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1. THE AUSTRALIAN HEALTH SYSTEM - AN OVERVIEW

Australia’shealthsystemis world class,supportinguniversalandaffordableaccessto high
qualitymedical,pharmaceuticalandhospital services,whilehelpingpeopleto stayhealthy
throughhealthpromotionand diseasepreventionactivities.

Governmentsectorinvolvementin healthcareis complementedby astrongprivatehealthcare
system. While Medicareprovidesuniversalaccessto public healthservicesto all Australians,
privatehealthinsurancecomplementsMedicareby enablingpeopleto takeout coverthat
providesaddedbenefitssuchaschoiceofdoctor,hospitalandflexibility in time oftreatment.

Thissubmissionwill outlinetherolesandresponsibilitiesofgovernmentandtheprivatesector
within Australia’shealthsystem— exploringthemix betweenpublic andprivate fundingand
servicedeliveryand therelationshipbetweenthedifferentlevelsofgovernmentin providinghealth
services.In looking attheseroles,this submissionwill outlinethe leadershiproleoftheAustralian
Governmentandhow it worksin partnershipwith stateandterritory governmentsandtheprivate
sectorto deliver services.Thesubmissionwill provideinformationon currentfunding
arrangements,accountabilitymeasuresandquality improvementframeworksin placeto ensurethe
efficient andeffectivedeliveryofhealthservices. It will also examineAustralia’s strongprivate
healthsector,including therelationshipswithin thesectorandbetweenthepublicandprivate
sectors,aswell asconsiderissuesaroundmakingprivatehealthinsuranceamoreattractiveoption.

Overview ofhealth systemfunding
Australia’shealthsystemis financedby amix ofpublic andprivatefundingarrangements.In
2002-03atotal of $72.2billion, or9.5 percentofGDP, wasspentonhealth. Of this:
• Publicorgovernmentfundingaccountedfor $49 billion, or67.9per cent;

- AustralianGovernment- $33.4billion (46.2 percent);and
Stateand territorygovernments- $15.6billion (21.6per cent);and

• Privatesectorfinancingwas$23.2 billion, or32.1 percent.

This breakdownin expenditureis illustratedin Figure 1.

Figure 1 - Health Expenditure by Sector

46%

~ Aust Govt U State& Local Govt 0 Private

Source: Health Expenditure Australia 2002-03, AIHW.
Note: Based on preliminary AIHW and ABS estimates.

22%

4



International comparisons
Figure2 showshealthexpenditure,bothpublicandprivate, for 2002asaproportionof GDP,in
Australiaand eight otherOECDcountries. Theseninecountriesall havesimilarsocio-economic
structuresandstandardsof living. In general,mostof thesecountriesspendasimilar proportion
ofGDP onhealth(thenine countryaverageis 8.5 percent). Theexceptionis theUnitedStates,
wherehealthspendingis 14.7 percentofGDP. Theprivatesectorshareoftotal health
expenditurevariesfrom lessthan20 percentin Sweden,UnitedKingdomandJapanto ahigh of
55.1 percentin theUnited States.At 32.1 percent,Australiais thesecondhighestofthenine
countnes.

Figure 2 - Health expenditure by public and private sectors as percentage of GDP, Australia and
selected OECD countries, 2002

Source: OECD Health Data 2004
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2. ROLES AND RESPONSIBILITIES

TheWorld HealthOrganisationidentifiesfourkey functionsofhealthsystems:resource
generation;financing;serviceprovision;and stewardship.Thesefunctions,in different forms
andcharacteristics,areidentifiablein widely differinghealthsystemstructures.Thesefour
functionsunderlietheorganisationoftheAustralianhealthsystem,wherebothpublicand
privatesectorsfundandprovidehealthcareandall levelsofgovernmentareinvolved,with the
AustralianGovernmentprovidinga stewardshiprole. 1

TheAustralianGovernmenttakesaleadingrole to provideuniversaland affordableaccessto
high qualitymedical,pharmaceuticalandhospitalservices.Statesandterritorieshaveprimary
responsibilityunderthe constitutionfor theprovisionofhealthservices,includingmostacute
andpsychiatrichospitalservices.Originally, theonly Commonwealthpowerin relationto
healthwasquarantinematters. However,in 1946 theConstitutionwasamendedto enablethe
Commonwealthto providehealthbenefitsandservices,without alteringthepowersofthestates
in this regard. ConsequentlytheAustralianGovernmentand stateandterritorygovernments
havecomplementaryresponsibilitiesin health.

Australian Government
ThroughMedicare,theAustralianGovernmentsubsidisesaccessto primarycareproviders,
includingmedicalpractitioners,andto arangeof specialistanddiaguosticservices.The
PharmaceuticalBenefitsSchemeprovidessubsidisedaccessto pharmaceuticals.TheAustralian
Governmentalso contributesfundingto publichospitalsthroughtheAustralianHealthCare
Agreements(AHCAs). Thegovernment’smainrolein theprovisionofcarefor olderpeople
includesfinancingandregulatingresidentialagedcareand communitycare. In additionto these
roles,theAustralianGovernmentprovidesleadershipin broadersocialpolicy issuesconcerningan
ageingpopulationaswell asthegeneralpopulation,includingpromotingthehealth,independence
andwellbeingofall Australians.

TheAustralianGovernmenttakesaleadershiprole in areasof nationalpolicy siguificance,
includingprotectingtheoverallhealthandsafetyofthepopulation,improving accessto health
servicesby theAboriginalandTorresStrait Islanderpopulation,guidingnationalresearchand
evaluation,trialling innovativeservicedelivery approachesandcoordinatinginformation
management.In addition,theAustralianGovernmenthasvariousregulatoryresponsibilities
carriedoutby bodiessuchastheTherapeuticGoodsAdministrationandFoodStandardsAustralia
New Zealand.Throughthedevelopmentofnationalstrategies,theAustralianGovernment
providesleadershipon approachesto siguificanthealthissuessuchasHIV/AIDS, mentalhealthand
ageing. Thesestrategiesbuildon thepartnershipsbetweenandwith affectedcommunities,
governmentsatall levelsandhealthcareprofessionals.

Stateand territory and local governments
Stateandterritory governmentsarethemainprovidersofpublicly providedhealthgoodsand
servicesin Australia. Thosegoodsand servicesarefinancedby a combinationofspecific
purposepayments(SPPs)from theAustralianGovernment,fundingby thestatesandterritories
out oftheirown fiscal resources,and fundingprovidedby non-governmentsources(usuallyin
theform ofuserfees).

Thestateandterritorygovernmentsprovidepublichospital infrastructureandservices,including in
emergencydepartmentandoutpatientsettings,andarethemajorprovidersofcommunitybased
healthprograms.Publicdentalservicesandallied healthserviceshavetraditionallybeena state

‘The World HealthReport2000,HealthSystems:Improving Performance

i
F

I

6



governmentresponsibilityand continueto be so,eitherthroughthepublichospitalsystem,or
throughstatefundedcommunityhealthservices.Stateandterritorygovernmentshaveprimary
responsibilityfor theprovisionofpopulationhealthprograms.

Thelocal governmentsectoralsodelivershealthprograms,oftencontributingaportionoffunds
throughcashor ‘in-kind’ contributions.

Private Sector
Within theAustralianhealthsystem,theprivatesectordeliversa significantproportionof
primary, specialistandallied healthcarethroughgeneralpractitioners(GPs),specialists,
pharmacists,physiotherapists,dentistsandthe like. Accessby individualsto privateprovidersis
oftensubsidisedthroughMedicareorthroughprivatehealthinsurance.TheAustralian
Government’scontributionto healthfundingprovidesuniversalaccessto affordable,quality
servicesunderMedicare,while allowing choicefor individualsthroughasubstantialprivate
sectorengagementin thedeliveryandfinancingofhealthservices.

TheAustralianGovernmenthasalsocommittedto giving all Australiansgreaterchoicein health
careby supportingaprivatehealthsectorthat complementsthepublichealthsystem. To do this,
it seeksto:
• improvetheaffordabilityofprivatehealthcare;
• increaseconsumerconfidence,awarenessandchoice;
• improvehealthindustryefficiency;
• enhancecompetitionbetweenhealthinsurancefunds; and
• encouragethedevelopmentofinnovativenewhealthinsuranceproducts.

As well as increasingchoicefor consumers,theprivatesectorplaysanimportantrolein
providingtheinfrastructureandhealthprovidersrequiredto meetthe increasingdemandfor
healthservices.

Theprivatesectoroperatesprivatehospitalsand,throughhealthfunds offersprivatehealth
insurance.As at March2005,approximately42.9 percentof thepopulationwascoveredby
privatehealthinsurance.During2003-04privatehospitalstreated2.6million patients.

Privatehospitalsareoperatedeitheron aprofit ornon-profitbasis. Thenon-profithospitalsare
predominantlyreligiousor charitable. Bothnon-profitand for-profit privatehospitalsare
subjectto stateregulation. Individualhospitalsrangein sizefrom verysmall facilities offewer
than25 bedsto majorfacilities with severalhundredbeds.Thelatestavailabledatafrom the
AustralianBureauofStatisticsshowthat therewere536 privatehospitalsin operationduring
2002-03.This total comprises271 acutehospitals,25 psychiatrichospitalsand
240 free-standingdayhospitals.

Theprivatehospitalsectorhasgrownconsiderablysincethe 1 990sand offersanincreasingly
diverserangeofservices:
• Privatehospitaladmissionshavebeengrowingby 8 percentayear,comparedto 2 percent

in publichospitalssince1999-00.Thereare11 percentmoreprivatehospitalbedsnowthan
in 1996comparedto 9 percentfewerpublic hospitalbedsoverthesameperiod;and

• 55 percentofall surgerywasperformedin privatehospitalsin 2002-03up from
46.7percentin 1998-99.

Therehasalsobeenanincreasein thenumberofdayonly andfreestandingdayhospital
facilities. This growthin day-onlystaysis particularlyevidentover2000-01 and2002-02with
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an increasein bothyearsof2l percent. This wasfollowed by anincreasein 2002-03of
4.8 percentand5.8percentin 2003-04.

Publichospitalsalsoprovideservicesto insuredpatientsthatchooseto be admittedasaprivate
patient. In theMarch 2005quarter,therewere73,110privatelyinsuredepisodesin public
hospitals,an increaseof 1.8percenton theMarch2004quarter.

TheCommonwealthis requiredunderlegislationto declareprivatehospitalsanddayhospital
facilities forthepurposeofpaymentofhealthinsurancebenefits. Hospitalsmustalsomeet
specific criteriarelatingto quality andsafetyto qualify for thepaymentoftheSecondTier
DefaultBenefits(moreinformationon theSecondTier DefaultBenefitis providedin Chapter6
of this submission).

Most non-governmentfundingfor healthgoodsandservicesin Australiacomesfrom
out-of-pocketpaymentsby individuals. This includessituationswhereindividualsmeetthefull
costofaserviceorgoodaswell aswheretheysharethefundingofgoodsandserviceswith
third-partypayers—forexample,privatehealthinsurancefunds or theAustralianGovernment.

In 2002—03,oftheestimated$14.5 billion out-of-pocketexpenditureby individualson
healthcaregoodsand services:
• 32.7percentwasspenton pharmaceuticals;
• 20.5 percenton dentalservices;
• 14.7 percenton aids andappliances;and
• 9.9 percentonmedicalservices.

