
reduction in premium volume of 34%.

The various companies have produced a return on premium of between 0%-4% of earned
premium during 2016 and 2017. The return on premium for the market was 3.2% in 2017
and 2% in 2016. In the event that the current balance between expenses and premium is
maintained after the reduction in market premium then the market could continue in its
current form at this level. However the lower profit levels may curtail investment by the
various companies and may encourage one or more insurers to leave the market, causing
further distortions. As discussed above the changing membership profile of each insurer
would also contribute to this decision.

The most extreme scenario considered in our analysis (without eliminating the market
membership entirely) is Scenario 5B (assuming time 0 implementation). In this scenario,
100% of the total membership below aged 40 lapses and a lapse rate of 50% applies to
the older membership. This results in a reduced market size of just 10.9% of the
population, producing a market premium volume of €659m. Without any concrete
evidence it is our opinion that in the event an extreme scenario similar to this occurred, it
is unlikely that the market would continue to be as attractive to the current insurers
without an increase in return and hence average premium levels. However, as discussed
previously it is difficult to determine where the point of inflection between a sustainable
and unsustainable market lies. Nonetheless it is our opinion that this reduced market size
would result in a higher concentration of riskier older members, making it extremely
difficult to maintain an open enrolment and community rated system such as that currently
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in operation. With this possibility in mind, we have also considered the possibility of a
change in the nature of the PHI market.

However the fact there is a significant health insurance market in Ireland it may take some
time even after any disentanglement for the population to move into a more longer term
steady state membership level and this should be taken into account in the consideration
of these possible future scenarios.

Another plausible outcome arising from the removal of private practices from public
hospitals is that there is a fundamental change in the service provided by health insurers
in Ireland, moving away from both the existing community-rated system and also away
from the current type of benefits that are considered.

It is worth noting that the outright removal of community-rating in PHI would be at odds
with the Principal Objective of the Health Insurance Acts, which is to ensure that all
consumers have access to health services without any differentiation made between them
in the cost of such services based on age or health status. However, if the required
adequate healthcare service is achieved through the public hospitals then the Principle
Objective would continue to be met and the PHI market could be viewed as a
supplementary service that does not require community rating or government regulation.
While such a scenario may seem unlikely in the short term, we do consider this to be a
plausible outcome in the longer term, particularly given that Slaintecare considers an
implementation plan of at least 10 years.

Potential changes in the nature of the PHI market could include the following:

e PHI as a means of accessing reduced waiting times, preferred hospital access and
improved treatments similar to the system in the United Kingdom and Switzerland
for example

e PHI as a means of accessing supplementary cover similar to the Netherlands.

The extent of any shift to these models will depend on the likely uptake of these new
services which will depend directly on the confidence of the market in the state to provide
the health care benefits directly through public hospitals. While the service may be
available within the public system there will always be a certain market that will seek
private healthcare to meet their additional requirements.

In order to explore the alternative PHI market structures mentioned above, we have
considered international examples as case studies. We will discuss each such case study
in turn below.

United Kingdom:

At present in the UK the State offers affordable public healthcare to all residents via the
NHS and there is often no great demand for individuals to purchase PHI. Approximately
10% of the population are covered by PHI with 75% of this being through employer-related
plans and only 25% of the total purchased directly by the individual.

The main drivers to purchase medical insurance in the UK are to;

e skip waiting times that are still in existence in the NHS,
e gain access to a preferred hospital or care facility, and
e gain access to a wider range of drugs and treatments.
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Private medical insurance in the UK is designed to cover the cost of private medical
treatment for acute conditions. It does not usually cover treatment of long-term (chronic)
conditions, where the main aim is to keep the symptoms under control - these are still
treated within the NHS. Private medical insurance also do not cover any pre-existing
conditions that the policyholder may have when taking out a plan.

