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Dear Dr Dermody 

 

Inquiry into the Private Health Insurance (Prudential Supervision) Bill 2015 and Related Bills 

Thank you for the opportunity to comment on Senate Economics Legislation Committee’s 
inquiry into the legislative package to transfer the functions of the Private Health Insurance 
Administration Council (PHIAC) to the Australian Prudential Regulation Authority (APRA). 

Private Healthcare Australia is the Australian private health insurance industry’s peak 
representative body that represents 21 health funds throughout Australia and collectively 
covers approximately 97% of the private health insurance industry. Private health insurance 
today provides healthcare benefits for over 13 million Australians. 

Our goal is to ensure that private health insurance members receive the best possible 
healthcare at the best possible prices. 

We note that the PHIAC-APRA transition is a “machinery of government” change with no 
intended impact on the industry, apart from reducing the impost on the industry. 

Throughout the consultation process regarding the PHIAC-APRA transition, the industry has 
maintained a strong position that our preference is to retain the status quo. This position has 
been backed by all stakeholders, including APRA. 

APRA has, however, asked for legislative changes to ensure “consistency” with other industries 
that it regulates. Wherever possible, and for the most part, the private health insurance 
industry has compromised and accepted APRA’s “consistency” positions. 

Unfortunately, the drive for “consistency” with other industries regulated by APRA is likely to 
result in an increase in red tape for the private health insurance (PHI) industry. 

PHI is a “social” not “financial” good, with very different underpinnings from other industries 
regulated by APRA. Unlike other industries, PHI has had NO major failures that have impacted 
detrimentally on consumers. In fact, a number of consumer protections provisions are inbuilt 
into product design and operation of private health insurance (eg community rating, portability, 
etc.) outside of the pure prudential framework. 

We note APRA’s publicly stated position that there will be “no substantive changes to the 
prudential standards, rules or reporting arrangements”. 

We note that the Treasury and Department of Health have worked to address the industry’s 
concerns during the consultation period. However, due to the rushed nature of the 
consultation process, which only began in January this year, some important issues have not 
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been addressed. A number of new provisions that significantly impact industry compliance 
costs have been introduced since the Exposure Draft legislation, without consultation. 

We have attached our submissions on the consultative process to date. Our main concerns 
continue to be: 

1) Data provision and confidentiality; 

2) Continued transparency of prudential decisions; 

3) Increased regulation, including new custodial penalties related to information; 

4) Increased scope for confusion; and 

5) Important questions unanswered. 

We continue to look forward to a rapid resolution of these issues to allow a 1 July 2015 start 
date for the legislative changes, with any changes effective from 1 July 2016,1 in line with 
Government’s commitments. 

We would be happy to provide you with our simple proposed solutions that would quickly and 
easily resolve many of these issues. 

 

1 Data Provision & Confidentiality 

We believe there should be a simple legislative provision to ensure that the regulator continues 
to provide detailed quarterly data provided for over 25 years to the individual health funds and 
Private Healthcare Australia, while ensuring this data remains confidential and unable to be the 
subject of any Freedom of Information requests. 

The data provision and confidentiality issue was introduced in the draft legislation proposed by 
APRA/Treasury that seeks to capture PHI data collection requirements under the Financial 
Sector (Collection of Data) Act. 

The industry has asked for this to be changed since it was proposed in January. The industry 
has accepted APRA and Treasury’s assurances that there will be no change to the current 
arrangements and that including the industry in these Acts simply allows APRA to collect data 
using the same processes as it does for other industries it regulates. Given these repeated 
assurances, it is appropriate to request that this issue be addressed so that the status quo can 
continue. 

The industry wants to continue the current arrangements, which are important for 
transparency. For example,  

• data/calculation anomalies are immediately picked up by other insurers and/or Private 
Healthcare Australia; and 

• to provide contemporary data as requested by consumers, other regulators, Members of 
Parliament and others to show industry returns to members. 

                                                           
1 The Medibank prospectus, released on 25 November 2014 by the Australian Government states “As at the 
Prospectus Date, APRA has not determined its approach to prudential regulation of the PHI industry except 
that it does not intend to make any changes to the existing capital and solvency standards for private health 
insurers before 1 July 2016.” 
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APRA’s proposals are a fundamental change to longstanding, accepted practice (over 25 
years). The Private Health Insurance Act 2007 (PHI Act) was drafted to permit existing practice 
to continue (with some specific exclusions that are not relevant to data provision). We believe 
that APRA’s current interpretation of the PHI Act is overly narrow. 

Please introduce a simple legislative provision to ensure this longstanding practice continues 
and that the data shared continues to be confidential. This simple legislative provision could 
largely echo clause 169 of the Private Health Insurance (Prudential Supervision) Bill 2015, with 
appropriate confidentiality arrangements. Clause 169 was inserted to ensure that current 
public reporting from PHIAC continues under APRA. 

We have detailed the uses and purposes of this data provision in our submission to APRA dated 
18th May (refer to Attachment Two). 

 

2 Reduced Transparency of Prudential Decisions – Reduction in AAT Reviewable Decisions 

The number of decisions that are AAT reviewable has decreased while regulatory powers have 
increased. As stated in our submissions to date, we believe that all existing decisions that are 
AAT reviewable should remain so and new regulatory powers should be AAT reviewable. 

Treasury states that all decisions (except one) that are currently AAT reviewable remain so. 
However, we note that the APRA consultation package says that AAT reviewability has been 
removed for some decisions, including HPS 100, 110 and 510 (proposed new solvency, capital 
adequacy and governance standards). 

We note that in addition to these three grounds for AAT reviewability, the Bills presented to 
Parliament also remove a fourth ground for AAT reviewability under section 152 of the PHI(PS) 
Bill (former item 12 of the table in section 168). We are confused why an additional ground for 
AAT reviewability would be removed, given assurances from Treasury that AAT reviewability 
has been retained for all currently AAT reviewable decisions. 

In addition, as noted in our initial submission to Treasury, the number of grounds for AAT 
review of decisions has been reduced. 

Please reinstate the current AAT reviewability of decisions, including those made under HPS 
100, 110 and 510. This accords with APRA’s commitment of “no substantive changes from the 
status quo”. We would be happy to work with you to draft a quick, easy legislative change to this 
purpose. 

To assist the industry to understand the proposed changes, we look forward to Treasury/APRA 
providing a document mapping all decisions and their review process currently and under the 
proposed new regime, under the legislation, any subordinate legislation or otherwise. 

 

3 Increased regulation, including new custodial penalties  

The industry is concerned that the proposed PHIAC-APRA transition is likely to increase 
prudential regulation. In particular, the Financial Sector (Collection of Data) Act introduces 
custodial sentences, of up to 5 years, for certain offences relating to information, including 
sections 13B and 17D. 
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We do not understand why these new custodial sentences have been introduced to a 
compliant industry that has had no major failures to the detriment of consumers. We would like 
to see these additional penalties removed from the PHI industry. 

At a minimum, ensure section 13B and its new custodial sentence for disclosing an APRA 
regulatory standard does not apply to private health insurers – the provision reduces 
transparency. 

In addition, we note new subclause 77(3) of the PHI(PS) Bill which allows APRA to determine 
that any person should pay external manager fees. We are uncertain as to why this new, 
onerous and broad power has been introduced. This seems to expand available Directors 
Penalty provisions in other legislation beyond Directors. 

 

4 Additional Scope for Confusion Between APRA/Health/Treasury Roles 

Some of the APRA Rules deal with areas that we have been informed come under the 
Department of Health’s (DoH) responsibility. To have an area of DoH responsibility dealt with 
by an APRA Rule introduces unnecessary scope for confusion. We need to be careful to ensure 
that policy lines are clear and respected to avoid unnecessary overlap that doesn’t correspond 
with APRA’s prudential supervision role. 

For example, we are concerned that clause 85(4) of the PHI(PS) Bills requires APRA to consult 
with the Health Secretary. However, newly inserted words provide that failure to consult does 
not affect the validity of APRA’s rules. 

This introduces significant uncertainty for the industry, which is now subject to three separate 
regulatory regimes that have the potential to interact in new and complex ways. 

 

5 Important Questions Unanswered 

5.1 Standard Operating Procedures 

The Standard Operating Procedures (SOPs) were drafted by PHIAC in consultation with 
the industry and provide the following benefits: 

• reduce confusion; and 
• increased goodwill between the regulator and the industry. 

The SOPs detail how conflicts will be dealt with by the regulator. 

We note that APRA has stated the SOPs align with its enforcement approach. Given these 
parallels, it should be a simple process for APRA to update the SOPs and/or map them to 
its proposed approach. 

We have asked APRA to provide the proposed new process for dealing with regulatory 
issues and a map of how the SOPs align with APRA’s proposed approach and await a 
response. 

Any attempt to remove/not update the SOPs introduces unnecessary confusion. 

The industry has a strong preference to continue using the SOPs, as they have been a 
useful and successful regulatory tool. 
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5.2 Risk Equalisation 

Risk Equalisation is an important support for community rating, which underlies the 
Australian private health insurance system. It deals with large amounts of money on a 
quarterly basis. It differs significantly from other APRA-regulated industries. 

We would like to understand how the system will be administered/managed going 
forward, including how insurers will continue to be given the appropriate data to: 

• benchmark and understand risk equalisation outcomes; and 
• note if it is out of kilter with the rest of the industry on a State-by-State and quarter-

by-quarter basis (may indicate eg data/business issues). 

The data currently provided under Section 1 above is key to the risk equalisation process 
and we look forward to legislative confirmation that the current process will continue. 

5.3 Impost Reduction for Industry 

We note that the changes are proposed to reduce the impost on the industry. However, 
despite a large reduction in PHIAC staff, APRA proposes no reduction in the levy before 
2017/18. 

In addition, we note an additional provision has been included in the Consequential 
Amendments Bill which was not in the exposure draft reviewed by industry. The 
proposed new Division 2, Section 22 of the Private Health Insurance (Council 
Administration Levy) Act gives the Assistant Treasurer the power to determine in writing 
that a specified asset will become the asset of the Commonwealth before the transition 
occurs. 

