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The Currently Proposed “Voluntary Health Insurance
Scheme” will Jeopardize Our Consumer Rights in Hong
Kong

The Hong Kong Government had conducted many rounds of Healthcare Reform public
consultations since 1990, including 1993 “Towards Better Health”, 1999 “Improving
Hong Kong's Health Care System - Why & for Whom?”, 2000 “Lifelong Investment in
Health”, 2008 “Your Health, Your Life” and 2010 “My Health, My Choice”. This round
of Consultation Document is named “Voluntary Health Insurance Scheme” (“VHIS").

According to OECD, the size of global middle class will increase from 1.8 billion in 2000
to 3.2 billion by 2020, and 4.9 billion by 2030. Almost all of this growth will take place in
Asia. It is disappointed that the VHIS Consultation Document is unable to look after the
consumer rights of the majority of middle class in HK to choose their appropriate hospital insurances.

This Document is only talking about “Hospital” Insurance and not really “Health” Insurance (as the name suggested) which
should include inpatient & outpatient medical insurances, preventive & rehabilitation medical healthcare. The limit of benefits
under the VHIS is far too low to be acceptable by most of the middle class in HK. The premium cost suggested in the paper
is outdated. It is only up to year 2012. After a compound rate of medical inflation from 2012, the projected premium cost
will be much more expensive than the average premium of HK$3,600. The Document projects that assuming the Legislative
Council will pass VHIS in 2016, it will attract about 223,000 people initially and in the long run about half a million of people.
The consequence of this VHIS is after the launch of this VHIS, middle class consumers who do not want to buy this VHIS, will
have no or limited choices to buy their own higher limit hospital insurance. By then, all private hospital insurances allowed
in the HK market will have to comply with the minimum requirements. Most of the middle class will face the problem of not
affording to buy nor able to find their own suitable hospital insurances. Consumers will face issues of UNAFFORDABILITY,
UNAVAILABILITY & UNACCESSIBILITY.

The following are areas where revision required in this Consultation Document:

A. Insufficient Limit of Benefit in the Standard Plan (VHIS)

The current proposed maximum benefits per surgery for hospital surgery inclusive of doctor’s fee, operating theatre,
anaesthetist fee of HK$58,000 is highly insufficient to cover most of our hospital operations in today’s hospital cost. Unless
the limit per surgery is high enough to cover most the hospital operation, it is unlikely that middle class will join VHIS.

B. The 12 Minimum Requirements

Some minimum requirements are good practices and recommended to carry out as the best Codes of Practice in all medical
insurance (not just hospital insurance). However, to impose all these minimum requirements without variation will stifle the
hospital insurance market, will jeopardize our consumer rights of choice and eventually will drive most of the middle class
back to the Public Health System.

1. Guaranteed renewal Yes, support
2. No "lifetime benefit limit” Yes, support
3. Coverage of pre-existing conditions No, strong objection. Consumer rights of choice and cost

implication. See details below

4. Guaranteed acceptance with premium loading No, strong objection to impose citizens with age over 40 in
capped at 200% of standard premium for all ages buying VHIS in the 1st year of launch
within the first year of the VHIS launch, and those
aged 40 or below starting from the second year of
implementation of VHIS

5. Portable insurance policy - Only applicable within VHIS Standard Plan.

- Major concern to apply to market outside VHIS due to
cost implication to consumers
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6. Coverage of hospitalization and prescribed Yes, support
ambulatory procedures

7. Coverage of prescribed advanced diagnostic Yes, support
imaging tests and non-surgical cancer treatments

8. Minimum benefit limits Yes, support

9. Cost- sharing (deductible and /or co-insurance) - Only applicable to VHIS Standard Plan.

restrictions ;
- No, should have free market and consumers choices

outside the VHIS Standard Plan

10. Budget Certainty - Yes, support.

- Should include regulation of Healthcare Service Provider
on DRG & standardized codes

11. Standardized policy terms and conditions Yes, support

12. Premium transparency Yes, support

C. Coverage of pre-existing conditions

This requirement is only desirable in the compulsory insurance environment but unnecessary in voluntary insurance
environment.

i. Some really high risk conditions should be funded by the Government Public Health System instead of the private
insurance pool, e.g. rare congenital diseases e.g. metabolic diseases involving experimental drug, HIV, mental disease,
and Notifiable Infectious Diseases like plague, SARS. Such requirement is applicable only within the VHIS Standard Plan,
because there is a High Risk Pool (“HRP") fully funded by the Government out of the HK$4.3 billion for any policyholders
with pre-existing illness beyond 200% premium loading. It will be too costly for consumers to share the premium cost to
support exceptional high risks outside the VHIS Standard Plan.

