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30 November 2015 
 
Ms Janet Quigley 
Assistant Secretary 
Primary Health Care Advisory Group Taskforce 
Health Systems Policy Division 
Department of Health 
 
Via email to PHIconsultations2015-16@health.gov.au 
 
 
Dear Ms Quigley 
 
Thank you for the opportunity for Defence Health Limited (DHL) to respond to the Private Health 
Insurance (PHI) Consultations 2015-16. DHL is a not for profit health insurer that is solely focussed 
on the health and wellbeing of the Defence Community. DHL covers more than 240,000 insured 
persons across all parts of Australia. 
 
We believe the current consultation is a positive step towards a sustainable and vibrant health 
insurance sector. With over 60 years of experience in providing health insurance to the Defence 
Community, we have developed a deep understanding of the needs of our members. Our 
submission is built upon the Defence Community’s feedback on private health care. 
 
Our submission is divided into two sections: 

 The first section concentrates on short term reform options, based on the issues paper 
published for the recent roundtable discussions; and 

 The second section notes our vision of a well-functioning health system, the role PHI can play, 
and recommended long term PHI reforms. 

 
When structuring our recommendations, we are also acutely aware of the four main goals that the 

Minister aims to achieve, namely: 

A. Enhance the value of PHI to consumers; 

B. Encourage increased efficiency of PHI; 

C. Increase the effectiveness of government Incentives for private health; 

D. Improve the sustainability of the private health sector. 

The following table summarises our recommendations by the Minister’s goals listed above and our 

“best guess” implementation timeframe after relevant legislative changes are passed. The 

timeframe is defined as follows: 

 Quick Wins – can be implemented within 18 months; 

 Short term – can be implemented between 18 to 36 months; and 

 Long term – can be implemented post 36 months. 
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  Goal 

 Recommendation A B C D 

Quick 
Wins 

Remove restricted cover from all hospital covers  

Increase the current excess threshold in the legislation  

Reference pricing for prostheses based on public hospital prices  

Review risk equalisation age threshold and age based pooling percentage   

Retain the second tier default system only for rural independent hospitals   

Allow health funds to support parents of disability dependent children 
through a modified definition of 3+ adult family policy type 

 

Short 
term 

Develop a user friendly and interactive consumer PHI portal   

Define a minimum level of coverage for hospital products  

Allow reimbursement on non-medical support for rural members who 
travel to receive health care treatment 

  

Reference pricing for prostheses based on international price benchmarks   

Review the Prostheses List so only clinically proven devices are retained  

Better data collection on prostheses   

Investigate improvements in risk equalisation scheme to incentivise health 
management activities 

 

Long 
term 

Introduce value based prostheses reimbursement model   

Health insurers become the central administration point of all healthcare 
bills, reimbursement, and informed financial consent for a complete 
episode of care 

  

Allow health insurers to access consumer health data stored in 
MyHealthRecord 

  

Introduce “nhs choices” style website for hospital and medical care 
comparison 

  

Increase transparency of the health system through a comprehensive 
supply chain analysis conducted by an independent body 

  

Allow PHI to actively participate in care coordination and care integration 
for chronic patients 

  

 

Thank you again for the opportunity to represent the Defence Community on this very important 
review. 
Yours sincerely 

 
Major General Gerard Fogarty AO (Retd) 
Chief Executive Officer  
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Section 1 – Short term reform options 
 

This section aligns in structure to the issues paper that the Department of Health published for the 

round table discussions in November. Our submission focuses on issues that are of most relevance 

to the Defence Community. 

 

1.1 Information and complexity 
 

As noted in the recent ACCC report1 on PHI, the key issues for consumers are: 

 lack of sufficient and comparable information before purchase; 

 complex information or terminology that is ambiguous or difficult to interpret; 

 inconsistent information; 

 difficulty locating relevant information; and 

 consumer uncertainty about what questions to ask. 

 

Members of the Defence Community have also expressed concerns about the complexity and 

information asymmetry between consumers, providers and insurers, as per the following 

testimonials collected through our member satisfaction survey: 

 

“With private health nothing is simple - all info needs to be plain and simple for 

everyday people.” 

 

“I wish there was more clarity regarding the ‘out of pockets’ and how it works. For 

instance, having a baby is one event, but you actually have to pay ‘out of pockets’ a 

few times over, for different ‘items’ the doctor charges you for. I didn't know that, 

and wished I understood how that worked better when I was selecting my cover.” 