We seek confirmation that the entire current reserves of PHIAC will be transferred to 
APRA and noted against the PHI industry. 

5.4 Industry’s Work on Streamlining Rules 

Since 2014, the industry has been discussing with Government its proposals to 
streamline the Private Health Insurance Rules, to remove outdated provisions and 
unnecessary red tape.  

We understand that the proposed legislative package has been updated to ensure that 
references to all Private Health Insurance-related Rules are flexible enough to 
accommodate these changes. 

We note that APRA has introduced changes from the PHIAC Rules to introduce 
“consistency” with other industries it regulates. 

We are disappointed that the industry’s work has not been included in the current Rule 
changes, in particular quick, easy red tape reductions. For example, it would be quick and 
easy to remove double notification requirements to separate Government agencies in 
different formats/timeframes. Further information on double notification requirements 
is in Attachment Two. 

We look forward to progressing this work with APRA at the earliest available opportunity. 

We seek a commitment that APRA will seek to implement this important work by 31 March 
2016. 
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We remain concerned that the PHIAC-APRA transition, as presented to Parliament, will result in 
increased industry regulation, contrary to the Government’s stated objective to reduce red 
tape and regulation. Given that there is no proposed reduction in the levy on the industry, we 
query whether the proposed documentation as currently drafted will fulfil the Government’s 
objectives. 

We are keen to meet with you to further discuss ways to ensure that the PHIAC to APRA 
legislative package reduces red tape and unnecessary regulation. Please contact me on 
6202 1000 with any queries. 

Sincerely, 

 

 

 

HON DR MICHAEL ARMITAGE 

CHIEF EXECUTIVE OFFICER 

Attachments:  One  Table of Issues Raised by Industry 

Two Previous Submissions to Treasury and APRA on the 
PHIAC-APRA transition 
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ATTACHMENT ONE – Table of Issues Outstanding 

This table summarises issues the industry has raised with APRA, Health and Treasury and 
remain outstanding. 

Issue Solution Treasury/APRA 
Response 

Proposed Bills 

Data Provision and 
Confidentiality 

Simple legislative fix – 
mirror current clause 169 
with confidentiality 
safeguards 

Treasury – 
administrative issue, 
requires APRA 
response. 

Treasury earlier 
stated it was looking 
at introducing new 
clause 169 for public 
information and a 
similar provision for 
industry-only 
information. 

APRA – legislative 
issue 

No proposed 
resolution to date. 

Reduced 
Transparency of 
Prudential Decision-
making – AAT 
reviewability 

Simple legislative fix – 
(a) add 3 new items to 
the table at clause 168; 

(b) reinstate ground 12 
review decisions under 
section 152 of the 
PHI(PS) Bill (which has 
disappeared since the 
consultation draft Bill). 

Treasury - all 
currently AAT 
reviewable decisions 
remain so. 

APRA – 3 decisions 
are no longer AAT 
reviewable. 

No explanation for 
removing ground 12 
for AAT reviewability 

Removes AAT 
reviewability for 4 
decisions. 

Reduced 
Transparency of 
Prudential Decision-
making – new 
regulatory powers 
have limited 
reviewability. 

Simple legislative fix – 
add new and increased 
regulatory powers to the 
list of AAT reviewable 
decisions at clause 168. 

Treasury – will 
consider ensuring all 
non AAT reviewable 
decisions are 
subject to internal 
APRA review 
process. 

Only AAT reviewable 
decisions are 
subject to internal 
APRA review 
process. 

Increased Scope for 
Confusion between 
APRA, Treasury and 
Health roles 

Insert obligations for 
APRA and 
Treasury/Treasurer to 
consult with Health 
before changing 
regulation. 

Unnecessary 
because they will 
consult and 
Memoranda of 
Understanding will 
be put in place. 

Requirement for 
APRA to consult 
with Health 
Secretary in clause 
XXX has been 
watered down. 
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Reduced 
Transparency in 
Industry Levies 

Reduce industry levies 
from 2015/16in line with 
reduced PHIAC staff and 
back office efficiencies. 

Ensure entire PHIAC 
reserves are transferred 
to APRA and quarantined 
for PHI industry. 

Ensure monies 
associated with levies 
and the Risk Equalisation 
Pool are transparently 
applied for the PHI 
industry’s benefit. 

No change until 
2017/18. 
 
 

PHIAC reserves can 
be transferred to 
Commonwealth. 

Will increase 
transparency. 

No proposed 
resolution to date. 

New Industry Levies 
have been 
introduced 

Remove new Levies. 

PHIAC has successfully 
regulated the industry for 
over 25 years without the 
need for additional levies. 

APRA needs to be 
able to impose new 
levies in case they 
are necessary. 

No proposed 
resolution to date. 

It is generally 
acknowledged that 
private health 
insurance is NOT a 
financial service and 
should not be 
treated as such by 
APRA or the Bills 

Remove PHI from the 
Financial Sector 
(Collection of Data) Act. 
Instead, replicate current 
legislative provisions. 

At a minimum, ensure 
section 13B and its new 
custodial sentence does 
not apply to private 
health insurers – the 
provision reduces 
transparency. 

References to PHI as 
part of the financial 
services industry 
have been removed. 

PHI has been 
brought under the 
Financial Sector 
(Collection of Data) 
Act, which has 
introduced 
numerous issues to 
the Bills. 

Increased 
prudential 
regulation powers, 
some of which could 
cause insurers to 
breach obligations 
under the Private 
Health Insurance 
Act 

Clarify that a private 
health insurer is not 
required to comply with 
an APRA direction that 
may put the insurer in 
breach of its obligations 
under other Acts. 

Introduce a requirement 
for 
APRA/Treasury/Treasurer 
to consult with Health 
before issuing such a 
direction. 

Unnecessary 
because they will 
consult and 
Memoranda of 
Understanding will 
be put in place. 

No proposed 
resolution to date. 
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Increased 
prudential 
regulation powers – 
commence 
investigations that 
are likely to increase 
compliance costs 
and be passed onto 
members in 
increased premiums 

Insert a requirement that 
investigations can only be 
commenced if a breach 
of the PHI(PS) Act is 
detected. 

 No proposed 
resolution to date. 
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ATTACHMENT TWO: Previous Submissions to APRA and Treasury 
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Ms Laura Johnson

Manager, Insurance and Superannuation Unit
Financial System and Services Division
The Treasury
Langton Crescent
PARKESACT2600

A^7" ^v^,
Private Health InsuranceChanges

Thank You forthe opportunity to comment 90_I^^. r^_91the proposed legislation to transfer the
functions of the Private Health Insurance Administration Council(PHIAC)to the Australian
PrudentialRegulation Authority (APRA)

Private Healthcare Australia is the Australian private health insurance industry's peak
representative bodythatrepresents 21 health funds throughoutAustralia and collectively
coversapproximately 97% of the private health insurance industry. Private health insurance
today provides healthcare benefits for over 13 million Australians

Our goalis toensure that private health insurance members receive the best possible
healthcare arthe best possible prices

The exposure draft material introduces significant uncertainty for no proposed gain to either
the industry orits members. In fact, the exposure draft materialis likely to increase costs for
private health insurers, which must be passed on to members through premium increases.

The exposuredraft material represents a fundamentalshiftin the prudentialregulation of the
Australian private health insurance industry by including the industry as part of the financial
system for prudentialregulatory purposes. iris vital that the industry is given the opportunity to
fully understand the proposed changes and provide inputon them beforethe changes come
into effect.

The policy decision was to move the PHIACfunctionstoAPRAto reduce costsand regulation
However the proposed Billgoes much further than this and proposes to regulate the private
health insurance industry as part of the Australian financial services industry.

Weare particularly concerned that there is little or no explanation of why the individual
changes in the proposed Billare thoughtto be necessary and howthey are likely to affectthe
industry and its members

Itseems incongruousforthe industry to onlyseeone small partofthe package, with very short
responsetimeframes, 5 months before the changes are due to take effect. In fact, we
understand that iris unprecedented forthe entire prudentialregulation of an industry to
change within such shorttimeframes,

We are concerned that the exposure draft material will resultin increased industry regulation,
contrary to the Government's stated objective to reduce red tape and regulation. Given that
there is no proposed reduction in the levyon the industry, we query whether the proposed Bill
as currently drafted willfulfilthe Government's objectives

,

O.

Private HealthcareAustralia
Better Cover. Better Access. Better Care

Uniti7G. Levell, a <1ngSi. DeakinACT 2600
T (+61) 2 6202 1000
F (+61) 2 6202 1001

WWW private healthcareaustralie. o1g a,
ABN 3500B621994

HonorMichaelArmitage
CH;=F EXECUTIVE OrFICEP
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It is importantto note that the Australian private health insurance has had no majorindustry
failures to thedetrimentofconsumers. Therefore, the currentregulation is working and no
additional regulation is warranted. In fact, ifanything. regulation should reduce NOT increase.

We note that a key objective of the Australian Department of Health is to create better health
and wellbeingforAustralians. It is important to align the prudentialregulation of private health
insurance with these coregoalsforthe Australian health system and anychanges should be
structured to increase the health and wellbeingofAustralians.

We request fullconsultation on the fullpackageofchangeswell beforetheycome into effect.
This would include allthe documents listed below and sufficienttimeto read, understand,
discuss and incorporate feedback internally and with the various Government departments
involved. A fairer timeframe would involve consultation now for introduction in early 2016, with
changes applying from I July2016

We understand that the transfer of PHIAC'sfunctions to APRA will include the following
regulatory changes:

. transitional provisions-notevailableforanal SISandcomment;

. provisionsto ensure no chan es will take effect before IJu1 2016'- notavailablefor

.

anal SISand comment.

a regulatory impactstatementto explain the changes and howlhey will affect
Government administration of the industry, including costs to the industry and members
and the industry's goals of providing accessto the best possible care at the best possible
prices ~ not available for anal sis and comment.
changes to the Private/./eelth insuranceAct2007- notavailable forenal sis and
comment;

changes to the relevant PI/Vate Health/nsurancePu/es- not available for anal sis and
comment;

APRA's proposed regulatory Standards - notavailable for anal sis and comment.
fullexplanatory material that details the proposed changes, why they are considered

Private HealthcareAustralia
Better Cover Better Access. Better Care

.

