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1 A large health insurance company currently sells its individual income protection 
insurance product only through independent financial advisers. 

 
 The company is now considering whether it should also sell this product directly to 

customers via its own website.   
 
 (i) Explain why this product may not be suitable for direct online distribution. [8] 
 
 (ii) Suggest actions that could be taken to make the product more suitable for 

direct sales on the company’s own website, whilst continuing to meet similar 
customer needs.  [5] 

 
 The company has been approached by a price comparison website, which is 

considering adding income protection insurance to its range of products.  The website 
aims to provide instant premium quotations for products offered by different 
providers to enable the customer to make a comparison.  If the customer chooses a 
particular product, this links directly to the insurance company’s systems to complete 
the sale. 

 
 (iii) List the data that would need to be collected through the website in order to 

produce a premium. [3] 
 
 (iv) Discuss the additional risks to the insurance company that arise from the use 

of the price comparison website, compared to just offering the product directly 
from the company’s own website.  [8] 

[Total 24] 
 
 
 
2 A health insurer which sells individual income protection and private medical 

insurances is in the process of calculating its technical provisions and capital 
requirements under Pillar 1 of Solvency II. 

 
 (i) Describe how the insurer might determine the best estimate liability for the 

income protection insurance business.  [13] 
 
 (ii) Describe how the risk margin could be determined for the income protection 

insurance business.  [It is not necessary to describe the Solvency Capital 
Requirement (SCR) calculation.]      [8] 

 
  
   [Total 21] 
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3 ABC Health sells a wide range of health and care insurance products, including 
individual private medical insurance (PMI).  

 
A major competitor has recently introduced a new premium rating factor into its 
individual PMI product: the month in which the customer was born.  An analysis 
conducted by ABC Health has confirmed that its PMI claims experience varies by the 
month in which the policyholder was born. 

 
 Before the competitor introduced this change, premium rates offered by the two 

companies were broadly in line with each other. 
 

ABC Health has decided not to introduce month of birth as a new premium rating 
factor.  

 
 (i) Suggest possible reasons for this decision. [6] 

 
 (ii) Explain what the potential risks are for ABC Health given its decision not to 

introduce month of birth as a new premium rating factor. [6] 
 

 (iii) Suggest actions that ABC Health could take to mitigate the potential impact of 
not introducing month of birth as a new premium rating factor. [8]  

   [Total 20] 
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4 A proprietary health insurance company sells a conventional individual stand-alone 
critical illness product.  The pricing model showed this product to be profitable.  

 
 The sales director has suggested introducing a new critical illness (Dalgaard 

Syndrome) into the cover, for all new business.  Dalgaard Syndrome is a severe 
condition affecting the nervous system and is currently diagnosed by the existence in 
the blood of a specific enzyme.  

 
 Initial analysis suggests that the claim costs will increase by 2.5% as a result of the 

inclusion of this new critical illness.  
 
 The product is reinsured on a 50% quota share risk premium basis and the reinsurer is 

prepared to include this additional critical illness for a 2.5% increase in the treaty 
reinsurance premium rates.  

 
 The insurance company has decided that the premium rates for the new version of the 

product (with the additional critical illness covered) will be 0.5% higher than for the 
current version.  

 
 It can be assumed that the initial estimate of the additional risk cost is reasonable and 

that there are no other changes made to the product design or assumptions used. 
 
 (i) Discuss the suitability of this critical illness for inclusion within the product. 

 [3] 
 
 (ii) Explain the likely impact of the proposed changes on the pricing model 

cashflows and the overall profit for this product. [10] 
 

 (iii) Discuss the wider considerations for the company of such a change to the 
product. [12] 

 
 The marketing director has subsequently asked for the maximum sum insured to be 

increased from £1 million to £10 million on the amended product.  
 
 (iv) Discuss this suggestion. [10] 
   [Total 35] 
 
 

END OF PAPER 


	Curriculum 2019
	SPECIMEN EXAMINATION