As a resultof greatertake-upofprivatehealthinsurance,therehasbeenacommensurate
expansionin the extentanddiversity of servicesperformedin theprivatesector. This is.
exploredin moredetail in Chapters5-7. All Australiansthatareeligible for Medicarehave
accessto publichospitalsregardlessof whetherornot theyhaveprivatehealthinsurance.

Joint responsibilitiesand partnership arrangements
Thedifferentrolesandresponsibilitiesofthevariouslevelsofgovernmenthavemadeit
essentialthattherebeongoingcooperationin the interestsofthehealthandwellbeingofall
Australians.Cooperationcanalsohelp to addressperiodicproblemsof costandblame-shifting
whichhaveat timeled to duplication,wasteor servicedeliveryproblemsacrossthesystemasa
whole. While thereis somescopefor flexibility fundingarrangementsareusuallyhandled
throughclearlydefinedagreements.Someof thesearediscussedin thenextchapter.
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3. FUNDING ARRANGEMENTS

Australian Government

TheMedicareBenefitsSchedule(MBS) andthePharmaceuticalBenefitsScheme(PBS)directly
supportpatientaccessto affordablehealthcareby subsidisingpatientsfor thecostsofservicesand
therapiesdeliveredpredominantlyby privatemedicalpractitionersandsuppliers. In 2003-04,the
AustralianGovernmentprovidedalmost$14.2billion to subsidiseaccessby individual Australians
to medicalandpharmaceuticalservices. In addition,theAustralianGovernmentfinancesand
regulatesresidentialagedcare. Furtherinformationon funding arrangementsfor theMBS, thePBS
andtheprovisionofagedcareservicesfollows.

Medicare BenefitsSchedule
TheMedicarebenefitsarrangementsaredesignedto provideassistanceto peoplewho incur
medicalexpenseswhentheyreceiveprofessionalservicesthat arelisted on theMBS. Although
theAustralianGovernmentis responsiblefor settingfeesfor Medicarebenefitspurposesandfor
thepaymentof Medicarebenefits,it hasno direct powerorauthorityto determinethe fees
chargedby doctorsortheirbilling practices. Medicalpractitionersarefreeto set theirownvalue
on theirservices,andthe actualfeechargedis amatterbetweenthedoctorandthepatient. If a
practitionerchoosesto bulk-bill, thepatient‘assigns’theirright to Medicarebenefitsto the
practitioner,asfull paymentfor themedicalservicereceived.

TheMedicareSafetyNetprotectsall Australiansagainsthighout-of-pocketmedicalcosts.
Out-of-pocketcostsarethedifferencebetweenthefeeschargedby thedoctorandtheMedicare
benefitspaid. Oncean annualthresholdis reached,Medicaremeets80 percentofthe
out-of-pocketcostsfor medicalservicesprovidedoutsidehospital.

In 2003-04,total spendingthroughtheMBS was$8.6billion, ofwhich$2.9 billion (oraround
33 percent)wasfor “un-referredservices2~~,generallyacceptedasameasureofGP attendances.
This equatesto almost97.5 million services,oraround43 percentofthe226.4million total
Medicareservicesclaimedin theperiod. Table 1 showsservicesprovidedandbenefitspaid
throughtheMBS in 2003-04.

Table I - MBS benefits and services by broad type of service, 2003-04
Benefits Services Servicesper capita

$m ‘000
GP attendances 2,854.8 97,467 4.8
Specialistattendances 1,119.5 20,313 1.0
Obstetric services 76.6 1,418 0.1
Anaesthesia 209.1 1,956 0.1
Pathology 1,407.5 73,762 3.7
DiagnosticImaging 1,330.5 13,458 0.7
Operations 839.9 6,590 0.3
Optometry 196.5 4,786 0.2
Other 565.6 6,632 0.3
Total MBS 8,600 226,382j 11.3
Source: Medicare Statistics http://www.nealth.gov.au

2 Whiletherearea smallnumberof un-referredattendancesclaimedby non-GPs,it is generallyacceptedthat the

patternsfor un-referredattendancescanbeusedto representGP services.
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PharmaceuticalBenefitsScheme
In manycases,accessto medicinesis centralto achievingoptimalhealthoutcomes.ThePBS
providesAustralianswith affordable,reliableandtimely accessto necessaryand cost-effective
medicines. ThePBS is aworld classschemebasedon rigorousanalysisofthebenefitsand
efficacyofindividual medicines.ThePBSsubsidisesthecostofpharmaceuticalsby providing
all Medicare-eligiblepeoplewith accessto effectiveandnecessaryprescriptionmedicationat a
reasonablecostto themandthenation. Specialsafeguardsarein placefor individualscovered
by Commonwealthconcessioncards.

ThePBS is avery fast-growingcomponentoftheAustralianGovernment’shealthbudget. Over
thedecade1993-94to 2003-04,PBSexpendituregrewby an average12.9 percentperannum.
Governmentandpatientexpenditureon itemsprovidedunderthePBS exceeded$6 billion in
2003-04,comparedwith just over $2 billion in 1993-94. In 2003-04,around166 million
prescriptionsweresubsidisedthroughthePBS at a costto Governmentof$5.6 billion. It is
estimatedthatthree-quartersofall prescriptionsdispensedin Australiaaresubsidised.

Aged care
Australia’sagedcaresystemis structuredaroundtwo mainformsofcaredelivery:residential
andcommunitycare.Therearealsoanumberof associatedagedcareprograms. All levelsof
governmenthavesomerole in funding,administeringorprovidingcarefor olderpeople. The
AustralianGovernment’smainrole in theprovisionofcarefor olderpeopleincludesfinancing
andregulatingresidentialagedcare. TheAustralianGovernmentalsoworkscloselywith states
andterritoriesto help olderpeoplestayathomefor aslong aspossiblethroughits community
careprograms.Two examplesofthesetypesofprogramsareCommunityAgedCarePackages
andtheExtendedAgedCareatHomeprogram. CommunityAgedCarePackagesprovidecare
in aperson’sown homeasanalternativefor thosewhosedependencyandcomplexcareneeds
qualify themfor entry to anagedcarehomefor low level care. TheExtendedAged Careat
Homeprogramprovidescareto frail olderpeoplewho requirehigh level residentialcare,but
haveexpressedapreferenceto live athomeandareableto do so.

Whenfrail, olderpeoplecanno longerbeassistedto stayin theirhomes,careis availablein
residentialcareservices.As at30 June2004, therewere2,931 residentialservicesin Australia
providinghigh level andlow level care. At that time therewere 174,657allocatedplaceswith
156,056operational.Residentialcareis divided intohigh andlow levelcaredependingon the
level ofnursing,accommodation,support,personalcareandallied healthservicesrequired.

Areas of shared responsibility between different levels of government

While theAustraliangovernmentgenerallydoesnot haveresponsibilityfor direct servicedelivery,
it providesleadershipandinfluencespolicy andservicedeliverythroughits financialarrangements
with stateandterritory governments,throughtheprovisionofbenefitsandgrantsto organisations
andindividuals,theregulationofhealthinsurance,andthedevelopmentofnationalstrategiesin
key areasofhealthandagedcare. TheAustralianGovernmentworksin partnershipwith stateand
territory governmentsto deliverhealthcarein asystemwith manytypesof servicesandmany
providers,andarangeoffunding andregulatorymechanisms.Both levelsof governmentwork
togetherto ensurethat acoordinatedsystemofhealthcareis availableto all Australians.

This cooperationis formalisedthrougharangeof funding agreementswith associated
performancereportingrequirementsandin joint venturessuchastheAustralianCouncil for
Safetyand Quality in HealthCareandthroughthework programofall HealthMinisters
including theNationalHealthReformAgenda.
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Therearemanyexamplesin thehealthsectorof theAustralianGovernmentandstateandterritory
governmentscooperatingeffectively in areasofsharedinterestthroughboth longterminitiatives
andtimelimited trials. This submissiondoesnotattemptto explorethemall, ratherit focuseson
higherlevel examplesofjoint initiatives including throughtheAHCAs, PublicHealthOutcome
FundingAgreements,AustralianImmunisationAgreementsandtheHomeand CommunityCare
Program,MultipurposeServicesand Indigenousprograms.

Fundingfor activities in theseareasis providedmainly throughspecificpurposepayments
(SPPs)from theAustralianGovernmentto stateandterritory governments.In 2004-05the
AustralianGovernmentwill providean estimated$23.4billion in health-relatedSPPs,
comprisingalmost 13 percentoftotal AustralianGovernmentexpenditure.

Australian Health Care Agreements
TheAHCAsprovideuniversalaccessto freepublic hospitalcare,deliveredthroughthestateand
territory governmentsector. TheAHCAs arefive-yearbilateralagreementsbetweentheAustralian
Governmentandeachstateandterritory.

Throughtheseagreements,theAustralianGovernmentprovidesfinancialassistanceto thestatesas
a contributionto thecostofprovidingpublic hospitalservicesin accordancewith specified
principles. Theseprinciplesincludethat public hospitalservicesmustbeprovidedfreeof chargeto
public patientson thebasisofclinical needandwithin aclinically appropriateperiod,regardlessof
geographiclocation.

TheAHCAs ensureaccessto freepublichospital servicesvia fundingfrom theAustralian
Governmentto stateandterritorygovernments.Overthelife ofthe2003-08AHCAs, theAustralian
Governmentwill provideup to $42 billion in fundingto stateandterritory governments.Actual
expenditurein 2003-04throughtheAHCAs wasapproximately$7.5billion.

In 2002-03,preliminaryestimatesoftotal recurrentfunding ofpublic (non-psychiatric)hospitals
was$17.5billion ofwhich approximately49 percentwascontributedby theAustralian
Government,43 percentby thestatesandterritoriesand8 percentby theprivatesector.~ This
fundingsupported748public hospitalsand52,200publichospitalbedsacrossAustralia. In
2002-03,thepublic hospitalsectoraccountedfor 4,155,956patientseparationsandaround
42.5 million occasionsof non-admittedpatientservices.~

Population health
Populationhealthincludeshealthpromotion,diseaseandinjury preventionandhealth
protection,includingimmunisation. TheAustralianGovernmentprovidessiguificantfundingto
statesandterritoriesfor populationhealththrougharangeof fundingagreements,themost
notableofwhicharethePublicHealthOutcomeFundingAgreements(PHOFAs)andthe
AustralianImmunisationAgreements(AlAs).

ThePHOFAsarebilateralfundingagreementsbetweentheAustralianGovernmentandeach
stateandterritory government.Theagreementsprovidestatesandterritorieswith broadbanded
(or pooled)fundinglinked to theachievementof outcomesin arangeofpublichealthprograms
includingHIV/AIDS andrelatedsexuallytransmissibleandbloodbornediseases,cancer
screening(breastand cervicalcancer),andhealthrisk factors(preventionof alcoholandtobacco
misuse,sexualandreproductivehealth,women’shealthandsomeprogramsundertheNational
Drug Strategy).