The UK market is not subject to risk equalisation or community rating hence the market
is not directly comparable to the current market in operation in Ireland. The absence of
any form of community rating would be expected to reduce the total market participation
when compared to the Irish market. This is because although younger and healthier people
may be more likely to purchase PHI in the UK as they are paying a premium based on
their true risk factor which is typically lower on average, at the opposite end of the
spectrum the higher risk or less healthy people may no longer be able to afford PHI. In
addition, the fact that PHI in the UK does not cover pre-existing conditions may also render
cover less worthwhile to a proportion of the Irish population with serious conditions
currently availing of PHI through the open enrolment system.

A benefit to the insurers of the UK’s approach to not covering pre-existing conditions is
the fact that the weighting towards an unhealthy membership may not be as pronounced
as experienced in the Irish market. This reduces the risk of anti-selection and this approach
may therefore be more appealing from the insurers point of view, as well as being more
affordable to younger members due to the absence of community-rating.

Assuming the same penetration levels in Ireland as the UK (approximately 10%) would
mean that the total market membership would reduce to approximately 460k if Ireland
were to adopt a similar PHI and healthcare system. In Scenario 5B above, we have arrived
at a possible penetration of 10.9% or 503k members which is the scenario that most
closely mimics this level of participation. For the reasons outlined above, if Government
policy were to continue to ensure community rating to some extent or continue to cover
pre-existing conditions, then Ireland’s market penetration would likely be in excess of this
10%. Therefore a reasonable expected range for PHI to settle at could be taken as
anywhere between 10% and 20%, depending on the other factors mentioned throughout
this report.

Hence if government policy was to continue with a community rated market we would
envisage the market participation to be at the higher end of the 10-20% range mentioned
above. The impact on any RES scheme is discussed in section 5. It is important to realise
in this context the spiral effect of maintaining a RES scheme would have in this situation.
As the market would be expected to age the required stamp duty would increase and this
may mean more younger healthier people lapsing their policies further aging the
population and thereby further increasing the required Stamp Duty and hence the cost of
insurance. This would result in the membership being at the lower end of the range which
would therefore make it unsustainable in the current form.

The market premium assuming a 10% market penetration would be approximately €560m
in today’s terms. Obviously this may not happen overnight and will depend on a number
of factors but over the longer term (10-20 years) we would expect this to be the
equilibrium. As discussed in Section 6.1, it is difficult to determine what level of market
profitability is required to attract the required competition into the market. However, we
do not believe that this level of premium would result in a sustainable fair and open market
without some structural or government policy changes. We believe it is likely that the
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projected margin of the business would need to increase to ensure an adequate level of
competition, which would further increase the cost of insurance.

Netherlands:

The system of healthcare in the Netherlands was reformed as recently as 2006 and now
consists of a dual-level system, consisting of statutory and private health insurance
elements.

As the first level of this system, long-term and disability care is covered by statutory
funding. All Dutch residents are automatically eligible for this system. In 2009, this level
covered 27%?° of all healthcare expenditure.

The second level consists firstly of mandatory PHI which covers basic healthcare, including
the cost of all prescriptive medicines. In 2009, this system covered 41%?® of all healthcare
expenses. This mandatory cover employs community rating, as identical premiums must
be paid regardless of age or health status, similar to the current system in ireland. In
addition, the refusal to provide cover or the imposition of special conditions is illegal.
Approximately 45% of this system is funded through premiums payable by the insured,
with the remaining funds provided by employer payroll taxes (50%) and state funding
(5%)¢. Similar to the Irish system, the regulator operates a risk-equalisation scheme to
redistribute the funds to the various insurers relative to their claims experience.

The second level of the healthcare system also includes additional voluntary PHI. This
covers supplementary services at an extra cost over and above the community-rated
premium. These additional services include the likes of dental care, physiotherapy and
additional maternity reimbursements. For this supplementary element, insurers may
refuse cover and may also charge a risk-based premium. In 2009, this element covered
just 4%® of all healthcare expenditure.

