1. EIOPA’s thematic review on travel insurance

Overview of ongoing developments
EIOPA’s Board of Supervisors (BoS) decided in November 2017 to launch a thematic review to assess potential consumer protection issues in travel insurance. According to the mandate from EIOPA’s BoS, the thematic review should focus on potential sources of consumer detriment resulting from:
Product design
Distribution process
Sales practices

In the past, a number of consumer protection issues relating to travel insurance have been identified in EIOPA’s Consumer Trends Reports and/or have been reported to EIOPA by stakeholders.  
Relating to product design, the complaints have focused on product complexity, exclusions and high premiums. 
In terms of sales practices and distribution, there are issues around cross-selling and high commission rates, among others. 

[bookmark: _GoBack]The secretariat has obtained a draft note prepared by EIOPA (see GEN-LIA-18-025) on an industry questionnaire that EIOPA is expected to distribute to a representative sample of the insurance industry by the end of June. Thereafter, possibly by the end of August, EIOPA will publish an analysis of the data. In parallel, EIOPA’s Insurance and Reinsurance stakeholder group (IRSG) will also issue an opinion on the question of travel insurance, foreseen by the end of June 2018. 

The industry questionnaire is still being finalised, but the secretariat understands it will gather qualitative and quantitative/historical information on single and multi-trip offers on (but not limited to) the following:
Products (including structure and trends in product ranges, gross written premiums, number of contracts, coverage, exclusions, restrictions, extension of cover and impact of fraud);
Distribution (including trends/gross written premiums/number of contracts/commission levels by distribution channel)
Claims (including claims per distribution channel, per type of coverage, on claims withdrawn and denied)
Complaints (including trends, numbers per product and distribution channel, internal follow-up)
Sales practices (including with regards to pre-existing medical conditions, insurance overlap and over-insurance, product complexity, communication and advertising, distribution through ancillary insurance intermediaries)
Business model (including changes to existing models, impact and risks for different actors, tendering processes, business ratios)
IDD application (namely on measures taken by ancillary insurance intermediaries exempted from IDD)

Next steps
EIOPA to distribute industry questionnaire		June 2018
EIOPA ‘data gathering and data analysis’			June – August 2018

GEN-LIA-18-025:

 Note for Discussion 
Thematic review on consumer protection issues in travel insurance 

I. Introduction 

The current Note for Discussion aims to gather participant’s views on the thematic review on consumer protection issues in travel insurance EIOPA is undertaking. In particular, EIOPA would like to gather further industry insight into the following aspects: 
• Key issues; 
• Data collection process; 
• Further industry involvement. 

II. Background 
At the November 2017 meeting, EIOPA's Board of Supervisors (BoS) took the decision to launch a thematic review to assess potential consumer protection issues in travel insurance. 
According to the mandate from BoS, the thematic review should focus on the sources of consumer detriment resulting from: 
• Product design; 
• Distribution process; 
• Sales practices. 

A thematic review on this topic would help in the understanding of potential sources of consumer detriment and investigate what would be needed to ensure that consumers are treated fairly. 
EIOPA is currently finalizing an Issues Note which aims to: (i) outline the main issues that are to be tested, and (ii) set out how the main issues are to be addressed in developing the thematic review. 
Gathering industry input at this early stage is important to ensure a correct scoping of the thematic review. 

III. Key issues 

Consumer protection issues 

A number of consumer protection issues relating to travel insurance have been identified in recent Consumer Trends Reports and/or have been reported to EIOPA by stakeholders. These relate mostly to product design (e.g. product complexity, exclusions and high premiums for products providing a reduced coverage) and sales practices; although post sales handling has also been an issue in certain jurisdictions (e.g. long and burdensome claims-handling processes). 

A key element of travel insurance is that policies are frequently sold through cross-selling as ancillary products to travel tickets or other travel packages or are often offered as an add-on to other primary products like credit cards, bank accounts or other insurance products. This distribution model can lead to problematic sales practices. In addition, the travel insurance market is characterised by relatively high commission rates (reflecting perhaps the distribution model) that may also lead to misleading or aggressive selling practices. 

Stakeholders have also brought to EIOPA’s attention some recent trends in the distribution of travel insurance, which may contribute to consumer detriment. The increase in sales through digital and remote channels complementing more traditional distribution channels (e.g. travel agents) may bring benefits to consumers, but could also create specific consumer detriment or increase the scale of difficulties that already exist in offline distribution. 

This trend may be further boosted as online travel specialists[footnoteRef:1] play an increasingly role as distributors of travel insurance and where large technological/internet companies[footnoteRef:2] decide to enter the travel insurance market, at least as a first step, in distribution. Of potential significance for consumers is the business model used by new large entrants in travel insurance distribution. Rather than operating as conventional insurance intermediaries, they may operate as business originators and leverage their large customer base and market power when setting the terms of the distribution agreement with insurance undertakings. Insurance undertakings have highlighted to EIOPA that some of these new entrants set upfront their (unnegotiable) commission rates when putting up their distribution business for tender among various insurance undertakings.  [1:  E.g. Bookings.com, TripAdvisor, Expedia or Trivago. ]  [2:  E.g. GAFAs (Google, Amazon, Facebook and Apple). 
] 


Product design 

The key issues considered are: 
• Main characteristics of products available to retail consumers: type of travel insurance, coverage, exclusions and restrictions; 
• Product complexity: impact on consumers’ ability to fully understand the product and navigate the market; 
• Product diversity: contribution to product complexity; 
• Product standardization: risk of consumers being under or over-insured; 
• Exclusions in cover: relevance of pre-existing medical conditions; 
• Over-insurance and double insurance: risk of higher costs without equivalent cover; lack of complementary of medical covers (e.g. with the European Health Insurance Card – EHIC). 