AIHW (AustralianInstituteof HealthandWelfare)2004.HealthExpenditureAustralia2002-03.Canberra:AHIW
~‘ DepartmentofHealthandAgeing.AustralianHealthCareAgreements:PerformanceReport1998-99to 2002-03.
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ThecurrentPHOFAscovertheperiod2004-05to 2008-09andprovidestatesandterritorieswith
$812million overfive years. Althoughjurisdictionsarenotrequiredto matchtheAustralian
GovernmentfundingunderthePHOFAs,statesandterritoriesmakeamajorcontribution
towardstotal expenditureon PHOFAactivities.

TheAlAs arebilateralagreementsbetweentheAustralianGovernmentandeachstateand
territory. Theagreementsprovidefundingof$832million over2004-05to 2008-09to coverthe
fundingofapprovedvaccinesto designatedpopulationgroupsundertheNationalImmunisation
Program(NIP). TheAustralianGovernmentprovidesfull funding for thepurchaseofNIP
vaccines,and statesandterritoriestakeresponsibilityfor deliveryofvaccinesthrough
immunisationproviders,suchasGPs,nursesor AboriginalHealthWorkers(theAustralian
GovernmentalsosubsidisesGP deliveryofvaccinesthroughMedicare). TheAlAs alsoprovide
someAustralianGovernmentfundingfor thedeliveryofspecificschool-basedvaccination
programs.

Aged Care
Recognisingthelinks betweenthehospital sectorandagedcarein communityandresidential
settings,theAustralianGovernmentis taking aleadingrole in establishingacost-shared
TransitionCareProgramwith thestatesandterritories. In addition,undertheAHCAs, the
AustralianGovernmenthasfundedthePathwaysHomeProgramto assiststatesandterritoriesto
expandtheirprovisionof stepdownandrehabilitationcare.

TheHomeand CommunityCare(HACC) Programis ajoint AustralianGovernment,stateand
territory initiative thatprovidesservicesfor frail agedandyoungerpeoplewith disabilitiesand
theircarers.HACC servicesincludecommunitynursing,personalcare,meals,domestic
assistance,homemodificationandmaintenance,transportandcommunitybasedrespitecare.
TheAustralianGovernmentcontributesaround60 percentoffundsandmaintainsabroad
strategicrole. Statesandterritoriesprovidetheremaining40 percentofthefunds andare
responsiblefortheday-to-daymanagementof theprogram.

Multipurpose services
MultipurposeServices(MPS) areajoint AustralianGovernmentandstateandterritory initiative
to deliverresidentialand/orcommunityagedcareandhealthandcommunityservicesin rural
andremotecommunities,manyofwhich cannotsustainseparateservices.By bringing together
health,agedandcommunityservices,economiesofscaleareachievedto supporttheviability of
servicesin small communities,which wouldnot otherwisebeviable if providedseparately.
EachMPS is financedby a flexible fundingpool to whichboththe stateorterritory andthe
AustralianGovernmentcontribute. This is reviewedeverythreeyears. TheMPS canusethe
moneyto provideamix ofservices,includingagedcare,bestsuitedto thecommunity’sneeds.

Indigenoushealth services
Funding for theseinitiatives is in additionto funding from mainstreamhealthprogramssuchas
theMBS andPBS. TheAustralianGovernmenthasworkedto improvetheaccessibilityand
responsivenessofthemainstreamAustralianhealthsystemto meettheneedsofAboriginaland
TorresStrait Islanderpeople.For example,MBS andPBSexpenditureon AboriginalandTorres
Strait Islanderpeoplehasincreasedby around50 percentsince1996. Undertheprovisionsof
theNationalHealthAct1953 theAustralianGovernmenthasimplementedspecialPBS supply
arrangementsto eligible remoteareaAboriginalhealthservices($17.85million in 2003-04),
while an estimated425,000Medicare-fundedserviceswereprovidedby AboriginalandTorres
Strait Islandercommunitycontrolledhealthservicesat a costof($13.5million).
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TheAustralianGovernmentprovided$281million in 2004-05for Indigenous-specificprimary
healthcareservicesand, in partnershipwith stateandterritory governmentsandthe community
sector,improvedIndigenouspeople’saccessto highqualityprimaryhealthcareservicesacross
Australia. Examplesofthesecollaborativeinitiatives include:
• the expansionofprimaryhealthcareservices;
• theupgradeand expansionofhealthclinics;
• capacitybuilding activities suchastrainingand support,informationprovisionandthe

developmentofcommunityrepresentativesteeringcommittees;
• theconstructionofhealthcarestaffhousingin remoteareasto encouragehealthcarestaff

recruitmentin theseregions;and
• regionalplanningactivities.

Joint government policy forums

TheAustralianHealthMinisters Conference(AHMC) andtheAustralianHealthMinisters
Advisory Council (AHMAC) arethekey coordinatingbodiescomprisingministersfrom the
AustralianGovernmentandstateandterritory governmentswith responsibilityfor health
matters. AHMC providesa forumfor governmentsto discussmattersofmutualinterest
concerninghealthpolicy, healthservicesandprogramsand aimsto promoteaconsistentand
coordinatednationalapproachto healthpolicy developmentandimplementation.TheAHMAC
advisestheAHMC on strategicissuesrelatingto thecoordinationofhealthservicesacrossthe
nationandoperatesasanationalforum for planning,informationsharingandinnovation.

AHMAC hasestablishedtwo groupsto look atplanningandreformissuesin theareasof
workforceandhealthreform.

Medical workforce
TheAustralianGovernmentundertakesto ensurethatthereis anadequatenumberofhealth
professionalsto meetpopulationneednow andinto thefuture;that thehealthworkforceis
appropriatelydistributedto meetthatneed;andthat suitableeducationandtrainingarrangements
areput in placefor thehealthworkforce. Thehealthcareworkforceis asharedissuebetween
theAustralianGovernmentandthestatesandterritories.

TheAustralianMedicalWorkforceAdvisory Committee(AMWAC) is anindependentbody set
up at anationallevel in 1996 to promotestrategicworkforceplanningandprovideadviceon
nationalmedicalworkforcematters. In 2000,theAustralianHealthWorkforceAdvisory
Committee(AHWAC) wasfoundedto overseewider workforceplanningneedssuchasthe
nursing,midwifery andalliedhealthworkforces. AustralianGovernmentandstateandterritory
healthworkforcepoliciesarecoordinatedthroughthesemechanisms.

Health Reform AgendaWorking Group
Thehealthsystemneedsto beresponsiveto thechangingneedsofthepopulationandchangesin
thewaythathealthservicescanbe delivered. For anumberofyears,HealthMinistershave
recognisedtheneedfor substantialreformin thehealthsystemandhavesoughtto progress
reformthroughmoreeffectiveuseof availableresources.In the12 monthsbeforethe endofthe
1998-2003AHCAs, HealthMinisters agreedto pursueasubstantiveandcooperativereform
agendaandappointedtheHealthReformAgendaWorkingGroup to managethis work.

Thereformeffort hasfocussedaroundthethemesof:
improvinghealthoutcomesfor Australiansratherthanafocuson fundingandprogram
arrangementsandjurisdictionalresponsibilities;

L
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• improvingcoordinationand integrationof services;and
• developingthenationalinfrastructureto supportreform.

CollaborationbetweentheAustralianGovernmentandstatesandterritorieshasbeenoccurring
in thefollowing areas:
• accessto specialistsin rural andremoteareas;
• ImprovingIndigenoushealth:RemoteAreaRenalServicesProject;
• aNationalChronicDiseaseStrategy;
• broaderpharmaceuticalreformacrossjurisdictions;
• nationalworkforceplanningfor theemergencycareworkforce;
• establishmentoftheNationalF-HealthTransitionAuthority (NEHTA), anewnationalentity

to drive forward critical e-healthpriorities on behalfofall jurisdictions;and
• increasingthenationalorgandonationrate.

14



4. ACCOUNTABILITY AND QUALITY

While theAustralianGovernmentis generallynot directlyresponsiblefor servicedelivery,over
thepastfew yearsit hasintroducedreformsto increasestateandterritoryaccountabilityfor
fundingandexpenditure.Thesereformshaveled to thedevelopmentofagreementsbetweenthe
variouslevelsofgovernmenton key objectives,respectiveresponsibilities,reportingof financial
informationand detailedperformanceindicators.

Manyspecificpurposepayments(SPPs)from theAustralianGovernmentto thestateand
territory governmentsarecontingenton theprovisionof theseaccountabilitymeasures.Through
thesereportingrequirements,theAustralianGovernmentis ableto hold statesandterritories
accountablefor hospitalandpublichealthservices.

AHCAs
Current reportingrequirements
The2003-08 AHCAs performancereportingrequirementsfall into two broadcategories:
• reportingon currentperformance;and
• the developmentofan improvedperformancereportingframework.

Forthefirst time, theAgreementsallow theAustralianGovernmentMinisterfor Healthand
Ageingto imposepenaltieson thestatesandterritoriesif theydo notmeetthereporting
requirementssetout in theAgreements.If astateor territory is assessedasbeingnon-compliant
in aparticularfinancialyear,theAgreementsgive theAustralianGovernmenttheauthorityto
withhold fourpercentofthat stateorterritory’s funding for thenext financialyear.

PerformancereportingundertheAHCAs
Thestatesandterritoriesarerequiredto provideinformationto theAustralianGovernmenton a
quarterlyandannualbasis:
• thequarterlyinformationrelatesto emergencydepartmentandelectivesurgerywaiting times

and non-admittedpatientactivity; and
• theannualinformationis morevariedandincludesarangeof agreednationalminimum data

sets,performanceagainstasetofperformanceindicatorsandexpenditureinformation.

TheAgreementsalsorequiretheAustralianGovernmentto produceTheStateofourPublic
HospitalsReport,within six monthsofreceivingtheannualdatafrom the statesandterritories.
Theaim of thereportis to inform theAustralianpublic on theperformanceofthestatesand
territoriesin deliveringpublichospitalservices.This reportprovidesapictureofwhatour
public hospitalsdo andwho usesthem,howourhospitalsarechangingandhow theyare
performing.

Developmentofan ImprovedPerformanceFramework
TheAgreementsalsorequiretheAustralianGovernmentandthe statesandterritoriesto work
togetherto develop:
• newnationalminimumdatasetsfor emergencydepartmentsandoutpatients;
• arangeofnewperformanceindicators;and
• anewsystemforreportingrecurrenthealthexpenditureundertheAgreements.
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PHOFAs AND AlAs
PerformancereportingunderthePHOFAsandAlAs
UnderthePHOFAsandAlAs, thestatesandterritoriesarerequiredto reportto theAustralian
Governmentagainstanagreednationalsetofperformanceindicators.Theseperformance
indicatorshavebeendevelopedin consultationwith thestatesandterritories.

ThePHOFAsincludeoutputandoutcomeindicatorsfor threebroadareasofpublichealth
activity:
• communicablediseases(HIV/AIDS andrelatedsexuallytransmissibleandbloodborne

diseases);
• cancerscreening(breastcancerandcervicalscreeningrecruitment,support,counsellingand

follow up, andtheVictorian CytologyService);and
• healthrisk factors(preventionofalcoholmisuseandtobaccosmoking,sexualand

reproductivehealthpromotionandwomen’shealth).

ThenewAlAs coverarangeofrequirementsto supporttheNationalImmunisationProgram
suchasthereportingofimmunisationcoveragelevels.