 

We believe the complexity for consumers comes from a number of different sources: 

 

 The health system is complex to navigate for consumers as a whole. The role of PHI may not be 

clear to all holders of PHI. 

 

 There are many industry jargons that consumers may not appreciate. For example, some 

members cannot even differentiate between hospital and extras policy, let alone what is 

covered. 

 

 Unlike general insurance, the premium payable by members is heavily affected by government 

initiatives like the government rebate and lifetime health cover. 

 

                                                      
1
 Information and informed decision-making in private health insurance - A report to the Australian Senate on 

anti-competitive and other practices by health insurers and providers in relation to private health insurance for 
the period of 1 July 2013 to 30 June 2014, ACCC, 20 October 2015. 
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 Restrictions and exclusions are expressed in medical terms which may not be familiar to 

consumers. 

 

 Blurred lines of coverage between Medicare and PHI. Consumers may not appreciate why some 

of their bills (e.g. outpatient specialist consultation) are not covered but some are (e.g. inpatient 

hospitalisation). Members usually consider all out of pockets incurred through the patient 

journey, and not by care setting. 

 

 Consumers do not have a good appreciation of how the various health financing mechanisms 

work with one another, and how they affect out of pocket expenses. Funding mechanisms that 

may affect patients through their course of treatment include: 

o PHI entitlements through hospital and extras cover 

o Base Medicare entitlements 

o Medicare Safety net 

o Chronic Disease Management Plan, Better Access and Access to Allied Psychological 

Services (ATAPS) initiatives (reimbursed through the Medicare system) 

o Pharmaceutical Benefit scheme (PBS) 

o PBS Safety net 

o Department of Veteran Affairs entitlements (for persons covered by a DVA white or 

gold card) 

o ADF Family Health scheme (for family members of Defence Force personnel) 

o State ambulance schemes 

o State accident and workers’ compensation schemes 

o Other health initiatives like “Helping Children with Autism” package 

 

 While informed financial consent is mandatory for all services performed on a private patient, it 

may not be practised under all circumstances, especially if the patient is in distress. The role of 

carers in the informed financial consent process is also not clear. 

 

 There are also cases when consumers have a certain understanding of their entitlement but that 

perception is not realised when treatment is required. The “gap” in patient experience causes 

confusion and frustration. The following testimonial, extracted from our member satisfaction 

survey, presents a good example: 

 

“I had top cover public hospital, I didn't realise I would still need to be on the public 

waiting list.” 

 

In this scenario, the member expects to avoid the waiting list for elective surgery in public 

hospital but in fact patients with PHI are not automatically prioritised in the public health 

system. 

 

The key issue to resolve is information asymmetry between consumers, insurers and health care 

providers. Consumers do not necessary have the information they need to make the right choices. 

They are looking for trusted advisers to help them navigate the various care settings and funding 

mechanisms.   
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Recommendation 

 

 We suggest that  a user friendly and interactive consumer health portal be developed that 

provides useful information to assist cover selection, including: 

o Provide the likelihood of claiming commonly excluded procedures based on the 

person’s age, health status etc. This facility will help consumers to assess their 

health risk level, and select the right level of cover that is appropriate to their risk 

appetite; 

o Standardised definition of common exclusions (hip and knee replacements, 

obstetrics, cataracts etc.) will also be useful as interpretation can differ between 

funds; 

o Review the current product rating system developed by the Ombudsman so it is 

more relevant and easier to understand. A star system that indicates the “value” of 

each cover will be beneficial; and 

o Review the various funding mechanisms and how they contribute to the healthcare 

expenses of individuals. 

 

The above can be partly achieved through the information already collected through the 

Standard Information Statements (SIS). An extension to the current privatehealth.gov.au 

website should be considered. These changes must be aided by digital technology and a long 

term consumer engagement strategy to raise and maintain awareness and usage. 

 

1.2 Member value proposition 

 

1.2.1 Exclusions and restrictions 

 

Exclusionary and restricted products were originally designed to attract healthy people who are 

deterred by the high cost of PHI. Comprehensive cover is not suitable to the health care needs of low 

claimers and they perceive the premium as being unaffordable. Under the community rating system, 

health funds need to continuously attract healthy people to balance the overall risk profile. This is 

critical to ensuring premiums remain sustainable to all. 