.

.

.

.

necessary, how they differ from currentregu ation, etc - not avaiableforanal SIS and
comment;

Rules that willsit under the proposed Bill - not available for anal SIS and comment. and
. the proposed Bill

his verydifficulttoprovidecommentsononeisg!a^^of this packageofchangeswithout
accesstothecompietepackage.

The stated purpose of the changes is to achieve cost savings. However, there is no explanation
of whatthe expected cost savings are, or how these will be achieved. The cost of the levyon
the industry will not change, despite staffing cuts in PHIAC.

The materials released for consultation do notgive the industry an opportunity to understand
what changes are being proposed, compared to the currentregulatory regime orwhythose
individual changes are proposed.

The Medibankprospectus, released on 25 November 2014 by the Australian Governmentstates"Asatthe
Prospectus Date. APRA has notdetermined its approachto prudentialregulation of the PHIindustr/except
that it does notintend to make anychangestotheexistingcapitaland solvency standardsfor private health
insurers before I July 2016. "
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The current exposure material does not provide details about somefundamental aspects of
private health insurance industry regulation or how its regulation will be affected, including

. premiumchangeprocess;
o currentstandardoperatingprocedures issued by PHIACaftersubstantialindustry

consultation;

. industry analysis performed by PHIAC but notyetfinalisedorpublished;

. annual report on insurers - which has been published every Yearfor 40 Years and should
be published every Year by December;

o state of the health funds report - which would probably better fit under the PHIAC/APRA
role;

. riskequalisation;and

. reporting'industrystatistics

We asked these questions during the consultation sessions. The Treasury, the Department of
Health and APRAare unable to provide clarity on these issues, as much of the necessary detail
has not been finalised. It is concerning that the scope of the changes seem to not be fully
comprehended byeitherthe new northe old regulator, just a fewshort months before the
changes are proposed to take effect

Given that we have access to only part of the package, our current comments are interim in
nature. We lookforward to receiving the rest of the package of regulatory changes so that we
can provide you with our full comments and feedback.

We have structured our interim feedback asfollows

. general comments - these comments coverthe regulatory change package as a whole;
and

. comments on specific clauses of the Exposure Draft Bill- detailed in Attachment One
General Comments

The Billfundamentally changes the regulation of private health insurancesQingforward and
therefore requires full consultation with sufficienttimeforeveryoneto understand the
changes andtheirimplications.

LackofConsultation and OverI Short Timeframes

It is disappointing that Government has only chosen to release for consultation one small part
of the proposed changes to the prudentialregulation of the private health insurance industry
Weare informed that someotheraspectsofthechange may(ormaynot) be released for
consultation separately. !fthey are released, we understand the timeframesforreading,
understanding them and providing comments will be significantly less than the current
13 business days

The exposure draft material is a profound shiftin the prudentialregulation of private health
insurers. Currently, private health insurers are regulated as part of the health industry. The
exposure draft material proposes to regulate private health insurance as a financial service. As
discussed further below, the private health insurance industry hasseverallegalobligatbns that
make it verydifferentfromfinancialservices, including a jackofrisk rating business decisionsin
relation to members, guaranteed portability, community rating a collapsed insurer Iewand risk
equalisation.

Private HealthcareAustralia
Better Cover Better Access BetterCa e
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Despite this fundamentalshift, there has been a disappointing lackofindustry consultation
The industry has not been consulted on whether itshould be regulated as a financial service
The industry has not been provided with an overview of the proposed changes to prudential
regulation and howthese will affectthe industry, its operationsand members.

In fact, the only consultation 1sthe current exposure material, which has been presented in
isolation from the whole new regulatory package and does not explain whyorhow the new
regime will apply to private health insurers, or how it differsfrom the current regulation. We
have been given lessthan 13 business daysto provideourcomments. We have not been
provided with the consequentialamendments, ortheamendmentsto the currentActs and
Rules, which would help us better understand the proposed changes from the currentregime

The new regulatory regime is proposed to occurin two stages
I. Transfer PHIACfunctions to APRAfrom I July 2015. We have been advised that there will

be no changes to the prudentialsupervision of the industry untill July2016. However, we
are alsotold that there will need to be some changes to accommodate the newActand
structure. We lookforward to receiving an explanation of these changes and whythey are
necessary.

2. NewAPRAregimefrom IJuty2016. We havebeen promised thetanychangesto
prudentialregulation of the industry will involve extensive industry consultation.
However, we have also been told that some changes are non-negotiable, asAPRA needs
to align its regulation acrossthe industries that mregulates. As noted elsewhere, we have
not been provided with explanations of why the individual changes are thoughtto be
necessary

We are concerned that the industry is beingsubjected to two changes in its prudential
regulation in less than twelve monthswith minimal consultation and notice of whatthe changes
will be and why. APRA has stated that the first stage will involve changes. The second stage
must also involve changes

!in 11cations of Treatin Private Health Insuranceas a Financial Service

Currently, private health insurance is part of the Australian health system. The Bill, however,
proposes to regulate the private health insurance industry as part of the Australian financial
services sector. This is a substantial change to the way the industry will be regulated and is likely
to have flow-on effects to private health insurersand the premiumstheir members pay. In
particular, it is likely to increase the costs of doing business as a private health insurer and
thereforeflow-on to premium increases

In contrast, it is commonly acknowledged that private health insurance is not partofthe
Australian financial sector.

BY treating private health insurance as a financial service, the Billincreases regulation of the
private health insurance sector. This appears incongruousgiven that there have been no
systemic marketorregulatoryfailurestothe detriment of consumers in the private health
Insurance sector. On the other hand, the financial services sector has experienced several high
profile failures.

We are concerned that there is little explanation of whythe individual changes (such as treating
private health insurance as a financial product) are proposed and a lackofexp!oretion of how
these changes may impactthe private health insurance industry, its members and its

^::::::
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Forexample, seethe Fibancb/Systeminqu/ky, 2074(The "Murray Review")
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fundamental tenets, e. g. community rating. Aligning regulation with that of other insurance
types and the financial services sector does notrecognisethat unlike rivate health insurers
organisations in other insuranceforms and banking risk rate their decisions to provide
insurance and/or other financial services to particularindividuals. Other insurance types also
have reinsurance and underwriting. Unlike other insurancetypes, private health insurance also
has a collapsed insurance levy, risk equalisation, portability amongother issues

This increase in regulation is at odds with the Government's stated intention to cutred tape
and remove and streamline unnecessary regulation.
Increased Re ulation and Increased Red Ta e

The Government's stated intention is to cutred tape and remove and streamline unnecessary
regulation. However, the impactofthe movefrom PHIAC to APRA will increase red tape on both
the industry and affected government departmentsand regulators

Between now and I July2015, the entire health insurance Industry (as wellas affected
governmentsdepartments and regulators) - a significant number of peopleand resources - will
need to spend time reviewing a suite of draftlegislation, rules, standards as well as new
associated legislation that does not currently apply to the industry. In addition, the industry will
need to consider and action the resulting business impacts

Untill July 2015, the industry will be forced into an ongoing cycle of reviewing potential
amendments to that legislation, standards and rules, and considering and actioningthe
resulting business impact of those changes

This comes at a significant costin terms of time and resources, distracting the attention of
management and Boardsfrom the corefunctions of private health insurance -improving the
health outcomes and cost of health management of Australians.

The explanation we have received for manyofthe changes is a perceived need toensureAPRA
aligns regulation to make it easier forthem to regulate and achieve potential cost savings.
There is no explanation howthe changes relate to these potential cost savings - we note
however that thereare nocost savings forthe industry in the foreseeable future and ultimately
there will be less transparency in costrecovery than currently existsfor PHIAC.

We are concerned that both the industry's resources and the Government'sresourcesare
being diverted from "creating better health and wellbeingfor Australians". Given that there are
currently no projected savings forthe industry from the changes, but rather increased
regulatory costsforthe foreseeablefuture, we query whether the mooted changes are
necessary

Financial Sector Collection of Data Act

We understand that the Fibanc/;elsector(Oof/ect/briofData)Act(CODAct) will be broadened
to apply to private health insurance. This is more complexthan simply setting outreporting
requirements under thenewAPRA Rules

The COD Actonlyapplies to a small number of APRA-regulated sectors and currently excludes
the following sectors:

. approved deposittakinginstitutions;

. lifeinsurance;and

. generalinsurance.

^::::::^1111^.
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In factthe COD Act only seems to apply to finance bodies, investment banks and financial
sector business subsidiaries. ' It is inappropriate to extend this Actto private health insurance
given a lack of similarities between private health insurance and thesectors regulated by the
CODAct

Including private health insurance in the smallnumber of sectors governed by the COD Act
appears to run counter to division of Ministerial responsibilities in the proposed Bill. Under the
proposed Bill, the Treasurer(the Minister under the CODAct) has the power to make
determinations regarding prudentialregulation alone for private health insurance. All other
policymaking powersfor private health insurance remain with the Minister for Health. However,
the objects of the CODAct(section 3) enable the collection of information to assist the
"Minister to makefinancial policy". It seems inappropriate to empowerAPRA to collect private
health insurance information that does notrelatetothe prudentialregulation of private health
insurers. The responsibility to collect general private health insurance information resides with
the Minister for Health. Any additional powers will result in duplication and additional regulation
and redtape

References to the CODActshould be removed from the Exposure Draftand replaced with a
section stating what data the industry needstosupply. Asection, rather than a whole new Act,
is farsimplerand involves less red tape than applying a whole newActtothe industry
Penalties and Defences

From the limited information available to us, it appears that proposed Billis likely to result in
Increased regulation forthe industry. Due to significant directorliabilities outlined in the
proposed Bill, directors will seek additional assurances that compliance is achieved and this will
likely often resultin additional unnecessary compliance costs for internal complianceand
regulatory systems. This will add an unnecessary overlayofcompliance costsforlittle
additional value/benefitto the organisation and/or policyholder/consumer benefit
It is essential for private health insurers to be able to attract and maintain directors and other
officers of high calibre, withoutthe disincentive of an overly onerous liability regime being
imposed,

We are concerned that the Billremoves the current procedural fairness defences for failing to
comply with regulation, for example ifthe insurer is not notified of a requirement, ora change in
requirement. In addition, the Bill does notrequire APRA to notify insurers, e. g. s92. This may
mean that when APRA provides a direction to a particularinsurer, but does notnotifythat
insurer, the insurer has no defencefor non-compliance with a direction it never knew about. As
discussed at the 16'' January industry consultation session, this result seems to run counter to
natural justice.