i. The fundamental basic of insurance is the numbering exercise of pooling all the claim cost to be shared by the
policyholders within any insuring pool. The HRP fund is only subsidizing the high risks (over 200% premium loading)
within the VHIS only. Most of the middle class will not be interested to buy VHIS and will arrange their own choice of
higher limit of hospital insurance. Since in future any hospital insurance above the limit of the Standard Plan will have
to cover all pre-existing illness with no exclusion, (but they are not funded by the Government HRP), the consequence
is that it will drive up premium cost of private insurance pools. It will be too expensive to be shared by private insurance
policyholders outside the VHIS. There is a myth that the Government proposal should look after the poor and needy,
while the middle class have resources to look after themselves. This does not reflect reality, because most middle class
people depend on their salaries and will lose the large portion of their income after retirement or when they become
sick and cannot continue working. As middle class people do not normally qualify for Comprehensive Social Security
Assistance, they could, under the current proposal, be left out and have to fend for themselves with no support, no
money and no health coverage when they fall into hard times. We find that this is very UNFAIR to most of the middle
class who are mostly tax payers throughout their working lives. This will become an issue of UNAFFORDABILITY to most
of our middle class.

ii. Itis expected that after the launch of VHIS, not many insurance companies will offer competitive hospital plans in the
market. Insurance companies are not charitable organizations and they will not subsidize policyholders to cover all the
high risks. Alternatively, some insurance companies may choose to stay away from offering compliant hospital insurances.
Hence it will become other issues of UNAVAILABILITY & UNACCESSIBILITY.
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D. Guaranteed acceptance with premium loading capped at 200% of standard premium for all ages within the
first year of the VHIS launch, and those aged 40 or below starting from the second year of implementation of
VHIS

Guaranteed acceptance under this VHIS Standard Plan is desirable. But citizens over age 40 should not be forced to buy such
VHIS within the 1st year after its implementation. Due to ageing population in HK, many people are still under employ after
age 60. Majority of the people who are enjoying group medical insurance under employ will not take up this low benefit
limit VHIS until they retire. On the other hand, younger generation is more mindful of their financial situation for housing and
family responsibility rather than to buy such VHIS. The cost of VHIS is also not cost effective enough to induce people to buy
it. In the 2010 Healthcare Consultation, the Government proposed to allow people up to age 60 to buy this VHIS in the 1st
year with guaranteed acceptance. It is very reasonable to reduce the maximum entrance age to age 40.

E. Cost- sharing (deductible and /or co-insurance) restrictions

i.  This is only applicable within VHIS Standard Plan, but not benefiting consumer outside the Standard Plan. Currently in the
private high end insurance market, consumers can opt for a self-chosen deductible for return of premium discount. e.g.
some hospital insurance can enjoy over 50% premium discount if consumers opt for an annual deductible of HK$40,000.
Consumers need to have rights of self-chosen annual deductible. The benefit of deductible is not only for consumers’
premium discount; it will also reduce the administrative work of tiny hospital claims to insurers. Deductible should be
allowed in the Flexi Plan.

ii. After the implementation of VHIS, there will be no exclusion of pre-existing conditions. What insurance companies
can do is either barring proposers with many pre-existing conditions from joining or to impose very high premium for
policyholders.

F. Budget Certainty

Consumers will welcome budget certainty. The Government should also regulate healthcare service providers including
individual doctors by introducing diagnosis-related group (“DRG") package fee and codified information for all surgical
procedures as it was proposed in the 2010 Healthcare Consultation Document. Consumers expect to have DRG based
package pricing for common procedures, so that there are listed DRG package pricing to facilitate certainty of hospital
charges. If the Government considers that it will take a relative longer time to develop an operative system to track the
cost of common procedures, they should at least include the tracking of codified information in VHIS by report from each
healthcare service provider on each surgical procedure:

v" Disease Code
v Treatment Code
v" Drug Code

The movement towards greater standardization of coding and charging is common practice in many developed healthcare
systems, including Australia, France, Germany, Ireland, Japan, Netherlands, Switzerland, UK and the USA. Even Singapore
and Taiwan have adopted such model. Only if the society is able to track the aggregate data, regulate insurance companies
and healthcare service providers (including individual doctors), we cannot have budget certainty. In the absence of pricing
transparency, medical inflation will become more acute given the short supply of private hospitals and doctors in HK.

G. Existing hospital insurance pools will become “DEAD POOLS"

Any existing insurance plans currently selling in the market will become “DEAD POOLS” on the implementation of VHIS. None
of the current available hospital insurances are covering all pre-existing conditions; hence they will become non-compliant
products and will not be allowed to sell. The existing “dead” pools will be ageing and will only have more and more claims
within these pools without healthy new blood joining. The Government is going to penalize good citizens who have planned
their own private medical insurance long time ago. It is expected that the future renewal insurance premium will be too
expensive to be affordable.