 

The purpose of exclusionary and restricted products changed somewhat when the Medicare Levy 

Surcharge and Lifetime health cover were introduced. Exclusionary and restricted products are now 

sometimes deemed as a way to avoid the “stick”.  

 

The rush of new members in year 2000 presents a significant challenge to insurers in managing 

members’ expectation as they age.  In calendar year 2000, the highest jump in hospital membership 

was observed in the 30-54 age groups. A lot of them purchased exclusionary and restricted products 

to avoid the lifetime health cover loading. The yearly price increase may have also influenced some 

of them to downgrade over time. By 2015, these people will now age 45-69.  

 



 
 

6 
 

For many consumers, PHI is a “set and forget” purchase.  For those who have never claimed any 

hospital treatment over the last 15 years, their health needs will be significantly different compared 

to year 2000. If members have never reviewed or understood their cover, they will be "discovering" 

the lack of coverage when they start using their hospital cover. 

 

As noted in the previous section, exclusions and restrictions are also a source of complexity. 

Members do not possess the level of health literacy to interpret the meaning of many exclusions and 

restrictions. Furthermore, although members are covered under a restricted procedure, the level of 

reimbursement is very low. This adds another level of complexity where members are covered but 

only at a small percentage of the total charge. This can be hard to explain and result in out of pocket 

“surprises” when members claim on restricted services. 

 

Recommendation 

 

 Remove restricted cover from all hospital treatment products. It is easier for consumers to 

understand what is “included” or “excluded” from the product, rather than “restricted”. 

 

 Lift the current minimum level of coverage for hospital products that will form the baseline 

expectations for consumers. 

 

1.2.2 Excess 

 

Although excesses reduce the premium payable, it is a very different concept to exclusions and 

restrictions. Excess is easier to understand and does not affect coverage.  It is commonly used in 

general insurance (like car insurance), and most people understand its application. To make PHI 

more affordable, without reduction in coverage, excess is a good option for members. 

 

The current legislation specified that for products to be eligible for exemption from the Medicare 

Levy Surcharge, excess must not exceed $500 for singles and $1000 for couples and families. This 

restriction limits the amount of flexibility that insurers can charge for those who are willing to take a 

higher excess. 

 

Recommendation 

 

 Increase the excess threshold from $500 for singles and $1000 for couples and families. We do 

not advocate an “unlimited” threshold position as the cost of some sameday procedures may be 

less than the excess, which introduces a disincentive for members to undertake surgeries. While 

this may prevent low value procedures, it may also deter members to seek essential medical 

treatments. An excessive increase in excess also further undermines the community rating 

principle, through further segmentation of the insured risk pool. 
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1.2.3 Value to rural and remote customers 

 

Approximately 9% of our members live in outer regional, remote or very remote parts of Australia. 

Although there may be a limited number of private hospitals available in these regions, based on our 

data, 70% of these members are being treated privately. That indicates members with PHI are willing 

to travel to be treated in a private setting. PHI also provides choice of doctors and potentially shorter 

waiting times in public hospitals. There is definitely value for rural and remote customers to 

maintain PHI. That value can be further enhanced if PHI is allowed to pay for support that rural 

patients' need pre and post hospitalisation. 

 

Recommendation 

 

 Allow PHI to reimburse rural members on support before and after they receive health care 

treatment. 

 

1.2.4 Other regulatory changes 

 

Based on our research, we understand there is a higher proportion of defence families who have 

special needs children. We have identified a need/desire to support the parents of disability 

dependent adults by allowing them to continue covering their dependent on a new 3+ adult family 

policy. 

 

The current legislation prevents us from continuing to cover them as a dependent child once they 

turn 21, or 25 if they are studying. Forcing the parents to take out and pay for a separate single 

policy to maintain cover for their disability dependent child. This is not fair or supportive to the 

parent’s or the child that is dependent on them. 

 

We would like to see amendments to the Private Health Insurance Act 2007 and Private Health 

Insurance (Complying Product) Rules 2015 to allow health funds to support the parents of disability 

dependent children by allowing them to include their adult dependent children in the 3+ adult family 

policy type. 