Strictliabilityoffences should be removed and a materialitythreshold should apply for all
breaches - this simple change will help reducethecompliance burden on industry and the
administrative burden on Government, by ensuring that time is not spenton non-material
breaches.

All penalties for failure to comply should specify that penalties can only be applied after
notification has been provided and a reasonable period of time has elapsed

Private HealthcareAustral'a
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Levies

We note that oneofthe Government'sstated aimsformovingthe regulatory roleofPHIACto
APRA is to "remove duplication and reduce imposton industry. "' However, the Exposure Draft
Bill does notreducethe industry levy, but rather proposes to continue previous increases. In
addition, contrary to the Government's increased efficiency dividend, the Exposure Draft
material proposes to index the levy's cap by the Consumer Price Index plus an unexplained
amount of 0.03. The levy should continueto be linked to the actual costs of regulating the
industry and the actual number of policies issued by the industry, overseen by the Minister for
Health, rather than CPI and an arbitrary number.

Given that the costs of running PHIAC are known, andthe proposed PHIAC staffing reductions
are also known, we would expecttosee a cost saving forthe industry of the changed regulatory
environment. According to the public PHIACannualreport, the Iewshould reduce by over
$1 million to reflect staffand Councilreductions - proposed backoffice efficiencies would
increase this saving.

Prudential regulation of the industry is funded by the industry. The proposed Bill will
substantially increase penalties for late payment of these levies, from a maximum of 15% to a
flat 20%, In addition, the proposed Billremoves current protectionsforinsurers that allows
waiver of the late payment penalty. Under the proposed Bill, a simple bank error could resultin
insurers paying a substantial penalty with no room forthe penalty to be waived

Given the Government's intention to better align industry regulation, the General Interest
Charge, at the regulator'sdiscretion, would seem a more appropriate penalty for late payment
Timeframes for Prudential Re ulation Chan es

To help provide certainty forthe industry, the transitional provisions should clearly state there
will be no changes to the waythe industry is prudentially regulated (as opposed to by whom)
untilatleastl July 2016. This will givethe Department of Health, APRA, Treasury and the
Industry time to settle into the new arrangements and help provide stability

Regarding changes postl July 2016, the Explanatory Memorandum states that APRA will
substantially use the current PHIAC standards. APRA confirmed at the industry meeting of 16''
January that it will essentially replace the word "Council" with "APRA" through the Standards
and Rules, and not makeother changes orimpose additional regulation without extensive
industry consultation
Consultation

Private HealthcareAustralia
Better Cover Better Access Better Care

Prudentialregulation of private health insurers impacts howthe industry goes about!ts
business and the benefits it can offer members. Anychange to regulation involves changing
systems and processes. To help maintain the Government'sgoalofreducingred tape and not
Increasing It, It Is Important to ensure

. full, timely consultation with the industry to help reduce unintended consequences; and

. sufficienttimeframes to allowthe industry to update its systems and processes before
the change comes into effect.

We note that the prudentialstandard forcepital adequacy has recently changed and insurers
have made the relevant changes to their systems and practice. Moving regulators is another

Budget Related Paper n0.1.10 PIT9.
Based on PHIAC annual report2013/14, pages 71-73. Forexample, the Councilwillgo
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significantregulatory changeand open discussion between APRA and the industry is necessary
to ensure a smooth transition for both APRA and the industry

APRA noted during the industry consultation sessions that it will publish its standardsand Rules
forthe industry and consult broadly with the industry while developing those standards, We
lookforward to working closely with APRA to develop those standards to help reduce
unintended consequences and ensurethatthe new standards meetthe Government'sgoalof
reducing red tape, rather than increasing red tape

We are pleased that APRA and the Treasury havecommitted to joining the workthat Private
Healthcare Australia and the Department of Health are doing to streamline the Private Health
Insurance Rules. As discussed on 16'' January, given that the Department and Private
HealthcareAustralia have already commenced substantial workon this issue, it makes sense
for APRAand the Treasury to join the Working Group, rather than doingseparate workon the
same Rules. We lookforward to meeting APRA andthe Treasury on 5'' February.
Structure

The Exposure Draftis for a new Bill. We urge You to use this opportunity to modernisethe
legislation that governs private health insurers and theirregulators. The current Act and Rules
contain manyexceptions and some exceptions to exceptions. This results in legislation that is
overly complex and difficulttofollow for both regulatorsand the industry.

The following changes would help streamline the Exposure Draft Bill and make it easier to
administer and comply with

I. Definitions should refer directly to section numbers, rather than just referring to an Act
and usersthen having to look up the dictionary in that other Act.

2. A logical structure would help make the Act more readable, so that it tells a story and is
easier to followfor all users - we suggest the following structure
. Insurersobligations -whatinsurersare required to do;
. Regulatory powers and triggers - What powersdo regulators have rinsurers don't

comply with theirobligations?And whattriggers those powers tooperate?
. Worstcasescenario-external management, termination, Federal Court

3. Simpler legislative drafting would makethe provisions easier to follow. The Act should be
written in the modern legislative style:
. state the principle/whatitismeanttodo;
. giveexample/notes ifnecessary;and
o provideexceptionsifnecessary

4. Ensuretermin0to8y is consistentacross alllegislation that applies to private health
insurers. For example, Part 5 of the Exposure Draft Bill uses both the terms "Appointed
Actuary" and "Actuary". Ifthere is a substantive difference between the two terms, this
should be made clear

Pleasefind attached our interim specific comments on the PI/'vetoHea/th/DSUrance
0'1udent/;91Superv/:SIon) 8/1/2075

^11/11.
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We are keen to meet with You tofurtherdiscuss waysto ensurethatthe PHIAC to APRA
legislative package reduces red tape and unnecessary regulation. Please contact me on (02)
6202 1000with any queries

Yours sincerely,

.

HONDRMICHAELARMITAGE

CHIEFEXECUTIVEOFFICER

Attachments:

I - f

Private HealthcareAustralia
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ATTACHMENT ONE:Interim Specific Comments on Private Health /DSUrance(Prudent/;?/
SuperVIE;/On)8/7/2075
Partl

4: definition of "business rules"- the Exposure Draftincludes a definition of "business rules"
which does riotrefer backto the PHI Act. It would be clearer to refer to the PHI Act, rather than
create a new definition, as the Bill does for other definitions

Part 2

12: The equivalent section in the PHI Act 2007, section 126.0(3), states "the applicant must
also provide a COPYofits rules to the Secretary of the Department. " Wherewillthis
requirement sitin the new legislation package?

150): This section states that APRA may grant the application subjectto such terms and
conditionsasAPRA considers appropriate. Previously this has been based on the PHI
(Registration) Rules and the ability to comply with obligations under the Act. The regulations
CACt, Explanatory Memorandum or Rules) should provide more clarity on the terms and
conditions APRA will expect and consider in granting applications for registration
15(3): This section seems to be related to restricted access insurers, however this is not clear
Please clarify.

15(5): The current PHI(;?eg/Strat/On)Pu/esset outrestricted accessgroupsforrestricted
access insurers. Please clarify wherethis will be catered form the new legislative package

19(3)(b): This refers to the Private Health Insurance Ombudsman. As this function is moving to
the OfficeofCommonweaith Ombudsman. We suggest using this opportunity to update this.
This also applies to section 19(6)(b)

This demonstrates the issues associated with presenting the Bills to change private health
insurance regulation separately. No doubt, there will be othersuch issues that have notyet
been discovered in the currentand future proposed Billsand subordinate legislation
Part4

910): This appears to increase regulation of the industry. Div163 of the PHIAct provides for
Prudential Standards to be complied with by insurers. The proposed subsection relates to
standards "that must be complied with by, or/hrebt/bn to, private health insurers". The
additional words "in relation to" are unnecessary and likely to create additional confusion -
pleaseremovethem

91(9) and 172<4): The power to make, varyand revokestandards and rules is able to be
delegated to APRA staffat an executive level. This is very differentfrom current regulation,
which can only be changed by a majority decision of independent Council members, who are
much more seniorthan executive level staff. This powershould be limited to APRAmembers.

Ifyou proceed with this change, please explain in the Explanatory Memorandum the reasons
behind this change and how the new regulation will ensurethere ise sufficientlevelofscrutiny
of these decisionsand also consultation with industry during the development/changing of
standards

92: This is a significant change and has the potential to tie uptime and resources of both the
regulators and industry dealing with non-material breaches. The section states that a standard
is stillvalid whether or not APRAfails to fulfilits obligation to advise those affected. Defences

^1111^.
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for non-compliance, however, seem to have been omitted from the Bill. Notification
requirements should be inserted back into the Bill. In addition, the Bill should codify current
regulatory practiceand state that only material breaches of prudentialstandards will be
punished. This will reduce both Government and industry resources tied up in dealing with non-
material breaches

940)(a)(i): Please insert a materialitythreshold, as is the casefor paragraph (11) and elsewhere
in the Bill.

96: Again, this section provides broader and more explicit directions powers. It is unnecessarily
broad and unclear(further details below)

960)(b): This is anothersignificant expansion of regulatory powers. APRAwould be
empowered to remove a directorfrom office, including a CEO orsenior management member.
This is not currently possible, even when a fund is being externalIy managed. Please revertto
the current powers.