We note that while the Netherlands may appear comparable to Ireland given the use of
risk-equalisation, significant government reform would be required in order to closely
replicate such a system of mandatory PHI. Given that just 45.2% of the Irish population
currently hold PHI, an attempt to introduce mandatory health insurance, regardless of the
level of state subsidies would be unlikely to be viewed favourably by the population.

However, we do note the success of the supplementary insurance scheme in the
Netherlands, with 91% of those covered under the statutory schemes availing of some
sort of supplementary cover in 20097. Should the Irish community-rated scheme prove
unsustainable after private benefits are removed from hospitals, supplementary PHI for
benefits such as dental care may emerge, with policyholders choosing the supplementary
plans based on their individual requirements. However, we note that the premium volume
for such products may prove insufficient to sustain a healthcare market in Ireland, with
just 4% of healthcare expenditure attributed to these policies in the Netherlands in 2009.

6 = https://en.wikipedia.org/wiki/Healthcare_in_the_Netherlands#Insurance

7 = “The role and uptake of private health insurance in different health care systems: are there lessons for developing countries?” — Isaac
AO Odeyemi & John Nixon
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Given the nature of business, there is considerable uncertainty in the projections outlined
above. In particular as this is a projection spanning a significant time horizon there are
many areas which contain uncertainty and it should be accepted that the actual experience
will differ from the projections shown in the earlier sections.

The following sections outline areas of uncertainty that apply to these projections.

Within each section of this report we have drawn the reader to various elements of
uncertainty contained in the sections.

For the avoidance of doubt we have based the projections of the future market
membership on some possible future scenarios rather than using any advanced actuarial
techniques. The purpose of these scenarios is to give the reader a sense of the possible
impacts of the disentanglement. The actual future membership will no doubt be different
to any one of these scenarios, however we believe it would be spurious and misleading to
apply any more advanced actuarial techniques to this projections.

There is always uncertainty in estimating future cash flows for any insurance related
business and the projections of the RES are no different. Furthermore they are projected
over a long period of time which further increase the uncertainty.

Within our analysis of possible changes to the current RES scheme we have made a
number of assumptions that may not be borne out over time. There is obvious uncertainty
around a number of these assumptions which may mean the RES may be higher or lower
than that estimate in this report. Some of the critical assumptions are;

e Age Profile of the membership,

e Gender Profile of the membership,
e The Cost of the benefits,

e Actual hospital utilisation and

e Level of Hospital Utilisation Credit

In the event of these assumptions are not borne out in experience the actual stamp duty
may be different to that projected.

In addition the projections are predicated on the current RES being applicable in the future
with no operational change being made to the RES in the interim.
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The following data files were provided for our analysis from the Department of Health and
the HIA:

Tax Credits & Stamp Duty Calculation Model (Input & Output):
e Copy of Stamp duty and tax credits 2017 KPMG v1.6 (4).xlsx
e Support Tables for Deloitte.xlsm

HIA Reports:

e Final RES Report 18092018.docx

e Final RES Report 25092015.docx

e Final RES Report October 2016.docx

e HIA Report 2017 Updated 14.11.17.docx

e Final RES Report 18092018.pdf

e Guide-to-the-2016-RE-Scheme.docx

e Final Report April 2018 to DOH on Information Returns.pdf

e FINAL+Report+on+evaluation+&+analysis+of+returns+1.7.13+to+30.6.14+incl
uding+advice+on+RE+credits.pdf

Insurer Returns July-Dec ‘17 (& equivalent files from Jan ‘14-July ‘17):
e ILH H2 2017 HIA Returns New Template FROZEN.xIsx
e Elips_2017_H2_Return_By Product_V2.xls
e GloHealth HIA_Results_Dec2017_Final.xlsm
e Swiss Re H2 2017 Return_By_Product.xls
e Vhi Return by Coverset 2017Q3Q4 (2).xlsm

47