 

Recommendation 

 

 Allow health funds to support parents of disability dependent children through a modified 

definition of 3+ adult family policy type 
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1.3 The supply side of health insurance 
 

1.3.1 Prostheses listing and reimbursement process 

 

Prosthesis makes up 13% of our total hospital benefit outlay, and it has been growing at 17% per 

annum on average over the last 10 years. The graph below shows the trend in our prostheses outlay 

over the last 10 years, compared to other hospital benefits: 

 

We understand the unit cost of prostheses is much higher in the private setting versus the public 

setting. A recent report commissioned by five major health funds noted a 45% price difference on 

average between the private and public hospitals. This price differential is not justifiable. 

 

Recommendation 

 

 We support a reference pricing model for prosthetic items which would adjust reimbursement 

levels for each clinical category of products to bring them in line with comparable health 

systems, or if too complex initially, at least to what is being paid in the public system. 

 

 We support a value based reimbursement model to more effectively align incentives around 

selecting the right product for the right patient that achieve the best clinical outcomes. This 

would involve integrating prostheses devices into a bundled payment linked to the procedure 

via the MBS item number. 
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 We also support that only products with proven clinical efficacy should be allowed onto the 

prosthesis list. On the same token, products that are found to be faulty should be discontinued 

immediately. 

 

 We advocate that better data collection of the clinical efficacy and cost effectiveness of products 

will be of great benefit to clinicians and insurers. An extension of the current National Joint 

Replacement Registry to other commonly used prosthesis will be beneficial. 

 

1.3.2 Risk equalisation 

 

Risk equalisation plays a vital role. It supports community rating, and distributes cost of high 

claimers across the industry.  

We are a major payer into the risk equalisation pool because of the younger than average industry 

risk profile.  In financial year 2014/15, we paid $36.1m into the risk equalisation pool (9.8% of total 

contribution income in the same year). 

While we understand the importance of risk equalisation, we are concerned about several aspects of 

its operation: 

 If priced appropriately, every hospital product should cover at least its share of the risk 

equalisation pool. That is the “floor” price of a hospital product. The graph below shows the 

rise in the “floor” price for a Victorian singles hospital policy over the last 10 years: 

 

 
 

In the above example, in 2014/15, the annual “floor” price was $776 per single policy, which 

is more than twice the level in 2004/05. As the size of the pool becomes bigger, the “floor” 

price will also increase, which in turn adds pressure on premiums. 
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 The structure of the risk equalisation scheme has not been reviewed since 2005. The 

established age threshold and age based pooling percentage may not reflect current benefit 

trend. 

 

 The existing model does not encourage health management of high cost patients, as 

reduction in benefits generated will be shared amongst all funds though the current 

arrangement. 

 

Recommendation 

 

 Re-evaluate the current risk equalisation age threshold and age based pooling percentage to 

reflect the current benefit trend. 

 Investigate ways to improve the scheme and remove any disincentives for treatment that 

reduces benefit payout of high cost patients. Risk equalisation should not contradict the aim 

of achieving better health outcomes at lower cost. A potential way forward is the risk based 

capitation risk equailisation model. 

 

1.3.3 Purchasing and contracting 

 

While there is currently no restriction on purchasing models within the legislation, the second tier 

default arrangement is affecting funds’ ability to negotiate a fair contract with private hospitals.  

 

Under the current legislation, members are reimbursed based on the second tier default rate 

schedule if the private hospitals fall out of contract with health insurers. The rates are set at 85% of 

the average rates across all contracts within the state. 

 

We understand the original intent of the second tier default system is to reduce members out of 

pocket in rural areas where there is limited choice of private hospitals. Unfortunately, the current 

scheme disrupts the dynamics of negotiation between funds and private hospitals in metropolitan 

and key regional areas. The removal of second tier default system for these hospitals will help health 

funds achieve better outcomes for members. 

 

Recommendation 

 

 Retain the second tier default system only for rural independent hospitals, where there is a 

limited choice of private facilities available. 
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2 Long term reform options: The future of health insurance 
 

2.1 What should the future health system look like? 
 

To define the role of PHI, it is important to understand what a “good” health system should look like. 

In 2010, the World Health Organisation stipulated the key components of a well-functioning health 

system. The WHO paper2 stated: 

 

A well functioning health system responds in a balanced way to a population’s needs and 

expectations by: 

 improving the health status of individuals, families and communities 

 defending the population against what threatens its health 

 protecting people against the financial consequences of ill-health 

 providing equitable access to people-centred care 

 making it possible for people to participate in decisions affecting their health and health system. 