96<1)(f): The terminology"financial accommodation"is unnecessarily vague and needs
clarification. For example, does it includegranting suspensionsto policy cover and the waiving
of waiting periods?

960)(g):"undertake any liability under any policy"is unclear and requires clarification. For
example, private health insurers do not"undertake"liability when they assessand pay a benefit
according to existing policy conditions. IfAPRAwill havethe power to direct an insurer notto
pay benefits contractualIy required under its policies, then this must be stated expressly in the
legislation and explained in the Explanatory Memorandum

An APRAdirection in relation to (1)(g) could contravene community rating one of the
fundamentals of the Australian private health insurance system

103: The obligation for Directors and Officers to ensure insurers comply with regulator
directions was covered under SI63-20 of the Private Health Insurance Act. Under the proposed
Billthese offences can now occur continually over multiple days and criminal liability has been
applied without a corresponding requirement fordishonesty. Please remove the criminal
penalty and ensure a one-off penalty, unless exceptional circumstances exist

As stated above, any changes/differences should be fully explained in the Explanatory
Memorandum.

Part5

This Partis largely based on Une/DSUranceActand brings private health insurance appointed
actuaries under APRA's existing processes. This Partagain appears to impose additional
regulation on the industry

Various sections of this Part compelthedisclosureofinformation and documents without
referring to the protection of legal privilege. This Partshould be amended to includea specific
provision to ensurethe protection of legal privilege in the same manner that Part6 includes
section 149.

Part6

126: APRA can investigate risk equalisation trustfund issues. Please provide further details in
the Explanatory Memorandum of how riskequalisation will work under the new regulatory

Private HealthcareAustralia
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127,128 and 131: enforcement of these sections could include imprisonment(see SI47). This
seems overly harsh for failureto provide information or a reportin a reasonable time and
should be replaced with a financial penalty

129: The powers under this section are too broad and introduce significant uncertainty and
duplication. The roleofthe Department of Health is to protect consumers, by overseeing
portability, community rating etc. However this section appears to expand the powers of APRA
tooverlapthose of the Department of Health. This imposes additional, unnecessary red tape
and regulation on the industry

Subsection (1) introduces new uncertainty for insurersand seemsto conflictwith other legal
requirements. For example, directors have a fiduciary dutyto shareholders, rather than policy
holders under the Corporations Law

This power may be exercised in circumstances whereAPRA reasonably suspectsthatthe
affairs of the insurer are being carried on in a way "that is not in the interests of the policy
holdersofa health benefitfund" conducted by the insurer. This appears to contradictthe
following actions that are legal under the Private Health Insurance Act:

(a) alter a private health insurance productto no longer cover a particulartreatment;
(b) reduce the benefits that apply under a particular productfora particulartreatment;
(c) cease toofferinsurance under particular products and migrate current policyholders to

different products offered by the insurer (i. e. ,'forced migration');
(d) make payments outofthe health benefitsfund in circumstances that take advantage of

and comply with the conditions in subsection 137-10(5) of the PHIAct;
(e) risk-rating for health-related business comprising the insuring of persons who are not

eligible persons under the Medicare regime (excluding of course, holders of overseas
student health cover policies); or

(f) changes in the non-regulated business affairs of a private health insurer, i. e. , activities
undertaken by the same entity that are neither health insurance business nor health-
related business and which have no connection to the insurer's health benefits fund(s)

Section 129 should be altered as follows

. introduceamaterialitytest;

. add a requirement that APRA suspect breaches of the Prudentiai Regulation Act orthe
PHIAct; and

. ensurethatAPRAdiscusses issues priortocommencingan investigation

Private HealthcareAustra Ia
Better Cover Better Access. Better Care

22



Ms Laura Johnson

Manager, Insurance and Superannuation Unit
Financial System and Services Division
The Treasury
LangCon Crescent
PARKESACT2600

Private Health Insurance Changes

Thankyou forthe opportunity to comment on the latest packageofproposed legislation to
transfer the functions of the Private Health InsuranceAdministration Council(PHIAC)to the
Australian PrudentialRegulation Authority(APRA)

Private Healthcare Australia is the Australian private health insurance industry's peak
representative body that represents 21 healthfunds throughoutAustralia and collectively
covers approximately 97% of the private health insurance industry. Private health insurance
today provides healthcare benefitsfor over 13 million Australians

Our goalis to ensure that private health insurance members receive the best possible
healthcare at the best possible prices

Thankyouforthe consultation sessions that You have run to help explain the changes to the
Industry and Your many discussions with our staff. This letterstepsthrough the issues we
raised during those meetings and discussions and someofthe action items You agreed to take
away.

Following review of the exposure draft material, we are keen to continue to work with You to
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UniL17G. Level1. 2 Kingst. DeakinACT 2600
T 061) 2 6202 1000
= (+61) 2 6202 1001
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ABN 35008621994

HonDrMichaelArmitage
CHIEF EXECUTIVE OF=ICER

ensure

. cost savings are fully passed on to industry and not diluted by additional implementation
costs;

. regulation on the industry decreases rather than increases;

. the risk of unintended consequences are reduced, given the highly technical natureof
consequentialand transitional amendments; and

. allcurrent appeal rights are maintained and ongoing appeal rights are in proportion to the
proposed expanded regulatory powers in the exposuredraft material,

We note in the absence of an Explanatory Memorandum to accompanythe Bills it has been
challenging to understand the impactofthe Bills and potential flow on impacts. This results in a
higher risk of unintended consequences

MatchA ealPowerswithRe ulato Powers

The number of APRA decisionsthat are reviewable by the Administrative Appeals Tribunal
(AAT) hasdecreased. In the contextofincreased regulatory imposton industry as partofthe
PHIACtoAPRA transition, we would argue that a decrease in AAT reviewable decisions is unfair
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and inappropriate. We acknowledge that in some instances judicial review is available; however,
we note this is a more costly and time consuming processthan the AAT process. We suggest

o all decisionsthat are currently reviewable by the AAT should continueto be fully AAT
reviewable <0n allgrounds); and

. allNEW regulatory powersshould be fully AAT reviewable(on allgrounds)
Exam Ies

. We understand that under section 95 of the Private Health Insurance(Prudent/;91
Superuns/on) 8/14 APRA will be able togive certain directionsto health funds where it has
formed a reasonable view that one of the grounds in subsection 950) has been met. This
replaces the current ability of PHIAC togive solvency, capital and prudentialdirections
(sections 140-20,143-20 and 163-200fthe Private Health InsuranceAct2007 (PHIAct)).
The decision togive such a direction (orto refuseto vary orrevoke such a direction) will
only be reviewable by the AAT (pursuantto Items 9 and 10 in the table at section 167)if
the basis forthedirection was subsection 950)(a)to (c). The implication is that a
direction given by APRA on a ground in subsection 950)(d)to (1) cannot be reviewed by
the AAT. This narrowsthe scopeofwhen such directionscan be challenged when
compared to the currentabilityto challenge directions given by PHIAC. We respectfully
request that the textfrom "... on a ground. .."to the end of the paragraph be deleted (as
shown in red below). This change will restorethe rightforhealth insurers to challengethe
direction irrespective of the basisforit being given

Item Decision

Private HealthcareAustralia
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to

to give a direction under section 95

to refuse to vary or revoke a direction that was given
under section 95

We understand that under subsection 91(4) of the PHI(PS) Act, prudential standards can
allowAPRA the discretion to (amongotherthings)adjust or exclude specific prudential
requirements in relation to a specific health insurer or class of health insurers. This

appearsto mirrorthecurrent ability of PHIAC to make a declaration that either solvency
or capital standards do not apply to a particular health insurer(see sections 140-158nd
143.5 of the PHIAct 2007). However, we cannotfind an equivalentrightwithin the
PHI(PS) Actthat allows a health insurer to seekan AAT reviewofthedecision to refuse to
grant such relief orto challenge any conditions imposed on such a declaration. We
respectfully request that the ability to seekAAT review of such decisions be reinstated,

ReduceRe ulato Powers

The proposed legislation increases the regulatory powers of APRA, coinparted to current
PHIAC powers. Noting that the industry has had no failuretothe detrimentof members, this is
unnecessary and seemsto contravenethe "reducing red tape" objectives behind the change

I. APRA has beengiven new powersto change insurers'registration by notification
As discussed at consultation, this is inappropriate and the status quo should remain

Provision under which

decision is made

section 95

section 98
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Schedule 2, Partl, Division I of the proposed Private Health Insurance (Prudential
Supervision)(ConsequentialAmendments and Transitional Provisions Bill2015gives
APRA the power to varythe registration terms and conditionsofthe Private Health
Insurer(s3(3)). At the Roundtable held on 8 April2015, APRA clarified that the intention
of this section was to "clean up" anyold termsand conditionsthat were no longer
applicable
The current mechanism remains appropriate, whereby the Gnusto varyany registrations
terms and conditions falls with the private health insurer

We noteAPRA'spowers have beenextended beyond PHIAC'scurrentpowersregarding
Rules that are notrelated to prudentialregulation. The Minister now must consult APRA
regarding health insurance Rules. There is noexplanation forthis additional power noris
there a corresponding rightfor private health insurers to be consulted.
On the other hand, we understand from our discussions with the relevantGovernment
agencies that consultation by APRA and/orTreasury with the Health portfolio will
exclusively be addressed in the Statement of Expectations and Memoranda of
Understanding.
Could You please explain this difference?