Safety and quality
ThereareanumberofdifferentapproachesacrossthehealthsystemwheretheAustralian
Governmentworkswith stateandterritory governmentsandNGOsto ensuretheongoing
provisionofhigh qualityhealthservices.Theseinclude:
• TheestablishmentoftheAustralianCouncilforSafetyandQuality in HealthCare, to

providenationalleadershipto improvethesafetyandqualityofcarein hospitalsandother
healthsettings.Thecurrenttermof theCouncilendsin June2006. A ReviewoftheFuture
GovernanceArrangementsfor SafetyandQuality in HealthCareis currentlybeing
undertakento adviseMinisterson thefuturearrangementsfor leadershipandnational
coordinationofsafetyandquality in healthcare.

• The developmentofNationalServiceImprovementFrameworks(NSIF) for thenational
healthpriority chronicconditionsof cancer,diabetes,asthma,cardiovasculardiseaseand
stroke,andarthritisandmusculoskeletalconditions.TheNSIFswill identify key intervention
pointsacrossthecarecontinuum(from preventionto palliation) whereimprovementscanbe
made.

• FundingorganisationssuchastheDivisions ofGeneralPracticeto improvehealthoutcomes
by supportinggeneralpractitionersandencouragingquality improvement.

Therearealsoarangeof strategiesin placeto ensurequalityoutcomesin theprovisionof
primarycare.Thestrategiesincludea numberofdifferentfunding arrangementsandincentives
suchas:
• EnhancedPrimaryCare— MBS itemsto encouragehealthassessmentsandmultidisciplinary

care.
• A rangeofserviceincentivepayments,whichrewardcompletionofbestpracticecyclesof

carefor mentalhealth,asthmaanddiabetes.
• A rangeofincentivepaymentsthroughthePracticeIncentiveProgramaimedatpopulation

healthoutcomessuchascervicalscreeningandimmunisation.
• Practicepaymentsarelinked to practiceaccreditation,which coversquality standardssuch

aspracticearrangementsandinfrastructuredrawnupby theRoyalCollegeof General
Practitioners.

• AustralianPrimary Care CollaborativesProgram(APCCP)to improveclinical outcomes,
reducelifestyle risk factors,helpmaintaingoodhealthfor thosewith chronicandcomplex

16



conditions,andimproveaccessto Australiangeneralpracticeby promotingacultureof
quality improvementin primaryhealthcare.

To ensurethat olderAustraliansreceivequality care,theAustralianGovernmenthasinstituteda
quality frameworkbasedon theaccreditationandcertificationprogramsfor residentialcareand
HomeandCommunityCareNationalServiceStandards.
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5. THE PRIVATE HEALTH INSURANCE INDUSTRY

Within the Australianhealthsystem,theprivatesectordeliversasignificantproportionof
primary,specialistand alliedcarethrougha medicalworkforcethatincludesgeneral
practitioners,specialists,pharmacists,physiotherapists,agedcareworkers,nursesanddentists.
Thesectorincludesprivatehospitals,contributionsfrom patientsandhealthfundsthat offer
privatehealthinsurance.Privatehospitalsandpatientcontributionswereoutlinedin Chapter2.
This chapterfocuseson privatehealthinsurance.

Theprivatehealthcaresectorcomplementsthepublic healthsectorby allowing thehealth
systemto meetthehealthneedsoftheAustralianpopulationandby giving individualsa choice
inwhethertheyaretreatedasapublicorprivatepatient.

Whenapatientchoosesto be treatedasaprivatepatientin eitherapublicorprivatehospital,
theyarechargedfor the hospitalaccommodationandthemedicalandotherservicesthey
receive. Medicarewill refund75 percentoftheMBS feefor medicalpractitioners’services
providedaspartof thehospitaltreatment.Theresponsibilityfor meetingtheremaining
25 percentof theMBS feeandothercostssuchashospital accommodation,theatrefees,
diagnostictests,drugs,dressingsandotherconsumablesrestswith thepatient. Peoplemay
chooseto purchaseprivatehealthinsurancewhich will coversomeor all ofthesecosts.

Therearetwo typesofprivateinsurancecoveravailable- hospital coverandancillarycover:
• Hospitalcoverwill pay theremainingtwenty-fivepercentoftheMBS fee for medical

practitioners~servicesandsomeor all oftheothercostsassociatedwith thetreatmentsuchas
hospitalaccommodation;and

• Ancillary coverwill pay for someof thecostsof servicesthat occurout ofhospitalsuchas
dental,opticalandphysiotherapyhealthservices.

Privatehealthinsurancemaycoverall hospitalandmedicalbills orthepatientmayhaveto paya
gap (oranout-of-pocketcost). The amountthepatientwill haveto paywill dependuponthe
typeofcovertheyhavepurchasedand whetherthedoctorand/orhospitalandhealthfundhavea
gap agreementor gap coverschemein place.

Privatehealthinsurancehospitalcovercanonly coverthecostsof servicesprovidedwhen
patientsareadmittedto hospital. Wheremedicalservicesareprovidedon anon-admittedbasis
suchasoutpatientservices,patientsareresponsiblefor payingthegapbetweenwhateverthe
doctorchargesandtheMBS rate.

More thanforty percentofthepopulationnowhaveprivatehealthinsuranceandthepolicy
setting andregulatoryregimethat governstheprovisionof privatehealthinsurancesupportsthe
industryin theprovisionofreadyaccessto appropriateservices.

Government expenditure on private health insurance

The Private Health Insurance Rebate
Themajority ofAustralianGovernmentexpenditurein theprivatehealthsectorfundsthePrivate
HealthInsuranceRebate.The30%Rebatewasintroducedon 1 January1999 to increasethe
affordabilityofprivatehealthinsuranceby reducingthecostofpremiumsby 30 percent.
Higherrebatesfor olderAustralianswereintroducedfrom 1 April 2005.
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All Australiansareeligible to claimtheRebatesif theyhaveanappropriatehealthinsurance
policy thatprovideshospital,ancillaryorcombinedcover,andwhereeachpersoncoveredby the
policy is eligible to claim Medicarebenefits.

In 2003-04 thetotal costofthe 30%Rebatewas$2.5billion andis estimatedto be $2.7billion
in 2004-05.ThecostofthehigherrebatesforolderAustraliansis estimatedto be $29.9million
in 2004-05and $125.1million in 2005-06.

Composition of health fund benefitsoutlays
TheRebatesarecalculatedon the amountofpremiumpaid,so increasesin healthinsurance
premiumshaveadirect impacton governmentexpenditureon theRebates.

As healthcostsrise, fundbenefitsincreaseandmorepremiumincomeis needed.Between
June2000andJune2004,benefitoutlaysperhealthfundmemberroseon average8.0percenta
yearwhile contributionincomepermemberroseon average6.6percentayear.
• In 2003-04,totalhealthfundbenefitoutlaysincreasedby 8.2percentwhich comprise:

- hospitalbenefitsincreasescontributing7.2percentofthe8.2 percent; and
- growthin ancillaryutilisation contributing1.0 percent.

• In 2003-04,benefitspaidfor ancillaryproductsmadeupapproximately25 percentofhealth
funds’ expenditure.However,thefundshavesomeability to controlancillarycostsbecause
theycanplacecapsonentitlementsfor an individualeachyear.

Figure3 breakshealthfundoutlaysinto categories.

Figure 3 - Health fund outlays

Hospital and Ancillary Benefits plus Management Expenses, 2003-04

Private Hospitals, 41.3%

Source: Private Health Insurance Administration Council

Figure4 providesabreakdownofhealthfunds’ expenditureon benefitsby type overthelast five
years. Thechartshowsthatwhile expenditureon ancillary,publichospitalsanddayhospitalsas
apercentageofbenefitspaid is reasonablystable,medicalservicesandprostheseshave
continuedto increase.

Day Hospital, I

Public Hospital, 4.2%—~

Prostheses, 7.9%

Ancillary, 24.8%
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Figure 4— Health fund expenditure on benefits by type

Source: Private Health Insurance Administration Council

Cost drivers for private health insurance
Healthfundsprovidebenefitsfor two typesofcover:hospitalandancillary. While benefitspaid
for ancillaryserviceshaveremainedrelativelystablesince1999-00,benefitspaidfor hospital
serviceshavecontinuedto increasesteadily.

Thecomponentsofhospitalbenefitsaremedical,privatehospitals,dayhospitals,public
hospitalsandprostheses.It is importantto examineeachofthesecomponentswhenlooking at
thereasonsfor increasesin hospitalbenefits.

Table2 comparesthegrowthin benefitsandepisodesin the2002-03calendaryearto the
2003-04calendaryear. Thetableindicatesthat therehasbeenashift from costto utilisation as
themain driverfor thegrowthin benefitspaid.

Table 2 - Annual rates of increase in benefits and eoisodes
Benefits Benefitsper episode

2003 cf 2004cf
2002 2003

Episodes
2003 cf

2002

er person
2004cf
2003

2003 cf
2002

2004cf
2003

PrivateHospitals 6.6% 6.4% 5.4% -0.9% 1.7% 7.4%
Prostheses 28.2% 18.3% 29.6% 4.2% -0.5% 13.5%
PublicHospital 3.3% 15.4% 4.9% 2.9% -0.9% 12.2%
DayHospital 7.5% 11.6% 1.8% 0.6% 6.3% 11.0%
Medical 10.6% 13.3% 8.4% 5.5% 2.6% 7.4%

Totalhospital 9.2% 9.5% 7.7% 1.0% 2.0% 8.4%
Totalancillary 0.8% 3.0% -4.4% -0.1% 4.0% 1.8%

44 <444

>4~ ~,\

Totalbenefits
growth

6.7% 7.7%

Source: Private Health Insurance Administration Council
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Totalhospitalbenefitscontinueto growby around9 percentperyearcomparedwith overall
benefitsgrowthof 7 percentperyear. Thegrowthratehasremainedsimilarbetween2003 and
2004but themain factordriving thegrowthis different.
• In thetwelvemonthsto December2003 theincreasein benefitswasmostlydueto increases

in prices:
- hospitalbenefitsperepisodeincreasedby 8 per cent;while
- episodesperpersonincreasedby 2 per cent.

• In thetwelvemonthsto December2004utilisation wasthemainfactordriving theincrease
in benefits:
- hospitalbenefitsperepisodeincreasedby 1 per cent;while
- episodesperpersonincreasedby 8 per cent.

This indicatesthattherehasbeensomedownwardpressureon hospitalcostsin the last twelve
months,whileatthe sametimetherehasbeenan increasein thenumberof servicesprovidedby
hospitals.

Two componentsofhospitalbenefits,medicalcostsandprostheses,arediscussedin moredetail
below.

MedicalCosts
Overthepasttwo years,totalmedicalbenefitshavegrownby morethan 10 percentperannum.
In a similarwayto hospitalbenefits,thegrowthratehasremainedsimilarbut themain factor
driving thegrowthhaschanged.
• In thetwelvemonthsto December2003,priceriseswerethemainfactordriving the

increase:
- medicalbenefitsperepisodeincreasedby 8 per cent;while
- episodesperpersonincreasedby 3 percent.

• In the 12 monthsto December2004,utilisation wasthemainfactor:
- medicalbenefitsperepisodeincreasedby S per cent;while
- episodesperpersonincreasedby 7 percent,doublethatofthepreviousyear.