Distribution process 

The key issues considered are: 
• Differences in distribution channels: differences in consumer detriment across distribution channels (e.g. differences in premiums, commission levels and claims ratios); ability of distribution channels to discriminate between customers, target specific customer groups or take advantage of consumer behaviour; 
• Cross selling and add-ons: unclear and/or incomplete information overlooked by customers who are more attentive to the primary product; customers unaware of purchase or poor understanding of product leading to under-insurance, over-insurance and double insurance; limited consumer choice and comparability at the point of sale leading to less competitive markets and products that do not best suit customer needs; 
• Online sales: online-specific consumer protection concerns, including risk of “fast sales”, teaser-products, aggressive marketing techniques and neglect of vulnerable customers; 
• Emerging business models: impact for consumers and market dynamics resulting from an increase in online distribution (online travel specialists[footnoteRef:3] and large technological/internet companies[footnoteRef:4]) and entry of new distributors from other sectors with a distribution network and a large pool of clients (e.g. supermarket chains); impact of emerging business model where new distributors operate as business originators and aggregators, possibly setting upfront commission rates when putting up their “distribution business” for tender among insurance undertakings.  [3:  E.g. Bookings.com, TripAdvisor, Expedia or Trivago. ]  [4:  E.g. GAFAs (Google, Amazon, Facebook and Apple). ] 


Sales practices 

The key issues considered are: 
• Misleading sales practices and lack of information: risk of consumers being misled during the sales process or receiving inadequate information; poor information on the procedures to file a claim; 
• High commission rates: risk of aggressive selling practices and consumers being steered to buy high commissioned products, not necessarily the products that would better suit their needs; 
• Teaser-products: poor or no value of basic cover without add-ons; risk of under-insurance and complexity or unclear pricing. 
Questions to participants: 
Q1. What are your views on the key issues considered? 
Q2. Do you have evidence regarding new business models in the distribution of travel insurance? 

IV. Data collection 

Data will be collected from three complementary sources: 
• Insurance undertakings; 
• National supervisors; 
• Third-parties (e.g. EIOPA’s stakeholder groups, industry associations and consumer associations). 

To gather bespoke market data directly from industry, an Industry Questionnaire will be addressed to participating insurance undertakings selected by NCAs. 

As a starting point, the Industry Questionnaire will collect information regarding the main characteristics of travel insurance products offered, including but not limited to: 
• Type of product; 
• Standard and non-standard covers; 
• Exclusions & restrictions; 
• Premiums: total, average and for typical customer/policy[footnoteRef:5] by distribution channel and type of product;  [5:  E.g. Male customer, aged 35, travelling 1 week to US (for single trip products).] 

• Volume by distribution channel and by type of product. 

Retail risk indicators will also be derived from data collected from participating insurance undertakings, including but not limited to: 
• Claims ratios; 
• Claims frequency; 
• Total value of claims and average claim value; 
• Claims denied: 
· Total and in relative terms: e.g. with reference to number of contracts or number of claims upheld; 
· Reason for claims denied: e.g. lack of cover (pre-existing medical conditions exceeded age or maximum duration of trip), insufficient documentation, etc.; 
• Combined ratios; 
• Commission levels; 
• Complaints: 
· Total and in relative terms: e.g. with reference to number of contracts; 
· By cause and by distribution channel. 

Historical data (2015-2017) will be collected for the number of contracts and premiums and for retail risk indicators to allow evaluating trends in terms of product offering and distribution channels. 
The Industry Questionnaire will also comprise open and qualitative questions to gather additional information on: 
• Sales practices and consumer behavior; 
• Implementation of IDD provisions applicable to distribution through ancillary insurance intermediaries; 
• Emergence of new distributional channels and new business models. 

For direct business underwritten, questions will address specific policies and practices insurance undertakings have in place. For travel insurance distributed through intermediaries the approach will be to consider which policies, practices and controls undertakings have in place when carrying out distribution through ancillary insurance intermediaries. 

Regarding the implementation of the IDD, the purpose is to consider taken or planned measures by insurance undertakings to implement the provisions under the IDD which apply to carrying out distribution through ancillary insurance intermediaries[footnoteRef:6]. This will allow collecting best practices which may provide guidance to insurance undertakings in implementing the IDD. The purpose is not to assess the level of compliance.  [6:  Note that the thematic review will only assess measures taken or planned measures by insurance undertakings, not insurance intermediaries using an ancillary insurance intermediary; data is not expected to be directly collected from insurance intermediaries. not to assess the level of compliance.] 


Open-ended and qualitative questions will be used to assess new distribution channels and business models. This is aimed at gathering evidence of real-life cases and providing a market-oriented and practical perspective into the extent and the way new distribution channels and business models are impacting, or are expected to impact the travel insurance market. 
Participating insurance undertakings will be required to provide data on the travel insurance products they offer. To avoid a large data gathering exercise, data will be requested for a subset of the products most sold by each participating insurance undertaking[footnoteRef:7] – half of products offered by each participating insurance undertaking up to a limit of 5. This more granular data will comprise information on product cover, exclusions, restrictions and premiums.  [7:  Measured by gross written premiums in 2017. 
] 


Questions to participants: 
Q3. What are your views on the data request? 
Q4. Do you anticipate any problems in gathering data? 
Q5. Which other sources could be used to gather information on emerging distribution channels and business models? 

V. Further industry involvement 

The next steps and indicative timeline are the following: 
1. Development of Industry Questionnaire: April 2018 
2. Distribution of Industry Questionnaire to market participants: May 2018 
3. Data gathering and data analysis: May – July 2018 

Questions to participants: 
Q6. Would you be available to take part in a pilot Industry Questionnaire? 
Q7. Do you have additional suggestions regarding industry’s involvement in the thematic review?
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