3. The provision allowing PHIAC to waive the late payment penalty has been removed
However, APRA has assured us that they powers stillremain. Pleaseexplain clearly in the
Explanatory Memorandum where penalty waiversarenow covered

Financial Sector Collection of Data Act

The Bills continue to apply the Financial Sector(Collection of Data) Act("COD Act")to health
Insurers. We understood from our discussions with You previously that this would be removed,
given the health insurance is not part of the financial sector. Our previous comments are
attached for your information
Health is widely acknowledged notto be part of the financial sector. As noted in our submission
on the last Bill, it is inappropriate to apply the COD Act to health insurers
4 We remain concerned around the potentialimpacts in the longer term on the industry of

Its inclusion under the regulation of the COD Act, particularly around the potential for a
substantial increase in penalties. The penalties under the COD Actforfailure to provide
information are considerably higher than those that apply under the current PHI Act, and
include new custodialsentencesforsome offences

We seek confirmation that the current penalties for offences around the provision of
information, statistics and data to PHIAC will not be increased in anyway asa result of the
application of the COD Actto the industry

5. It looks like the COD Act's application to private health insurers has been extended and
now covers information disclosure.

This is likely to create confusion as information disclosure is covered under the Minister
for Health.

Please remove this additional impost on the industry

Colla sed InsurerLe - Remove Additional Char esand Re ulation

The legislation introduces new levies and regulation. This is contrary to the legislations
objectives andshould be removed

6. Additional capacity for APRA to increase its impost on the industry by charging to
administer the collapsed insurer levy. This is inappropriate given that the purpose of the
changes is to reduce, notincrease impost on the industry.

2
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We understand that iris more expensive to explore other options, allofwhich are paid for
under the currentlevy.
Please remove this additional cost

7. Additional regulation can now be implemented around the collapsed insurer levywithout
Parliamentary scrutiny.
We note that the levy has never been applied. Therefore, iris concerning that the Billis
imposing so manyadditionalregulations around this previously unnecessary and
therefore unused levy
Please remove the additional regulation or provide contexton why such additional, new
regulation is deemed necessary,

ReinstateTrans arenc Re ardin Industr Monies

The legislation significantly reduces transparency around monies paid by the industry to APRA.
We note that at our recent consultation meeting Treasury undertookto ensure that
transparency remains

8. Section s318-5 of the PHIAct provides that proceedsfrom the investment of Risk
Equalisation Funds are credited to the Risk Equalisation Trust Fund. However, the
proposed amendmentsto s318-no longer require proceedsfrom the investment of risk
equalisation fundsto be credited to the risk equalisation account. Please restore
crediting of proceeds from the investment of Risk Equalisation funds
Ifthis is not the case, please clarify in the legislation or EM how the interest will be treated

9. Monies paid by the industry will be credited to the genericAPRA Special Account
To meet Government's objectives forthe legislation, a special PHI account should be
created and this account must be transparentto payers (the industry).

Reduce Coststo Indust

The Bills introduce no cost savings either for Government orthe industry. However, they
impose additional compliance and administrative costs on Government and the industry. This
Seems IncOngruous.

We notethat significant savings will occurthrough PHIAC staffredundacicies, Board fees, and
other administrative savings

Please reduce the industry levies, in line with the policy decision behind these Bills. Using the
Government"efficiency dividend" would be a useful comparator
ReduceRed Ta e

The policy decision wasto movethe PHIACfunctionstoAPRAto reduce costs and regulation.
However the proposed Billgoes much further than this and proposes to regulate the private
health insurance industry in line with regulation of the Australian financial services industry
APRA states that this significant increase in red tape is for"consistency" with the financial
services it regulates. As an established and experienced regulator, APRA is able to differentiate
between its regulated industries. PHIis already heavily regulated, more so than many other
APRA-regulated industries. Re ulation of PHI should notfurtherincrease.

It is importantto note that the Australian private health insurance industry rias had no major
industry failures to the detrimentof consumers. Therefore, the currentregulation is working
and no additional regulation is warranted. In fact, ifanything. regulation should reduce NOT
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Please Provide an Ex lariation for Chan es

Aswe noted forthe PHIPS Bill, the industry continues to be concerned that there is little or no
explanation for why the individual changes in the proposed Billarethoughtto be necessary and
howthey are likely to affectthe industry and its members

Given the lackof explanation forthe changes, iris unclearwhetherthese are unintended
consequences, or clearpolicYdecisionsto expand Government's regulatory powers,
combined with a reduction in appeal rights for insurers being regulated. We query why an
Increase in regulatory power would be matched by a decrease in appeal rights?
Reducelndustr Levies

The stated purpose of the changes is to achieve cost savings. However, there is no explanation
of what the expected cost savings are, or how these will be achieved. The costofthe levyon
the industry will increase, due to additional levies and charges
Coin leteLe ISIative Packa e

We notethattime is running very shortfora I July2015 start date and various parts of the
legislative package are still outstanding

. provisionsto ensure no changes will take effect before IJulY 2016;'

. explanatory memorandumtothecurrentexposuredraftdocuments;
o a regulatory impactstatementto explain the changes and howthey will affect

Government administration of the industry, including costs to the industry and members
and the industry's goals of providing access to the best possible care at the best possible
prices;

. changes to alloftherelevantPr/'vateHea/thinsurancePu/es;
o fullexplanatory material that detailsthe proposed changes, whytheyare considered

necessary, how they differ from currentregulation,
. updated PHIPS8//jasperourdiscussionswiththeMinister's Office; and

updated Standard Operating Procedures, invaluable tools which have greatly benefited
both PHIACandthe industry, APRAhasacknowledgedthatsomeofPHIAC'sprocedures
are better than APRA's and the industry views Standard Operating Procedures are one of
these better procedures.

It ISVerydifficultto provide comments on one isolated art of this package of changes without
accesstothecompletepackage

The currently available materialstilldoes not providedetailsabout somefundamental aspects
of private health insurance industry regulation or how its regulation will be affected, including:
. premium change process - wediscussed a "statement of best practice" with the

Department and Minister, with in-principle agreement;
. currentstandard operating procedures issued by PHIACaftersubstantia!industry

consultation;

. industry analysisperformed by PHIAC but notyetfinalised orpublished;

. annual report on insurers - which has been published every Yearfor 40 Years and should
be published every Year by December;

^::::::
^.
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The Medibank prospectus, released on 25November2014 by the AustralianGovernmentstates"Asatthe
Prospectus Date, APRA has notdetermined its approachto prudentialregulation of the PHIindustryexcept
that it does notintend to makeanychangestotheexistingcapitaland solvency standardsfor private health
insurers beforelJuly2016. "
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. state of the healthfundsreport;
o riskequalisation;
. how the current $65m PHIAC surplus will be applied - noting that $6.5m is approximately

twelve fullmonths of levies on the industry; and
. reporting/industrystatistics

We asked these questionsduringthe consultation sessions. The Treasury, the Department of
Health and APRA are unable to provide clarity on these issues as much of the necessary detail
has not been finalised. It is concerning that the scope of the changes seem to not be fully
comprehended byeitherthe new northe old regulator, justa few short months beforethe
changes are proposed to take effect.

At the latest consultation session, the Government agencies present agreed to providethe
following information. Clearly, this information is necessary for us to providedetailed feedback

. map decisionsand groundsthat are currently AAT reviewablecompared to proposed
regime;

. map current versus proposed money paths and ensurethattransparencyis maintained
Oncludingwhatis done with interest on all monies collected, repayment mechanisms to
insurers, etc); and

. ensurethatcurrentinformation provided to insurersand publicly are retained

We remain concerned that the exposure draft material will resultin increased industry
regulation, contrary to the Government's stated objective to reduce red tape and regulation.
Given that there is no proposed reduction in the levyon the industry, we query whether the
proposed Bill as currently drafted willfulfilthe Government's objectives

Given that we have accesstoonly partofthe package, our currentcomments are interim in
nature. We lookforward to receiving the rest of the package of regulatory changes sothat we
can provideyou with our fullcommentsand feedback

We are keen to meet with You tofurtherdiscusswaystoensurethatthe PHIACto APRA
legislative package reduces red tape and unnecessary regulation. Please contact me on
62021000 with any queries

Yours sincerely,

Private HealthcareAustral'a
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ATTACHMENTONE - Financial Sector Collection of Data Act

We understandthatthe Fibanc/;elsector(Oof^orlonofData)Act(CODAct)will be broadened
to apply to private health insurance. This is more complexthan simply setting outreporting
requirements under the new APRA Rules.

The COD Act onlyapplies to a small number of APRA-regulated sectors and currently excludes
the following sectors:

. approved deposittakinginstitutions;

. lifeinsurance;and

. generalinsurance

In factthe CODAct onlyseemsto apply to finance bodies, investment banks and financial
sector business subsidiaries. 'It is inappropriate to extend this Act to private health insurance
given a lack of similarities between private health insurance and the sectors regulated by the
CODAct

Including private health insurance in the small number of sectorsgoverned by the COD Act
appears to run counter to division of Ministerial responsibilities in the proposed Bill. Under the
proposed Bill, the Treasurer(the Minister under the CODAct) has the power to make
determinations regarding prudentialregulation alone for private health insurance. All other
policymaking powersforprivate health insurance remain with the Minister for Health, However,
the objects of the CODAct(section 3) enable the collection of information to assist the
"Minister to make financial policy". It seems inappropriate toempowerAPRA to collect private
health insurance information that does notrelatetothe prudentialregulation of private health
insurers. The responsibility to collect general private health insurance information resides with
the Minister for Health. Any additional powers will result in duplication and additional regulation
end red tape.

References to the CODActshould be removed from the Exposure Draftand replaced with a
section stating what data the industry needs to supply. A section, rather than a whole new Act,
is farsimpler and involves less red tape than applying a whole new Actto the industry.

^::::::
O,
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ATTACHMENTTWO - Technical Errors in the PHI PS CATP Bill

During our review we identified whatwe believe are threetypographical errors asfollows:

> On page31 of the exposure draft at paragraph 135, it seeks to insert additional bullet
points (d) and (e) afters323-100A)(c) in the PHIAct. There is riot currently a s323-
100A) within the PHI Act. We are not sure whatthis reference should read and would
appreciate Your clarification on whatthe correctreference should read so that we can
assess the impact,

> On page36 at paragraph 160, itseeksto change a reference in the PHI(PS)Acttnotewe
understand this is stillin draftforml to the "Legi:shi/bnAct2003"- we were unable to
find anysuch Act. We believe the original reference to the Legs'bt/'veinstrumentsAct
2003is correct but would appreciate Your clarification

> On page 48 at section 16(2), it appears that subsection (c) should be moved to section
16(3) which deals with the Collapsed Insurer Special Purpose Account. We would
appreciate tryou could clarify ifour understanding is correct.