H. “Pool” or “Community” Rating

The Document should impose “pool” or “community” rating in the minimum requirements for individual medical insurance
so that it is level premium for all individuals under the same age (except premium loading for covering any pre-existing
illness). Without “pool” or “community” rating, individual can be heavily penalized with sharp hike of renewal premium
immediately after any major claim payment, because insurance companies can price out any individual when this individual’s
health situation is deteriorating, although it is still under guaranteed renewal.
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l. Tax incentive

The current proposal of about HK$450 per person per annum is not an incentive at all to induce people to join VHIS. We
propose that the tax relief amount is equivalent to the premium paid per annum up to say HK$20,000. All hospital insurance
plans (not just the compliant products) are eligible for such tax relief. This will induce more people to buy their own private
hospital insurance instead of going to the Public Health System.

J. Regulators

Setting up another regulatory regime to regulate all individual medical insurances is only appropriate when the society has
mandatory medical insurance. It is better to pass on such responsibility of regulation to the Insurance Authority (“IA”) or lIA in
future. This will save the huge administrative cost and bureaucracy of having two separate agencies governing the insurance
providers. Since the prudential regulation always remains with the 1A, consumers will have concern when the Health Insurance
Regulator is agreeing to launch any new health insurance product in the market without knowing that this particular insurer
is already having financial problem. At the end of day, when this medical regulatory agency becomes another statutory body,
middle class do not want to foot the bill of running this agency by tax payers’ money or by the industry, in which case the
cost will only pass back to consumers.

K. Claims Dispute Resolution Mechanism

It is unnecessary to set up another Claims Dispute Resolution Mechanism (“CDRM”). The market has in place very good
dispute resolution system under the Insurance Claims Complaints Bureau (“ICCB"”). Any individual claim under the amount of
HK$800,000 is adjudicated by the councilors of the ICCB and their decision is binding to all insurer members. Individuals do
not need to incur extra legal fee to seek mediation nor arbitration as proposed by the Document.

L. Lack of consumer choice in the VHIS environment

Customers demand enough choices of their own insurance plans. Currently, policyholders take out different forms of private
health insurance plans to suit their needs. The lack of choice is even more acute for the unhealthy individuals. Under the VHIS
environment, they will have no option but to join the HRP and pay 3 times premium or remain in the Public Health System.
Whereas currently they can choose to buy a policy without loading but excluding a particular illness for which they could
seek treatment in the Public System. They can go to private hospital for majority of the illnesses and the cost is covered by
insurance except for those conditions being excluded. The Government should explore whether it could address the issue of
mandating the acceptance of pre-conditions to a certain extent, without sacrificing consumer choice.

Conclusion

» The success of VHIS depends very much on the transparency of aggregate big data from both healthcare service providers
(including individual doctors) on fees charged by doctors and hospitals and insurers on claims and premiums. Withholding
the implementation of Diagnostic-relate Groups (DRG)/packaged pricing would go against the objective of empowering
consumers to make an informed choice and keeping provision of healthcare more affordable.

» Medical insurers should continue to improving their existing products and provide best practices by standardizing and
refining policy terms, applying less exclusion, expanding coverage to clinical ambulatory procedures and rehabilitation,
enhancing transparency of premium rate and the claims process in line with consumer expectation.

> We want to see more free competition among medical insurers to continuously improving and expanding product
offerings to meet the changing needs and affordability of consumers.

> The Government should make sure that there are sufficient private hospital beds to meet the surging market demand
when the VHIS is implemented.

> Given the fundamental weaknesses of the VHIS, a full range of private health insurance products not meeting all the
minimum requirements should be allowed to exist along side with VHIS.

> The Government is invited to revise VHIS as proposed above. Otherwise, majority of the middle class people will be forced
to stay away from private insurance due to the issues of UNAFFORDABILITY, UNAVAILABILITY & UNACCESSIBILITY. In this
situation, Public Health System will become our only preferred choice, thereby adding further burden on the Public Health
System. The original intention of setting up this VHIS to divert some people to Private Healthcare Services and so releasing
resources from Public Health System will be defeated by some major issues discussed in this Consultation Document.

Mrs Agnes Koon
Chairman of Insurance Training Board, Vocational Training Council
Chief Executive of KSY Speciality Limited
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Dr Lillian Wong

Member of VIC Group  Principal, Institute of Professional Education and Knowledge
VHELL L Vocational Training Council
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Patrick Leung Agency Ltd.
PLA Agencies Ltd. PLA Masterlife Pte Ltd.

PLA (Hong Kong) Ltd.

47 Hill Street
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BEH: (852) 2833 6006
EH: info@pla.hk

We serve insurance intermediaries only.
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When it comes to insurance, QBE has Asia Pacific covered.
From protecting the region’s marine, construction and aviation
industries to insuring the ports that connect us to the rest of
the world. For 125 years we’ve risen to all insurance challenges.

Whatever yours may be, we can help. After all, experience and \
understanding make anything possible. '
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