As with hospitalbenefits,this indicatesthattherehasbeensomedownwardpressureon medical
costsin the last twelvemonths,but therehasalsobeenanincreasein thenumberofmedical
servicesprovided.

Prostheses

Oneofthemajorcostdriversofhealthinsurancepremiumshasbeenthecostsofprostheses.
Currentratesofgrowthin prosthesescostsareestimatedto contributearound2 percentayearto
total premiumgrowth. Therewasanannualaverage29 percentincreasein prosthesesbenefits
paid in 2003-04comparedto 2000-01.Benefitspaid in 2003-04totalledover $647million.

In responseto theincreasingcostsofprostheses,thegovernmentintroducednewarrangements
for thefundingofprosthesesin March2005which areexpectedto be implementedin
August200S. Thenewarrangementsrequirehealthfunds to providebenefitsfor two groupsof
prostheses- “no gap” and“gappermitted”. It is anticipatedthat themajorityofprostheseswill
belisted as“no gap” andfor manycontributorsout-of-pocketcostswill notbe an issue.
However,therewill be somecaseswheretheconsumer,in consultationwith theirdoctor,will
chooseaprosthesisfor whichtheywill be requiredto meetsomeof thecost.
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Thesenewarrangementsareexpectedto makea significantcontributionto reducingpressureon
healthinsurancepremiumsby limiting therapidgrowthin thebenefitsforprosthesesthathas
beenoccurringto date. A commensuratecurbingofthegrowthoftheRebateis alsoanticipated.

AgeofMembers
TheProductivityCommissionreport,EconomicImplicationsofan AgeingAustralia,andthe
Treasurer’sIntergenerationalReportboth suggestthatasthepopulationages,expenditureon
healthwill alsoincrease.Twelvepercentofprivatehealthinsurancemembersareover 65
years,yetbenefitspaidfor peopleover65 yearsof agemakeup approximately25 percentof
total benefitsandareincreasingover time(Figure5).
Figure 5— Hospital and ancillary benefits by age

Hospital and Ancillary Benefits by age
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Source: Private Health Insurance Administration Council

The private health insurance market

Healthfundsoperatein an environmentwhereproducts,prices,registrationandfinancialand
prudentialaspectsoftheirbusinessareregulated.

Therearecurrentlyforty registeredhealthfunds in Australiaandthesecanbe separatedinto two
membershiptypes;openmembershipfunds andrestrictedmembershipfunds. An open
membershipfundmeansthat anybodycanapplyfor healthinsurance,whilst arestricted
membershipfundonly allowsmembershipto peoplewho belongto aparticularorganisationor
community(eg,NavyHealth).

Of theforty fundsoperatingin Australia,thirty-six arenot-for-profitorganisationsandfourteen
haverestrictedmemberships.Any surplusgeneratedfrom carryingon thebusinessof a
not-for-profit fund remainsin thefund to beusedfor thebenefitofcontributors.Thefew
organisationsoperatinghealthfundson a ‘for-profit’ basismayuseanyfundsavailablethat are
morethanthestatutoryminimumreserveslevel for otherpurposessuchaspaymentofdividends
andre-investment.

Of the$8.6 billion contributionincomereceivedby fundsin 2003-04,$7.6 billion waspaidout
by fundsto meetthecostsofmemberclaims. Table3 providesabreakdownofhealthfunds’
financessince1999-00.

2001-02 2002-031999-00 2000.01 2003-04
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Table 3 - Health Fund Finances
$ million 1999-2000 2000-01 2001-02 2002-03 2003-04

ContributionIncome 5,462 7,132 7,265 7,885 8,637
Investmentandotherincome 214 226 66 194 296
Total Income 5,676 7,358 7,331 8,079 8,933

7,630Benefits 4,578 5,663 6,558 7,055
ManagementExpenses/other 717 843 805 829 852
Expenditure 5,295 6,506 7,363 7,884 8,482

447
K’ V

Surplus/Deficit(income
minusexpenditure)

381 852 -32 196

Surplus/Deficitasa %of
ContributionIncome

7.0% 11.9% -0.4% 2.5% 5.2%

»~>V~
~V ~

9.5%ContributionIncomegrowth 10.9% 30.6% 1.9% 8.5%
Benefitsgrowth 6.2% 23.7%

79%

15.8%

~ ~
90%

7.6%
1’ 1

89%

8.2%

89%
K” ‘~

ProportionofContribution
IncomereturnedasBenefits

84%

Source: Private Health Insurance Administration Council (various years)

Thereis asignificantrangein thesizeofhealthfunds. Theindustryis dominatedby six large
funds;MedibankPrivate,MBF, AXA, HCF, HBF andNIB, whichtogetherhaveapproximately
76 percentshareofthemarket. Thereare26 individualhealthfundsthateachhavelessthan
onepercentofmarketshare,andwhencombined,compriseeightpercentofthemarket. A
numberofthesefundsmayonly operatein oneor two statesor in smallerregionalmarkets.

While thereareforty funds,consumerscannotchoosefrom forty funds. This is because:
• of thesix majorfunds, threehavemostof theirmarketsharein onestate;
• therearefourteenclosedmembershipfunds;and
• thereareseventeensmallerfundswith strongnichemarketsin particularstatesand

terntories.

Theprivatehealthinsuranceindustryis generallyconsideredto havehada low incidenceof
mergeractivity. However,since1992therehasbeencontinuous,if slow,consolidationandthis
trendis expectedto continue. SomesixteenmergersandtransfershaveoccurredsinceJanuary
1992. Almost all involved small healthfundswith limited marketsharemergingwith or
transferringtheirbusinessto largerhealthfunds.

MedibankPrivateis the largesthealthfundwith around30 percentof themarket. It is theonly
fundwith nationalcoverageandtheonly fund thatis ownedby the government.In 2003 the
Ministerfor Financeand AdministrationbecamethesoleshareholderMinisterfor Medibank
Private.

While thereareforty registeredhealthfundsthereareonly sevenbuyinggroupsthatnegotiate
with hospitalson the level ofbenefitspaidfor servicesprovidedin hospitals.Apart from thetop
five funds(bybenefitoutlays)thereis currentlyatotal ofthirty-five fundsthat arepartofaco-
operativegrouporan allianceofhealthfunds. Twenty-sevenfundsaremembersof the
AustralianHealthServicesAlliance (AHSA) andeightfundsaremembersoftheAustralian
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RegionalHealthGroup(ARHG). BoththeAHSA andARHGprovidearangeofservicesto its
memberfundsincludingnegotiationson theirbehalf.

Private health insurance members
As atMarch 2005,therewere8.7million people,or 42.9percentoftheAustralianpopulation
coveredby privatehealthinsurancefor hospital cover. Therehasbeenasignificantincreasein
thenumberofprivatelyinsuredpeoplesincethemid 1990s,particularlyamongtheyounger
population. Table4 comparesthenumberofinsuredpeopleovertheperiodDecember1999 to
December2004.

Table 4 - Insured people (hospital cover) by age December 1999 — December 2004
Quarter Aged under 65 Aged 65 and Total % agedunder % aged65 and
ended over 65 over

Dec-99 5,108,293 861,379 5,969,672 85.6% 14.4%
Dec-00 7,808,645 934,233 8,742,878 89.3% 10.7%
Dec-01 7,784,589 974,225 8,758,814 88.9% 11.1%
Dec-02 7,711,736 1,005,415 8,717,151 88.5% 11.5%
Dec-03 7,640,325 1,039,482 8,679,807 88.0% 12.0%
Dec-04 7,621,624 1,081,897 8,703,521 87.6% 12.4%

Source: Privaie Health Insurance Mdministration Council,
cohort, quarter ended”

December 2004 and earlier, “Hospital Insurance, Age

Theproportionofpersonscoveredby privatehealthinsuranceincreasedsignificantly between
March2000andJune2000,andhasremainedrelativelyconstantsincethen (Table5).
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Table 5 - Persons covered and members with private health insurance for hospital cover

QuarterEnded Numberofpersons Percentageof Numberof
covered‘000 populationcovered members‘000

Jun-83 9,806 63.7
Jun-84 7,784 50.0
Jun-96 6,149 33.6 2,881
Mar-00 6,157 32.2 2,936
Jun-00 8,236 43.0 3,874
Sep-00 8,789 45.7 4,109
Dec-00 8,743 45.4 4,082

Mar-01 8,720 45.0 4,073
Jun-01 8,712 44.9 4,072

Sep-01 8,733 44.8 4,078
Dec-01 8,759 44.8 4,089

Mar-02 8,745 44.6 4,089
Jun-02 8,705 44.3 4,086
Sep-02 8,709 44.1 4,074
Dec-02 8,717 44.1 4,077
Mar-03 8,697 43.9 4,078
Jun-03 8,639 43.5 4,070
Sep-03 8,655 43.4 4,074
Dec-03 8,680 43.4 4,085
Mar-04 8,661 43.2 4,082
Jun-04 8,627 42.9 4,074
Sep-04 8,670 43.0 4,089
Dec-04 8,704 43.0 4,104

March - 05 8,706 42.9 4,114
Source: Private Health Insurance Administration Council
Note: Membership numbers not available before 1996

Regulation of theprivate health insurance market
Privatehealthinsuranceis differentfrom mostothertypesof insurancebecauseit is community
rated,not risk rated. Theprincipleofcommunityratingis that personsshouldnotbe
discriminatedagainstin obtainingorretaininghospitalcoverage. In settingpremiumsorpaying
benefits,fundscannotdiscriminatein relationto amemberon thebasisofhealthstatus,age,
race,sex,sexualorientation,useofhospital,medicalor ancillaryservicesorgeneralclaiming
history. CommunityratinghasunderpinnedtheoperationofAustralia’sprivateheathinsurance
industrysince1958.

As with all typesofinsurance,thereareanumberof risks that arepresentin thehealthinsurance
marketthatmayimpactadverselyon consumers.Theserisksincludeadverseselectionwhere
only thoseconsumerswhobelievethattheyneedto useahealthservicewill becomemembersof
healthinsurancefunds,andrisk selectionwhereinsurersmaychooseto coverthosewhichthey
regardaslow risk or chargehigherpremiumsfor highrisk members.

Thefocuson regulationoftheprivatehealthinsuranceindustrytherefore,is on ensuringthat
membersareprotectedthroughequalaccessto healthcover andthatthehealthinsurance
industryremainsfinanciallystable.
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The Department of Health and Ageing’s responsibilities
TheDepartmentofHealthandAgeing is responsiblefor administeringprivatehealthinsurance
legislationincluding theNationalHealthAct1953, theHealthInsuranceAct1973andthe
HealthInsuranceRegulations.

TheDepartmentmanagesanumberofregulatoryissuesincludingtheassessmentofthe annual
premiumincreasesrequestedby healthfunds. Thepremiumroundprocessrequireshealthfunds
to justify theirpremiumincreasesto thegovernment.This is now doneataroundthe sametime
eachyearandannouncedin March. Eachhealthfundmakesasubmissionto theMinister
regardingtheirproposedpremiumincreases.ThePrivateHealthInsuranceAdministration
Council closelyscrutinisesthesesubmissionsandtheDepartmentofHealthandAgeingprovides
adviceto theMinisteron thesubmissions.TheNationalHealthAct1953 (theAct) only allows
theMinisterto disallowan increasefor thefollowing reasons:
• might resultin abreachoftheAct or conditionsofregistration;
• imposesanunreasonableor inequitableconditionaffectingtherightsofcontributors;
• adverselyaffectsthefinancialstability ofthefund; or
• is contraryto thepublic interest.