^::::::
*
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Mr Pat Brennan

General Manager,
Policy Development Policy, Statistics and International
Australian Prudential Regulation Authority
GPOBox9836

SYDNEYNSW2001

^..^,^,,,- IC^- ^^^,,.,,,,
Private Health InsuranceChanges

Thankyou fortheopportunityto comment on the latest batch of proposed documentation to
transfer the functionsofthe Private Health Insurance Administration Council(PHIAC)to the
Australian Prudential Regulation Authority (APRA).

Private Healthcare Australia is the Australian private health insurance industry's peak
representative bodythatrepresents 21 healthfundsthroughout Australia and collectively
covers approximately 97% of the private health insurance industry. Private health insurance
today provides healthcare benefitsfor over 13 million Australians.

Our goalis toensure that private health insurance members receive the best possible
healthcare at the best possible prices

We note that the PHIAC-APRA transition is a "machinery of government" change with no
intended impact on the industry, apartfrom reducing the impost on the industry.

Throughoutthe consultation process regarding the PHIAC-APRAtransition, the industry has
maintained a strongposition that our preference is to retain the status quo. This position has
been backed by allstakeholders, including APRA.

APRA has, however, asked for legislative changes to ensure "consistency" with other industries
that You regulate. Wherever possible, andforthe most part, the private health insurance
industry has compromised and accepted Your"consistency" positions.

Unfortunately, the drive for"consistency" with other industries regulated by APRA is likely to
resultin an increase in red tapeforthe private health insurance (PHI) industry.

PHIis a "social" not "financial" good, with very different underpinnings from other industries
regulated by APRA. Unlike other industries, PHI has had NO majorissues that have impacted
derrimentally on consumers, In fact, a number of consumer protections provisions are inbuilt
Into productdesign and operation of private health insurance (eg community rating portability,
etc. ) outside of the pure prudentialframework

We note APRA's publicly stated position that therewill be "no substantive changes to the
prudential standards, rules orreportingarrangements"

This letter confirms our discussions to dateon the following concerns in Your consultation
package:

I) Dataprovisionandconfidentiality;

2) Continued AATrev;ewabilityofprudentialdecisions;

Private HealthcareAustralia
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3)

4)

Other; and

Importantquestions urianswered

^11/11.
Private HealthcareAustralia
Better Cover Better Access Better Care

32



I DataProvision&Confidentiality

Please provide a simple legislative provision toensure that the regulatorcontinues to provide
detailed quarterly data provided for over 25years to the individual health funds and Private
HealthcareAustralia, while ensuring this data remains confidential and unable to be the subject
of any Freedom of Information requests.

The issue was introduced in the draftlegislation proposed by APRA/Treasury that seeks to
capture PHI data collection requirements under the Financial Sector(Collection of Data) Act.

The industry hasasked forthis to be changed since it was proposed in January. The industry
has accepted APRA and Treasury's assurances that there will be no change to the current
arrangements and that including the industry in these Acts simply allows APRA to collect data
Given these repeated assurances, iris appropriate to request that this change be removed so
that the status quo can continue.

The industry wants to continuethe current arrangements, which are importantfor
transparency. For example,

. data/calculation anomalies are immediately picked up by other insurersand/orPrivate
Healthcare Australia; and

. to providecontemporarydataasrequested by consumers, other regulators, Membersof
Parliament and otherstoshow industry returnstomembers

APRA's proposals are a fundamental change to longstanding accepted practice Cover 25
Years). The Private Health InsuranceAct 2007 (PHI Act)was drafted to permit existing practice
to continue (with some specificexclusions that are notrelevantto data provision). We believe
that APRA's currentinterpretation of the PHIActis overly narrow.

Please introduce a sim o1e Ie. isletive orovision to ensure this 10n=standinz oractice continues
and continues to be confidential

Please confirm that APRA will continueto .ublish the QuarterI Statistics currentl .ub!ished
. .hiac. 20v. au Industr Industr -statistics .uarterl -statisticsat

2 AATReviewabilityofDecisions

The number of decisionsthatareAAT reviewable has decreased while regulatory powers have
increased. As stated in our submissions on the exposure draftlegislation, we believe that all
existing decisionsthat are AAT reviewable should remain so and new regulatory powers should
be AAT reviewable

Treasury states that alldecisions (exceptone)that are currently AAT reviewable remain so
However, we note that the APRA consultation package saysthatAAT reviewability has been
removed for some decisions, including under HPS100,110 and 510 (proposed newsolvency,
capital adequacy andgovernance standards)

Please reinstatethe currentAAT reviewabilit of decisions made under HPS 100 110 and 510 in
line with APRA's commitment of"ino substantive changes from the status quo"
Pleaseensure that all new orudentia1 o0wers are AAT reviewable.

Please clarif howAAT reviewabilit could have been removed for some prudential decisions
when Treasury states that all currently AAT reviewable decisions remain so

^::::::
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To assist the in dustr to understand the .ro. OSed chanzes o1ease orovide a document
ina. .in: alldecisions and theirreview .rocess currentl and under the oro. OSed new re_jine
under both the Iezislation an subordinate Ie:isIation orotherwise

3 Otherissues

3.1 AdditionalPowersforAPRA

The consultation documentsstatethatAPRA will now havethe power to make
'adjustments and exclusions'to governance standardsforindividualinsurers. This power
does not currently exist for PHIAC. We understand that this power would enable
additional governance standardsto be imposed on an individual insurer withoutthe need
for consultation and further that such a decision would not be reviewable within APRA or
by the AAT.

The discussion paperstatesthatthischange is being made because 'APRA adoptsthis
approach in its prudentialstandards applying tootherregulated industries and iris a
valuable toolto ensure flexibility in, and proportionate application of, the prudential
framework. ' However, this is another fundamental changetothe status quo and is likely
to increase the red tape on the PHIindustry

We query how this aligns with APRA's publicly stated position that there will be "no
substantive changes to the prudential standards, rules orreportingarrangements"
Please rovide an ex. lariation of the o0ssible issues that APRA considers would warrant
the inclusion of these new additional re:ulat0 o0wers

Should ou retaintheseadditiona1 o0wers o1easeensurethe a re. uire industr incut
and discussion beforehand and b are reviewable within APRAand b the AAT.

3.2 Additional ScopeforConfusion BetweenAPRA/HealthRoles

SomeoftheAPRARulesdealwith areasthatwehave been informed come under the
Department of Health's (DOH) responsibility. To have an area of DOH responsibility dealt
with by an APRA Rule introduces unnecessary scopeforconfusion. We need to be
careful to ensure that policy lines are clear and respected to avoid unnecessary overlap
that doesn't correspond with APRA's prudential supervision role

. Rule150fthedisclosurestandard comes under the DOH portfolio, notAPRA. It
specifically relates to community rating and is usually used becausea policyholder
is committing fraud.

. Registration Rule-now includes a criterionforregistration that is worded differently
to the current Rules and hasa substantially different outcome to the current
criteria. The criterion is:

APRA can be satisfied that the rules of the applicant do notjoermitimproper
discrimination in relation to the applicant's complying health insurance
policies;

This is to be contrasted with the following in the current Rules

information on the application provided in writing by, or on behalfof, the
Secretary of the Department, including information as to whether the
applicantis likely to be able to comply with the obligations imposed by or
under the Act on private health insurers

Private HealthcareAustralia
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This seems to provideAPRA with a role in determining whether ornotthe rules of
the insurer are in breach of the community rating principle setoutin the PHI Act
This is clearly the responsibility orrole of the Health Minister and therefore the
Department of Health

The noteto the provision states that APRA will consult with DOH in relation to this
matter. However, given that community rating is a clear Health responsibility, it
would seem more appropriate to retain responsibility for community rating within
the Health portfolio and therefore DOH should provideadvice to APRAon
community rating and any other Health responsibilities

Please reverttothe wordinz in the current Rules

Please remove coinmunit ratin: from APRA's Rules so that it remains a clear
res. onSIbilit of the De. artment of Health.

3.3 ImpostReductionforlndustry

We note that the changes are proposed to reduce the imposton the industry.
Please orovide details on howthe jin. OSt on in dustr will reduce and how PHIAC's
remainin2 0. eratinz sur. Ius will be returned to in dustr

3.4 Cost-BenefitAnalysislnformation

We note your commentsin Chapter 6 of Your Discussion Paper. Weare concerned that
the current changes are being proposed to reduce the imposton the industry butthat no
details of this impost reduction have been provided in the consultation documentsto
date. We notethat Treasury regularly performsthis analysisforthe Government as part
of the Budgetand Regulatory Impact Statement processes.

Please orovide our estimated cost-benefitanal sis forthe .ro. OSed chan=es.

3.5 Industry's WorkonStreamliningRules

Since 2014, the industry has been discussing with Government its proposalsto
streamline the Private Health Insurance Rules, to remove outdated provisionsand
unnecessary red tape

We understandthatthe proposed legislative package has been updated toensurethat
references to all Private Health Insurance-related Rules are flexibleenough to
accommodate thesechanges.

We notethatAPRA hasintroduced changes from the PHIAC Rules to introduce
"consistency" with other industries it regulates

We are disappointed that the industry's work has not been included in the current Rule
changes, in particularquick, easy red tape reductions. For example, it would be quickand
easyto removedouble notification requirements to separate Government agencies in
differentformats/timeframes. Further information on double notification requirements
is in Attachment Two.

We lookforward to progressing this workwith APRA at the earliest available opportunity.
We seeka commitment that APRA willseekto jin. lementthis jin. ortantwor!< b 31 March
2016

^11/11.
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3.6 Changesfrom PHIACStandards

The APRA Rules have introduced changes from the PHIAC Standards. It is unclear
whether the changes are policy decisions or simpleoversights. I have listed these below.