 

To achieve that vision, the health system needs to be efficient, effective and sustainable. We believe 

the above forms the foundation of a strong Australian health system and that PHI is an integral part. 

 

2.2 Future role of health insurers 
 

Long term reform of health insurance will depend on the future of the overall health system. We are 

aware of a number of other reviews commissioned by the government that will shape the future 

model of health, including: 

 Reform of the Federation; 

 Work by the Primary Health Care Advisory Group; 

 Work by the Mental Health Expert Reference Group; and 

 The Medicare Benefit Schedule Review; 

 

These reviews represent a positive step in defining the blueprint for a well functioning health system 

in Austalia. Health insurers can definitely play an active role in a reformed health system and should 

not be excluded. In our opinion, health insurers can add significant value through: 

 Working collaboratively with other funders, providers, consumers and governments to focus on 

positive health outcomes of members over their lifetime; 

 Enhancing efficiency of the health system through identification and elimination of waste; 

 Creating real value to all policyholders through complete protection against adverse financial 

consequences due to ill-health, as well as an investment in personal health and wellbeing; 

 Improving the health literacy of consumers so they can make better choices in a person centred 

care setting; and 

 Working with other stakeholders to increase transparency of the health system. 

                                                      
2
 Extracted from http://www.who.int/healthsystems/EN_HSSkeycomponents.pdf?ua=1  

Accessed on 23 November 2015.  

http://www.who.int/healthsystems/EN_HSSkeycomponents.pdf?ua=1
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2.3 Long term reform options 
 

While the outcomes of the current health system reviews may affect the implementation of our long 

term reform recommendations below, the concepts are still valid and beneficial to consumers in the 

long run. We have grouped these recommendations into two broad categories: 

 Enhancing value to consumers 

 Better Care = Better outcomes 

 

2.3.1 Enhancing value to consumers 

 

Recommendation 

 

 Health insurers can become the central administration point of all healthcare bills and 

reimbursement for a complete episode of hospital care, whether it is outpatient or inpatient, for 

members. The health insurer will also collect cost estimates from all providers on patient’s 

behalf and present a complete picture of the out of pocket expenses member may face.  

 

There are many benefits  to members if this is allowed: 

o One single point of contact for any health financing enquiry. 

o One single view of all hospital and medical bills incurred during an episode of care. 

o One single view of the total out of pocket expense a patient may face. Currently 

consumers need to visit multiple sources and require specialist knowledge to calculate 

their likely out of pockets. 

There are also benefits to providers as they don’t need to contact multiple sources to locate 

their reimbursement and a central point of contact for all patient financing enquiries. 

 

 With members’ consent, allow health insurers to tap into consumer health data stored in 

MyHealthRecord. We understand, through the National Press Club speech in October, the 

Minister is willing to give consumer open access on their personal data held in MyHealthRecord. 

We believe any legislative barriers should be removed to allow health insurers to take advantage 

of this information and assist members to achieve better health outcomes. 

 

2.3.2 Better care = Better outcomes 

 

Recommendation 

 

 One of the key market failures in the current health system is information asymmetry between 

consumers, health insurers, hospitals and health professionals. Consumers need to be health 

literate, and provided with easy to use information, to make the right choices. We appreciate 

the introduction of MyHospitals and MyHealthyCommunities, but more work can be done to 

increase transparency to consumers. A good example of consumer empowerment and quality 

comparison is the nhs choices website, which not only allows consumers to search for health 
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facilities close to their location, but provides quality indicators of those facilities so consumers 

can make informed choices. 

 

 There is lack of clarity in the supply chain of health care services in Australia regarding costs and 

value adding through the chain. A supply chain analysis, based on patient journey and done by 

an independent body, will help all stakeholders better understand how resources are spent. The 

supply chain analysis will also inform the reason for variation in care between geographical areas 

and providers. Low value and care waste can be also be identified and addressed accordingly.  

 

 Care coordination and integration has been identified as a key component in successful 

management of chronic disease patients and mental health sufferers, by both the Primary 

Health Care Advisory Group and the Mental Health Commission.  Health insurers can play a 

more active role for members with chronic disease as care coordinators of both primary and 

tertiary care and a provider of proven health management activities. Health policy should allow 

health insurers to be an active participant in care coordination. 

 