The Private Health InsuranceAdministration Council
ThePrivateHealthInsuranceAdministrationCouncil (PHIAC) wasestablishedin 1989asan
independentStatutoryAuthority thatregulatesthefinancialandprudentialaspectoftheprivate
healthinsuranceindustry. It collectsanddisseminatesfinancialandstatisticaldataregarding
healthfunds,aswell asinformationaboutprivatehealthinsuranceto enableconsumersto make
informedchoices.

PHIAC releasesthe annualreporton RegisteredHealthBenefitsOrganisations(RHBOs— ie —

healthfunds)which setsout statisticsandfinancialinformationon theperformanceofhealth
fundsin thatfinancialyear. Thelatestreportis for2003-04andis availableat
www.phiac.gov.au.PHIAC is fundedby four industrylevies,which in 2003-04amountedto
$2.8 million. PHIAC’s operationsareoverseenby aBoard appointedby Cabinetand 13 staff.
PHIAC reportsto theMinister for HealthandAgeing.

The Private Health Insurance Ombudsman
ThePrivateHealthInsuranceOmbudsman(PHIO) establishedin 1995asanindependentbody
to resolvecomplaintsaboutprivatehealthinsuranceandto betheumpirein disputeresolutionat
all levelswithin theprivatehealthinsuranceindustry. TheOmbudsman’sservicesare available
to healthfundmembers,hospitals,medicalpractitioners(including somedentists)aswell as
healthfunds.

In 2004 legislativechangesweremadeto broadenthepowersofthePHIO. In particularthe
PHIO is now requiredto releasea StateoftheHealthFundsReport.Thefirst Stateof theHealth
FundsReportwasreleasedin February2005 andis availableatwww.phio.gov.au.TheReport
is an assessmentby thePHIOof thecomparativeperformanceofhealthfunds.

Australian Competition and Consumer Commission
TheAustralianCompetitionand ConsumerCommission(ACCC) is thestatutoryauthority
responsiblefor ensuringthat individualsandbusinessescomplywith theCommonwealth
competition,fair tradingandconsumerprotectionlaws. In theprivatehealthinsurancemarket,
theACCC particularlyfocuseson anti-competitiveconduct(includinganti-competitivemergers)
andunconscionable,misleading,deceptiveorotherwisefalsetradingpractices.The ACCCis
requiredunderaSenateorder,to producean annualreportcontaininganassessmentofany
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anti-competitiveorotherpracticesby healthfundsor providerswhichreducetheextentofhealth
coverfor consumersand increasetheirout-of-pocketmedicalandotherexpenses.TheACCC
hasproducedsix reportsto date,andthesereportsareavailableatwww.accc.gov.au

.

Australian Government policies to support private health insurance

Thegovernmentensureschoicefor consumersby supportingahealthsystemthat comprisea
stronguniversalhealthsystemandarobustprivatesystem. To supporttheprivatesectorin the
provisionofhealthservices,theAustralianGovernmenthasimplementedanumberofpolicies
to makeprivatehealthinsurancemoreaffordableandto encouragetake-upofprivatehealth
insurance.Theaim ofthesepoliciesis alsoto ensurethat thehealthinsuranceindustryremains
financiallystableandthatmembersareprotectedthroughequalaccessto healthcover.

• the30%Rebateonprivatehealthinsurancepremiumswasintroducedin January1999. The
Rebateis intendedto increasetheaffordabilityofprivatehealthinsuranceby reducingthe
costofpremiumsby 30 per cent;

• theMedicarelevysurchargewasintroducedin 1998 to encourageindividualsearning
$50,000or moreand familiesearning$100,000ormorethat do not haveprivatehealth
insurancehospitalcover,to buyprivatehealthinsurance.Individualson theseincomelevels
arerequiredto pay an extra1 percentoftheirtaxableincomefor theMedicarelevy
surchargeif theydo nothaveprivatehealthinsurance;and

• Lifetime Health Cover is an AustralianGovernmentinitiative thatwasintroducedon 1 July
2000to encouragepeopleto takeoutprivatehealthinsuranceearlierin life, andto maintain
theircover. UnderLifetime HealthCover,healthfundsareableto chargedifferent
premiumsbasedon theageofeachparticularmemberwhenhospitalcoverwith aregistered
healthfund is first takenout. TheLifetime HealthCoverprovisionssetadeadlineofthe
1 July following their31stbirthdayfor peopleto takeouthospitalcoverwithouta loading.
If theydid nothavehospitalcoverby that date,but laterjoinedan insurancefund, they
would payanextra2 percentfor eachyeartheyremaineduninsuredsincethe 1 July
following their31stbirthday;and

• HigherRebatesfor OlderAustralianswereintroducedfrom 1 April 2005. Thegovernment
increasedtheprivatehealthinsurancerebatefrom 30 percentto 35 percentfor peopleaged
65-69yearsandfrom 30 percentto 40 percentfor peopleaged70 yearsandover. The
higherrebatesareintendedto help to keeppremiumsaffordablefor olderAustralianswith
privatehealthinsurance.

Thesemeasureshavebeenvery effectivein boostingprivatehealthmembership.Theproportion
ofthepopulationthathasprivatehealthinsurancehasincreasedfrom 31.4percentin December
1999,to around42.9 percentin March2005(seeFigure6).
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Figure 6 - Persons Covered by Hospital Insurance, December 1999 to March 2005

Source: Private Health Insurance Administration Council

In implementingthesepoliciesthegovernmenthasalsolookedattheoverall regulatory
environmentin which healthfundsoperate.Reformsthathavebeenimplementedto encourage
industryefficiency,competitionandproductinnovationinclude:
• from 1 July2004areductionin regulationaroundtheintroductionofnewproductsbalanced

by animprovedreportingregimefor the industry;
• from 1 July 2004, increasedpowersfor thePHIO to dealwith complaints;
• thenewrequirementfor publicationby thePHIOofan annualStateoftheHealthFunds

reportto provideconsumerswith comparativeinformationon theperformanceandservices
ofthehealthfunds(thefirst reportwaspublishedon 22 February2005);

• changesto administrativearrangementsrelatingto premiumincreaseswith effect from the
2003premiumround; and

• newarrangementsto containthespirallingcostsofsurgicallyimplantedprostheseswhichare
expectedto be implementedlater in 2005.
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6. RECENT CHANGES AIMED AT ENSURING THE
SUSTAINABILITY OF A STRONG PRIVATE SECTOR

TheAustralianGovernmenthasimplementedanumberofmeasuresto ensurethattheviability
oftheprivatesectoris sustainedinto thefuture. Thesechangeshavealsohadan impacton the
environmentwith in which privatehealthfunds,privateandpublichospitals,medical
practitioners,otherhealthprofessionalsandgovernmentagenciesoperate.

Medical costs
Since1995,a numberofreformshavebeenintroducedthat allow healthfundsto negotiateand
paybenefitsabovetheMBS feein certaincircumstances.

Until 1995privatehealthinsurancefundswerenotpermittedto paydoctorsin excessofthe
MedicareBenefitsSchedulefeefor in-hospitalservices.Medicarecovered
75 percentoftheMBS feeandfundswereonly permittedto covertheremaining
25 percent. BecausemanydoctorschargedfeeshigherthantheMBS feethedifference(the
gap)hadto bepaidby the consumer.

In 1995,legislationwasintroduced(HealthLegislation(PrivateHealthInsurance)Amendment
Act1995),that allowedfor contractingbetweenhealthfunds,doctorsandhospitals.Under
contractualagreementsfundswereableto coverdoctors’chargesabovetheMBS feewhere
either:
• thedoctorhasanagreementwith thehealthfund (a MedicalPurchaser-Provider

Agreement,orMPPA); or
• thedoctorhasanagreementwith thetreatinghospital (aPractitionerAgreement),andthat

hospitalhasanagreementwith theconsumer’shealthfund (a HospitalPurchaser-Provider
Agreement,or HPPA).

Between1995 and1999 thesecontractualprovisionsmadevirtuallyno impacton thepercentage
ofmedicalservicescoveredby no gapor knowngaparrangements.In theJune1998quarter
only around2 percentof medicalserviceswerecoveredby no orknowngap arrangements.

As partof changesmadeto introducean incentivefor privatehealthinsurancemembership,
changesto legislationwereintroducedfrom 1 January1999 thatrequiredfundsto provideno
gaporknowngapschemesin orderto be eligible to offer the30%Rebateasapremium
reduction.

This initiative signalleda significantincreasein themarketpenetrationofno orknowngap
arrangements.By June2000almost23 percentofmedicalserviceswereprovidedunderno or
knowngaparrangements.However,theseno orknowngaparrangementswerestill underthe
existingcontractualarrangementswith medicalpractitioners.

In 2000theHealthLegislationAmendment(GapCoverSchemes)Act2000providedfor gap
coverschemes,wherebyhealthfundscouldpay above-MBSfeesto doctorswithouttheneedfor
agreements.Undera gap coverscheme,a fundagreesto payabove-MBSrateswhereadoctor
agreesto:
• chargeup to a specifiedabove-MBSamountdeterminedby thefund (“no gap”),or;
• obtain informedfinancialconsent,in writing andin advanceoftreatmentwherepossible,if

theconsumerwill still haveagapto pay (ie, if thedoctor’s chargesarestill not coveredby
thefund’s determinedamount;“known gap”).
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As aresultofthe introductionofgap coverschemestherehasbeena significantimprovementin
thenumberofin-hospitalmedicalservicesprovidedwherethereis no out-of-pocketexpensefor
thepatient.

Theproportionofserviceswith no out-of-pocketexpensesfor thepatienthasincreasedfrom
60 percentin the September2000quarter,whendatawasfirst collected,to 80.6percentin the
March2005quarter.

Contracting betweenprivate hospitals and health funds
Contractingbetweenhealthfunds andprivatehospitalsdetermines,amongotherthings,the
amounta fundwill payfor hospitalaccommodationandnursingcarewhena fundmemberis
treated.Healthfundsarefreeto choosewith which facilitiestheywill seeka contract,having
regardto theneedsoftheirmembers. Thesedecisionsmaytakeinto account,for example,the
typesofservicesofferedataparticularfacility, thenumberofsimilar facilitieswithin a locality
andtheresidentialprofile oftheirmembership.

In morerecenttimesthefundshavebeeninclinedto targetservicestheyseeasmember
priorities. This hasmeantthat somehospitalsarecontractedfor all theirservices,somefor only
partoftheirservicesandothersarenotoffereda contractat all. Theincreasingnumberofday
hospital facilitieshasalsomeantthatsomefundsarebeingselectiveaboutwhethertheyoffer a
contractto newdayhospitalfacilities.

Privatehospitalsandprivatedayhospital facilitiesreceivehospitalbenefitsfrom healthfunds
througheitherahospitalpurchaserprovideragreement(contract)that theyhavenegotiatedwith
thefundor, whereacontractdoesnotexist, theAustralianGovernmentdetermineddefault
benefit. Healthfundsarerequiredto coverall eligible membersthatreceivehospitaltreatment
evenwherethefunddoesnothaveacontractwith thehospital.