First, in the Governance Standard HPS510, APRA have introduced a newadjustmentand
exclusions power(s46)(a similar power does notappearin the PHIAC Governance
Standard). However, in the Disclosure, Actuaries and Outsourcing Standard, APRA has
keptthe PHIACwordingof"exemptionsand modifications". This creates an inconsistent
wording of the power acrossthe standards

We note that the adjustment and exclusions power in HPS 510 referstoa "regulated
institution", where elsewhere in the Standard, "private health insurer"is used

Please .rovide an ex. lariation forwh these chanzes were thouzht necessa and
remove the identified inconsistencies.

Secondly, the proposed newGovernance Standard hasteken the example objectives for
Board performanceassessmentfrom the PHIACstandard and madethem into
numbered sections (sees31 and s32 of HPS 510)

Under the PHIAC Governance Standard, theseexamples wereforguidance only, and not
enforceableastheywere not a formal part of the instrument. Given they are now
numbered sections under HPS 510, theirstatus assuidance material only may have
changed

Please ensure that the exam. Ies retain their"_uidance" nature

On the other hand, the example unders220fHPS510 hasnot been numbered. Wedon't
understand the reason forthis inconsistency, oris ite simple oversight?
Please rovide an ex. lariation how thiso. erates

Thirdly, the new PHI (Risk Equalisation Administration) Rules do not specifically detailrisk
equalisation jurisdiction rules. This area was captured previously under Section 5 of the
outgoing PHI(Health Benefit Fund Administration) Rules 2007

Please clarif where the 20verninz authorit for risk e. ualisation 'urisdictions will now be
found

We assume that the will be covered now under the De. artmentof Health's u. dated
Private Health Insurance Rules. Could ou .lease advise us when we willsee and be
orovided with the o0.0rtunit to .rovidefeedback on this jin. ortant .art of the
.ro. OSed Ie:isIative chan:e .acka=e?

Fourthly, the "Part 3 - Transition" section within APRA's draft Private Health Insurance
(Risk Equalisation Administration) Rules. The current rules asdetailed by Part3 of the
outgoing Private Health Insurance (Health Benefit Fund Administration) Rules 2007 refer
to quarterly returns and the requirement pertaining to both the form of these reports, as
well as independent auditrequirements

However, the definition of"Quarterly Return"withinthe new rules now refers to the
Financial Services (Collection of Data) Act 2001

Please confirm that as stated within Part3 - Transition the .uarterl returns and
I'de endentaudit rocess will remain as is

Private HealthcareAustralia
Better Cover Better Access. Better Care

36



4 ImportantQuestionsUnanswered

The current exposure material does not provide detailsaboutsomefundamentalaspects of
private health insurance industry regulation or how its regulation will be affected. These include
the following issues

4.1 PremiumChangeProcess

The annual premium change process is another area that differs significantly from other
APRA-regulated industries. The process begins around Augusteach Year, ahead of an
announcement beforeMarch

The premium change process is a significant part of the current operation of private
health insurers and it is vital that the industry understands exactly how this process will
be managed going forward, including forthe 20/5/16 Year.

This uncertainty is likely to increase compliance costs forthe industry, impacting
premiums.

We would like to understand howthe system will be administered/managed going
forward, noting the fundamental differences between health (a social good) and the
financial goods that APRA currently regulates

Our understanding is that the Department of Health will undertake this process. Piease
confirm sothat we can re. uestfurtherdetailsfrom DOH rezardinz the 2016 .reinium
setonz orocessand be ond.

4.2 StandardOperatingProcedures

The Standard Operating Procedures (Sops) were drafted by PHIAC in consultation with
the industry and provide the following benefits:

. reduceconfusion;and

. Increased goodwillbetweenthe regulatorandtheindustry

The Sops detail how conflicts will be dealt with by the regulator.

We notethatAPRA hasstated the Sopsalign with its enforcement approach. Given these
parallels, it should be a simple process for APRAto update the Sops and/ormap them to
its proposed approach

Please orovide the .ro. OSed new orocess for dealinz with re2ulator Issues and a ina. of
how the Sops allzn with APRA's oro. OSed a. .roach

Anyattemptto remove/not update the Sopsintroduces unnecessary confusion.

The in dustr has a stron2 oreference to continue usin:the Sops as the have been a

Private HealthcareAustralia
Better Cover Better Access. Better Care

useful andsuccessfulre ulato tool

4.3 RiskEqualisation

Risk Equalisation is an important supportfor community rating which underlies the
Australian private health insurance system. It dealswith large amounts of moneyon a
quarterly basis. It differs significantlyfrom other APRA-regulated industries

We would liketo understand how the system will beadministered/managed going
forward, including how insurers will continue to begiven the appropriate data to:
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. benchmarkandunderstandriskequalisationoutcomes;and

. note ifitis out of kiltsr with the rest of the industry on a State-by-State and quarter
by-quarter basis (may indicateeg data/business issues)

Please rovidedetailson howthiswillbemana ed oin forward

4.4 Any Industry AnalysisPerformed By PHIAC But NotYet Finalised OrPublished

We note that PHIAC engages in a considerable amount of industry analysis and not allof
this has beenfinalised or published

Please rovide details on what will bedone with this indust anal sis.

^::::::

We remain concerned that the exposure draftmaterial will resultin increased industry
regulation, contrary to the Government's stated objective to reduce red tape and regulation.
Given that there is no proposed reduction in the levy on the industry, we query whether the
proposed documentation ascurrentlydrafted willfulfilthe Government's objectives.

Given that we have access toonly part of the package, our currentcommentsare interim in
nature. We lookforward to receiving the rest of the package of regulatory changes, including
DOH's proposed Rule changes, the updated APRA documents and the final draftlegislation, so
that we can provide You with our full comments and feedback

We are keen to meet with You tofurtherdiscusswaystoensurethatthe PHIACtoAPRA
legislative package reduces red tapeand unnecessary regulation. Please contact me on
6202 1000 with any queries

Yours sincerely,
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Martin Bowles PSM, Secretary, Department of Health

John Fraser, Secretary, Treasury
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ATTACHMENTONE:Data -Morelnformation

PHIAC has provided industry data backto the industry for benchmarking and monitoring
purposes around Risk Equalisation (formerly known as reinsurance)for over 25 Years'
Data Uses

The funds and Private Healthcare Australia use the data to

. understand, benchmarkandestimateriskequalisationoutcomes;

. estimate trends in the driversofquarterly riskequalisation payments (which can vary
greatly depending on system issues in the big insurers);

respond effective Iyto consumer, media and MPenquiries;

inform epidemiologicalresearch within industry in the pursuit of efficacious quality
healthcare;

protect consumers of private health insurance;

rapidly identify any data quality anomalies; and

. rapidly identify formula/calculation errorsthe regulator may havemade

Private HealthcareAustralia compiles the data to provide consumers and health fundswith key
industry statistical information, including:

. hospital benefitsandoutofpocketperperson/episode;

. breakdownofhospitaltreatmentcosts;

. breakdownofancillarytreatmentcosts;

. trendsinchronicdiseasemanagementprograms;

. trendsin policies with co-paymentsandexclusions;and

. Trends hextras/ancillary benefitsandoutofpocket

Data Content

membership and benefits paid by private health insurers and details on keymembership,
utilisation, benefit and financial statistics on a quarterly basis;

number of insured personsfor hospital treatment and general treatment and the
proportion of the population these persons represent, on both a quarterly and an annual
basis, including hospital treatment byege cohort;

data on in-hospital medical services -the proportion of services for which there was no
gaporknowngapandtheaveragegap payment by State;

data on prosthetic benefits paid by private health insurers by major prosthetic category;
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data on services, benefits paid and gap payments by MBS Specialty B!ock Groupingsfor
medical services paid by private health insurers; and

o statistical trends in membershipand benefits paid in two separate publicationsthat
detailtrends since September 1997 in the number of insured persons and benefits paid
for hospital and general treatment

More Information

PHIAC collectsfour quarterly returns

. PHIAClonmembershipandbenefits;Daid;

. PHIAC20nfinancialsandcapitaladequacy;

. PHIAC3prosthesesstats;and

. PHIAC4medical-servicestatistics.

PHIAC publishes:

. PHIACAstate/national aggregates from the PItemplate;

. PHIACB regurgitated PHIAClsets -onlytoinsurers, with insurer-v-industry benchmarking;

. PHIAC3state/national aggregates from theP3template(veryclose);

. PHIAC4state/national aggregates from theP4template;

. Nationallast-4-quartersfinancialperformanceand prudentialposition (as partof
quarterly statistics);

. Insurers also get a financial statistical reportanalysisof performance across the lastfive
quarters againstrest, size peers, access peers; and

. Membershipstatson policies and persons by HUGTbystate/national
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ATTACHMENTTWO: DoubleNotification Requirements

Notifications Required

Notify of a change in
CEOorcontact

details

HPS350 - Disclosure

Rule 8(d)requires ASIC Form 484to be lodged with APRA

This form containsthe details of the change in CEO/contactdetails

Timing:Immediate/At same time as lodging the form with ASIC

Private Health Insurance(Prudential Supervision) Rules Part5 Rule16

Requires change in CEO orcontact details to be notified to APRA on an
APRA Form (assuming it will bethe rebadged PHIACform.

Qualifications/Skills and Experience need to be attached to the form
This detailis notincluded in the ASIC form

Timing: Within 28 days of the change

HPS350-Disclosure

Rule 8<d)requires ASIC Form 484to be lodged with APRA

This form contains the details of the change in CEO/contact details

Timing:Immediate/At sametimeas lodging the form with ASIC

Private Health Insurance (Prudentia! Supervision) Rules Part5 Rule16A

Requires change in CEO orcontact details to be notified to APRA on an
APRA Form (assuming it will be the rebadged PHIAC form

Qualifications/Skills and Experience need to be attached to the form
This detailis notincluded in the ASICform

Timing Within 28 days of the change

Notify of a change in
Directoror Contact

details

Private HealthcareAustral'a
Better Cover Better Access. Better Care

41