Impact of hospital default arrangementson contracting

BasicDefaultBenefit
Theaim ofBasicDefaultBenefitis to ensurethat healthfundcontributorsareguaranteedsome
level ofreimbursementfor sharedwardovernightanddayonly accommodationandnursingcare
in public andprivatehospitalsthatdo nothaveacontractwith theirhealthfund. It is not
intendedto reflectthetruecostof deliveringservices,andthereforedoesnot discourage
hospitalsfrom seekingcontractswith healthfunds.

TheBasicDefaultBenefitis primarilypaidfor privatepatientsin public hospitals. It shouldbe
notedthatwhile thereis nothingat theAustralianGovernmentlevel stoppingapublichospital
from negotiatingacontractwith ahealthfund, to dateno public hospitalhasdoneso.

In settingthe BasicDefaultBenefitstheAustralianGovernmentincreasesthebenefitseach
financialyearby MarchonMarchCPI (2%for 2003-04).TheaverageBasicDefaultBenefitfor
overnightsharedward accommodationfor 2004-05is $255.

SecondTier DefaultBenefit
TheSecondTier DefaultBenefit wasintroducedin March 1998 to providegreaterfinancial
security(throughahigherbenefitthantheBasicDefaultBenefit) for privatehospitalsandday
hospital facilitieswhichmet certainadministrativeandqualitycriteria,butwereunableto obtain
acontractfrom a healthfund/s. Its introductionwasprimarily drivenby concernsabouthealth
fundscommencingselectivetenderingprocesses.
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Thebenefit is no lessthan 85 percentoftheaverageofratesreferredto in therelevantfund’s
contractsthatwerein forceon 1 Augustof eachyear,for comparablehospitalsin eachstateor
territory for anequivalentepisodeofhospital care.

Priorto 1 July 2004healthfundswererequiredto providetheirSecondTierDefaultBenefit
ratesto anyprivatehospital ordayhospitalfacility thatrequestedthem. As such,therewas an
argumentthattheSecondTierDefaultBenefit setan artificial floor pricefor contract
negotiationsandthusplacedupwardpressureon healthfundpremiums.

In 2004,thegovernmentdecidedto retaintheSecondTierDefaultBenefit. However,to help
reduceanypotentialpressureon premiums,from 1 July 2004healthfundshavenotbeen
requiredto providecopiesoftheirsecondtier ratesto hospitals. Theimpactofthe SecondTier
DefaultBenefit on premiumswill bereviewedin two yearstime.

Impact of contracting arrangements onconsumers
Contractingarrangementsareacommercialmatterfor theparties,andtheGovernmentdoesnot
intervenein thenegotiationprocess.Thereis alwayspotentialfor negotiationsto breakdownas
in anycommercialrelation,andsometimestheydo. If eitherahealthfundor ahospitalfeels
thattheotherpartyis exercisinginappropriatemarketpressure,theycanpursuethis throughthe
AustralianCompetitionandConsumerCommission(ACCC). Hospitalsandhealthfundscan
alsomakeacomplaintto thePHIG.

TheAustralianGovernment’smaininterestin contractingarrangementsbetweenhealthfunds
andhospitals,is to makesurethatnegotiatingpartiesactin thebestinterestsofconsumers.
Commercialdisagreementsshouldnotputpeopleatrisk, or stop themfrom gettingtheservices
theyneed. In this context,thegovernmenthasaskedtheindustryto resolvehowto better
managethe impactof contractdisputes.A groupcomprisingrepresentativesofhealthfundsand
privatehospitals(includingAustralianPrivateHospitalsAssociation),andthePHIO,hasbeen
working sinceearly2004 on how to makethearrangementsbetterfor consumers,fundsand
hospitals.

Consumersarealsoableto raiseany issuesrelatingto privatehealthissuesincludingthose
arisingfrom contractdisputeswith thePHIG. ThePHIGhaspowersundertheNationalHealth
Act 1953 to investigatecomplaintsandrecommenda courseof actionto thehealthfund,hospital
ormedicalpractitionerconcerned.

Patient election
Theright ofpatientchoiceis oneofthefoundationsoftheAustralianhealthsystem. The
AustralianGovernmentis keento ensurethatpatientscanexercisethatchoicebasedon timely
and accuratefinancialinformationto allow themto makea fully informeddecision.

The2003-08AHCAs requirethat all eligible personsbe given theoptionto electto receive
admittedpublichospitalservicesaseitherpublic orprivatepatients.This meansthatpublic
hospitalsmust ensurethat thepatientis giventheopportunityto makeachoiceatthetime of, or
assoonaspossibleafter,admission.TheAHCAs prescribethattheelectionis to bemadein
writing on apatientelectionform, which is developedin accordancewith theNationalStandards
forPublicHospitalAdmittedPatientElectionProcesses(theNationalGuidelines)— ScheduleE
ofthe2003-08AHCAs.

TheNationalGuidelinessettheminimumrequirementsfor patientelectionin orderto achievea
desiredlevel ofuniformity acrossthepublic hospitalsectorwhile allowing flexibility to states
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andterritoriesandindividual hospitalsto accommodatetheirparticularpreferencesin creatinga
patientelectionform. As a result,avarietyof patientelectionformshavebeendevelopedand
implementedin eachstateandterritory, sometimesin consultationwith privatehealthfunds.

Industry innovation
Theprivatehealthindustryrecognisestheneedto enhancethevalueofprivatehealthinsurance
to existing andprospectivemembers.A numberofindustrycommitteesarelooking at
improvingefficiencyandvalueincludingtheTheatreBandingCommitteeandtheCritical Care
Committee.

Oneexampleofarecentinitiative oftheStrategicPlanningGroup for PrivatePsychiatric
Servicesis thedevelopmentofanadditionalfundingmodel thatis uniqueto theprivate
psychiatrichospitalsectorin Australia. This is knownastheprospectivepaymentmodelwhich
is an all inclusivecontractingarrangementthatsomehealthfundsandhospitalshaveenteredinto
for psychiatrichospitaltreatment.It allows fundsto makeaprospectivepayment(basedon
historicalfundingamounts)to aparticularhospital,ratherthanpayingindividual benefitsona
retrospectivebasis,for patientswhoareseriouslyill andrequireongoingtreatmentandsupport.

Themodelhasshownto beparticularlysuitableto psychiatriccareasit giveshospitalsand
fundsa greatercertaintyovertheirbudgetsandallows thehospitalsto developmoreinnovative
andcost-effectivemethodsoftreatmentfor privatepsychiatricpatients.Thehospitalcontinually
reviewsoutcomesto ensurethat theprospectivepaymentarrangementdoesnot adverselyaffect
thequalityofhealthcareprovidedto patients.

Theprospectivepaymentcoversboth:
• admittedhospitaltreatment(includingapprovedoutreachservices);and
• privatenon-admittedsupportservicespurchasedby thehospitalto providefollow up

treatmentfor thepatient,for examplepsychologistconsultations(thesetypesofservices
• would otherwisebepaidfor underahealthfunds ancillarytable).

Undertheprospectivepaymentmodel,healthfundsarerequiredto removethebenefitsthatdo
notqualify for reinsurancefrom theprospectivepaymentamountprovidedto hospitals.The
prospectivepaymentmodel hasbeenoperatingsuccessfullyfor anumberofyearsbetween
particularhealthfundsandprivatepsychiatrichospitalsin SouthAustralia.
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7. MAKING PRIVATE HEALTH INSURANCE A MORE
ATTRACTIVE OPTION

While therehasbeena significantincreasein theproportionofthepopulationhavingprivate
healthinsuranceover thepastfew years,thechallengenow is to ensuretherecruitmentand
retentionof members.

OneofthefunctionsofthePHIG is to receiveandreportto theMinisterfor HealthandAgeing,
on thenumberandtypeof complaintsreceivedrelatingto privatehealthinsuranceissues.The
PHIGpublishesquarterlyreportson thePHIGwebsite,aswell asinformationin thePHIO
Annual reportandtheStateof theHealthFundsReport. Thereportsprovideabreakdownofthe
typesofissuesthatprivatehealthinsurancemembershaveabouttheirprivatehealthinsurance.

TheMinisterandtheDepartmentare alsoawareof theseissuesfrom correspondencefrom
healthfundmembersabouttheirprivatehealthexperience.

Thesesourcesprovidea goodindicationofthe issuesthat areofconcernto consumersabout
purchasingandusingtheirprivatehealthinsuranceproductsandmayindicateareaswhere
improvementsmightbeconsideredin orderto encouragean increasein membership.

Gapsand informed financial consent
Peopleareconcernedabouttheirout-of-pocketcosts,particularlywhentheseareunexpected.
Therearethreewaysin whichprivatelyinsuredpeoplecanincur out-of-pocketexpenseswhen
they go to hospital andit is possiblefor apatientto haveout-of-pocketexpensesarisingin any
orall of theseways:
• on doctors’ feesfor medicalservices;
• becausetheyhaveahealthinsuranceproductwhich involvessomerisk-sharing;and/or
• onhospitalaccommodationcharges,if theirhealthfunddoesnot haveacontractwith the

privatehospitalto whichtheyareadmitted.

Doctors’fees
TheAustralianGovernmentdoesnot setor controldoctors!fees. Datashowthatfor most
medicalservicesprovidedin hospital,doctorseitherchargetheMBS feeor their feeis fully
coveredunderhealthfund gapcoverarrangements.Thereis no gapto bepaidby thepatientin
thesecases.

Somegapcoverarrangementspermitdoctorsto chargepatientsanout-of-pocketcostover and
abovewhatthehealthfundwill cover. However,the level of costto beborneby thepatientwill
becontrolledby thetermsof thegapcoverarrangementsin placebetweenthedoctorandthe
healthfund. Wheredoctorsarenotparticipatingin gapcoverarrangementsat all, thereis no
controloverwhat theycanchargeand thereforeno limit on what thepatientmighthaveto pay
out oftheirown pocket.

Risk-sharingproducts
Healthfundmemberscanchooseto payalowerpremiumon theirinsuranceproductin return
for receivingreducedbenefitsorhavingto pay towardssomeof thecostofthetreatmentatthe
timeit is received— for example,someproductsrequireaone-off‘excess’paymentor adaily
co-paymenttowardsthe costofhospitaltreatment,ormayexcludeorrestrictthe level of
benefitspayableby thehealthfund for certainservices.
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Consumerscanmisinterpretasa ‘gap’ paymenttheout-of-pocketexpensestheyarerequiredto
bearthroughtaking outoneofthesepolicies.

Hospitalcosts
Thebenefitsto bepaidby healthfundstowardshospitalaccommodationchargesareagreed
undercontractbetweenindividual healthfundsandindividual hospitals. Generally,apatient’s
hospitalaccommodationchargeswill be fully coveredif theyaretreatedin ahospitalthathasa
contractwith theirhealthfund. However,if apatientis treatedin ahospitalthat doesnot havea
contractwith theirhealthfund, thepatientwill encounterasignificantout-of-pocketcost.

Healthfundmembersconsideringhospitaltreatmentneedto discussfeesandbenefitsin detail
with theirdoctorsandhealthfundsto determinewhethertherewill beanyout-of-pocketcost.
Doctorsusinghealthfund gapcoverarrangementsarerequiredto advisepatientsin advanceof
thelikely costofmedicaltreatmentandthepatientis thenableto agreewhetherto go aheadwith
treatment(InformedFinancialConsent). However,thereis no requirementfor doctorswho are
notparticipatingin gapcoverto inform theirpatientsoflikely costs.

Complexity and number ofproducts leadingto confusion for consumers
Healthfundbrochuresaremarketingtools designedto attractconsumersto certainproducts.
Theydo notnecessarilycontainall the informationabouta product,nordo theyprovidegeneral
informationonhealthinsurance.

Healthfundsmakeavailableawiderangeofproductsdesignedfor differentagegroups,family
situations,incomelevelsandhealthneedsto attemptto gainmarketadvantage.Patientsare
oftenconfusedby thenumberof productson offer, and therangeof benefitsattachedto these
products.While peoplegenerallyhaveanunderstandingof ‘excesses’or ‘co-payments’,they
are lesslikely to befamiliarwith theconsequencesoftakingoutapolicy with benefit limitations
or exclusions,orofthefact thattheycanstill encounter‘gap’ paymentsevenwhentheyhave
takenouta ‘top cover’ product. Consumersarenotnecessarilyawarethatthe level ofbenefit
paid for hospitalaccommodationdependson whethertheirhealthfundhasa contractwith their
hospital.

This lackofunderstandingof what differentproductsandhealthfundsoffer canleadto
dissatisfactionwith privatehealthinsuranceif, for example,membersdiscoverthattheyneed
treatmentfor a conditionwhich is excludedundertheirpolicy or in ahospitalthatis not
contractedto theirprivatehealthfund.

Independentinformationon generalhealthinsuranceissuesis producedby theDepartmentof
HealthandAgeing,PHIGandPHIAC, but its availability is notwidelyknownamong
consumers.Marketresearchrecentlyundertakenby theDepartmenthashighlightedareasfor
improvementinboththeproductionand disseminationofthis information.

Since2001,healthfunds havebeenencouragedto producekey featuresguideswhich setout, in
auniform style,thekeyfeaturesof theirproducts.Theintentis to allow consumersto examine
keyfeaturesguidesfrom varioushealthfundsto assistthemin identifying asuitableproduct.
Thekey featuresguideshavenotbeenvery successful— thecomplexityandrangeofproducts
makeit difficult to comparelike with like. Furtherwork is beingundertakento refinethese
documentsto makethemmoreuserfriendly. However,comparisonof productsandinformed
consumerchoicewill remaindifficult while thereis sucharangeavailable.

Oneissueofparticularconcernis themisunderstandingof consumersaboutexclusionary
products.Undertheseproducts,thehealthfundwill notpayanybenefitsat all towardshospital
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andmedicalcostswherethepatientis treatedfor theexcludedcondition. Consumerstendto
takeout exclusionaryproductswhentheyareyoungandanecdotalevidencesuggeststhatthey
neglectto upgradetheircoverwhentheyaremorelikely to needtreatmentfor theexcluded
conditions.

TheAustralianGovernmentrequestedthattheprivatehealthinsuranceindustrydevelopa
“Quality of Advice Code” to improvetheindustry’sperformancein advisingconsumersabout
privatehealthinsuranceproducts. Thecodewill providean effectivemeansofimproving
performanceandachievinguniformlyhigherstandardsofprivatehealthinsuranceproduct
disclosure. It is expectedthatthe industrywill implementthenew codeshortly.

Portability
Theportabilityprovisionsofthe legislationenablehealthfundmembersto transferbetween
funds to broadlycomparableproducts,withouthavingto re-servewaiting periods. The
provisionswereessentiallydesignedto supportthemovementof individualsbetweenfunds.

Theseprovisionsweretestedin anunprecedentedwayin September2003,whenBUPA health
fund fell out of contractwith theHealthscopeprivatehospitalgroup. Duringthe subsequent
dispute,anumberofBUPA memberstransferredto otherfunds,particularlyMedibankPrivate
andAustralianUnity. To protectitself from apotentiallyunmanageableinflux of imminently
claiming ex-BUPAmembers,AustralianUnity changedits rulesto applya 12-monthbenefit
limitation periodfor psychiatricandrehabilitationserviceson memberstransferringfrom other
funds. After thetwelvemonthperiod,transferringmemberswould be entitled to full contract
rates.

TheBUPA/Healthscopedisputehighlightedthe factthatthecurrentlegislationis not designed
with large-scaletransfersofmembersin mind. While therehavebeenno othercasesoffunds
introducingbenefit limitationperiodsfor transferringmemberssincethattime, thegovernment
andtheindustryremainconcernedaboutthepotentialimpactson consumers,particularly
uncertaintyandout-of-pocketcosts.

TheAustralianGovernmentandtheindustryarepresentlyworking togetherto clarify members’
entitlementsshouldtheywish to transfer,particularlywherethemoveis promptedby acontract
dispute. TheGovernmentis keento facilitatediscussionswith industrygroupsto resolvethese
issues. However,theMinisterfor HealthandAgeingrecentlynotedin aspeechto the
Committeefor EconomicDevelopmentin Australiaon February25 2005, thatdoctors,funds
andhospitalsneedto do morethemselvesto maketreatmentin privatehospitalsmoreattractive
to patients.Thegovernmentis alsocommittedto fosteringa dialoguebetweenthementalhealth
communityandtheprivatehealthsectoraboutwhatis expectedfrom all partieson theneedsof
healthfundmemberswith psychiatricconditions,includingmechanismsto resolverelated
uncertaintiesanddisputes.

Limited cover for episodesof care
Currently,privatehealthinsurancefunds’ hospitaltablescanonly covermedicalandhospital
costswhentheirmembersareadmittedto hospital. Thereis atrendhowever,for services
previouslyprovidedon an admittedpatientbasisto beprovidedon anon-admittedbasisas
outpatientservices.Privatelyinsuredpatientsmayno longerbecoveredfor theseservicesand
mustpaya gapbetweenwhateverthedoctorchargesandtheMBS rate. This maybeperceived
bypatientsasareductionin thevalueoftheirprivatehealthinsurancehospitalproduct.

Healthfunds,doctorsandprivatehospitalrepresentativesrecentlydiscussedoptionsthatallow
fundsto developproductsto covermedicalandancillaryservicesprovidedoutsidehospital,
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wheretheservicesarepartofan admittedhospitalcareepisode,or substituteorreducetheneed
for admittedhospital services.For example,suchproductscouldcoveran entireepisodeof
cancercareincludingsurgeryin hospital,andassociatedradiotherapyoutsidehospital;dialysis
servicesprovidedoutsidehospital;orjoint replacementsurgeryin hospitalandassociated
physiotherapyoutsidehospital.

This proposalwould increasethevalueof privatehealthinsuranceto patientsandprovidethem
with bettercontinuityof care. Therewould, however,beanumberofissuesthatwouldneedto
beconsideredin developingsucha scheme,suchasstructuringandpricingof theseproducts.
Currently,only in-hospitalservicesarereinsurable.Thisproposalwould also meanthatthe
additionalservicescoveredby thenewtypeofproductwill needto beaddedto thereinsurance
pool.

Reinsurancereforms
In 1997,theIndustryCommission(theCommission)InquiryReportonPrivateHealthInsurance
recommendedchangingreinsurancefrom thecurrentsystemthat sharesthecostof largebenefit
paymentsamongfundsto onethatsharestherisk offuturelargepayments.Thecurrentsystem
is aform of“utilisation basedreinsurance”.TheCommissionrecommendedasystemof
“compositionbasedreinsurance”wherethemain driveris thecompositionofeachfund’s
membership.In October1999,areviewofreinsurancerecommendeda form of“composition
basedreinsurance”knownasRiskedBasedCapitation(RBC). In December1999 theHealth
Minister deferredtheintroductionofRBC to allow theindustryto adjustto theintroductionof
Lifetime HealthCoverandothermajorPHI reforms.

In 2003,afterconsideringtherecommendationsofthePHI RegulatoryReview,theAustralian
Governmentdecidedto implementRBC in 2005to improveindustryefficiency. In late2004,
thegovernmentagreedto deferimplementationto 2006to allow for thedevelopmentofnew
datacollectionsto supportRBC. Thegovernmentandindustryarecurrentlyconsideringwhat
form thefinal RBC arrangementsshouldtake.

Billing arrangements
Peoplerecoveringfrom hospitaltreatmentcansometimesbe confusedandinconveniencedby:
receivingaccountsfrom variousmedicalspecialists;claiming separatelyfrom Medicareanda
healthfund; anduncertaintyovertheirrebateentitlementsand out-of-pocketexpenses.

TheAustralianGovernmentprovidedfundingof$48 million over fouryearsin the2003-04
Budgetto developandmaintaintheIT systemthatwill supportthe introductionoftheElectronic
Claim LodgementandInformationProcessingSystemEnvironment(ECLIPSE). Thesystemis
currentlybeingdevelopedby theHealthInsuranceCommissionandis expectedto providean
electronicinterfacebetweenall stakeholdersinvolved in theprovisionofprivatein-hospital
medicalservicesincludingmedicalspecialists,hospitals,healthfundsandtheHIC.

TheECLIPSEsystemis expectedto reducetheinvolvementofthepatientin theclaimingand
paymentprocessandwill providepeoplewith privatehealthinsuranceup-to-dateinformationon
likely costsof in-hospitalmedicalproceduresbeforetheyreceivetreatment. Thiswill allow
fundmembersto makea fully informedchoiceabouttheircare.

Nursing hometype patients
An issuehasbeenraisedwith theDepartmentofHealthandAgeingregardingprivatehealth
insuranceandpatientsthatareclassifiedasnursinghometypepatients(NHTP).

I
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Thearrangementsfor thereclassificationof longtermhospitalpatientsasanursinghometype
patientafter35 dayscontinuoushospitalisationhasoperatedfor sometime.

All hospitalpatientsareclassifiedas“acute” for thefirst 35 daysofhospitalisation
(hospitalisationis consideredto be continuousif therehasnot beenabreakofsevendaysor
more). From Day36, apatient’sclassificationfor healthinsurancepurposeschangesto NHTP
statusunlessanAcuteCareCertificate(ACC) is providedby amedicalpractitionerstatingthat
thepatientis in needofcontinuingacutecare.

WhenclassifiedasaNHTP, thepatientis requiredto makea contributionto theircarein the
samewayasnursinghomeresidents.Thepatientcontributionis in recognitionofcostssuchas
food and accommodationwhichthepatientwould otherwiseincurbearingin mind thatthe
hospitalor nursinghomeoftenbecomesthepermanentresidencefor thesepatients.

Therule appliesto bothpublic (Medicare)patientsandprivately insuredpatientsandthe
patient’sageis not a criterion. If privatelyinsured,anNHTP receivesalower level ofhealth
insurancebenefits,commensuratewith thereducedfeesandlevel ofserviceapplicableto such
patients.

In manycasesthepatientis not awarethat theywill receivealower level ofbenefitfrom their
fund andthattheyarethenliable for anyoutofpocketchargesby thehospitalwhile awaiting
placementin residentialcare.
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