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Background

Until May 1995, the National Health Act 1953 and the Health Insurance Act 1973 prevented Australians from obtaining insurance coverage for all medical charges, including private inpatient medical charges above 100% of the Medicare Benefits Schedule Fee.  In May 1995, the Federal Government amended the above Acts to allow insurance cover for private inpatient medical charges above 100% of the MBS provided the medical practitioner entered an individual Medical Purchaser-Provider Agreement (MPPA) with a health fund or a Practitioner Agreement (PA) with a private hospital.

These amendments became known as the Lawrence amendments after the Minister responsible for their introduction. The legislation provided a totally inappropriate framework for a resolution of the gap cover problem and brought about serious division within the private health sector.  It prompted a managed care debate in Australia which still rages.  Because of that division and the very low acceptance of products based on MPPAs and PAs Australians were denied gap insurance cover products.  In the meantime, private health insurance participation declined from nearly 40% of the population in 1994 to nearly 30% in 1998 - a 25% reduction.

The Government at the time refused proposed amendments which would have enabled a more balanced involvement from the broader medical profession.  It maintained its preference for contractual arrangements between individual medical practitioners and multi million dollar organisations with substantial market power in particular markets.  

While the AMA strongly opposed the legislation, it nevertheless updated its policies on informed financial consent and simplified billing.  The AMA produced a simplified billing kit in 1998 which it distributed to its 15,000 specialist members.  The kit encouraged informed financial consent and simplified billing and contained a form which could be used as a model for informed financial consent across Australia.

It is still the case that only 14% of services and 8% of benefits for private inpatient medical care are covered either fully or partially under MPPAs or PAs nearly five years after its introduction.  Recent initiatives by the funds following the Harradine amendment may result in this figure rising but not to a satisfactory level in our view.  The AMA has not endorsed any product based on MPPAs or PAs on the market today.

Governments seek to blame the medical profession for the gap issue when it is very clear that doctors’ charges are rising in line with CPI, and under AWE, while the MBS fee did not keep pace.

The AMA supports the proposed amendments to the National Health Act and Health Insurance Act which will allow the Minister to approve gap cover schemes put forward by health funds.  These schemes would not be based on Lawrence contracts.  The AMA does not seek the removal of the Lawrence provisions although it is hoped they become redundant.

Evidence for the problem

The Private Health Insurance Administration Council reports on the number of services and benefits paid above 100% of the MBS.  The AMA has kept track of the movements over time and these are shown in Chart 1 below.  The disparity between the number of services and the benefits paid reflects the fact that lower cost services such as Pathology are over represented and higher cost services such as surgery are under represented.  In other words, Lawrence legislation has ensured services attracting small gaps are covered but services attracting large gaps are not.

Chart 1
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The medical profession is not responsible for the increase in medical gaps.  Doctors charges have moved in line with CPI and AWE but the MBS fee has not.  Indices of AWE, CPI and MBS fees are shown in Chart 2.  The chart show that an MBS fee valued at $100 in 1985 would be now valued at just over $140 whereas AWE and AMA adjustments to the fee would have increased it to nearly $190.  The MBS fee has fallen sadly behind. 

Chart 2
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It is clear that doctors’ charges are not responsible for the increase in private medical inpatient gap charges.  Taking the most extreme case scenario, charges per operation, it is clear that operations are more affordable now than in 1985 (See chart 3).  Yet gaps increased because Governments have not been prepared to increase the MBS in accordance with reasonable indices. 

[image: image3.wmf]Indices of CPI, AWE and Medical Fees (AMA & MBS)

100

120

140

160

180

200

1985

1987

1989

1991

1993

1995

1997

1985 = 100

AMA fees

MBS fees

CPI

AWE

Chart 3  

Total gaps for private inpatient medical charges amounted to $249 million in 1997-98 spread over 2.14 million private admissions.  This means the average medical gap per episode of hospital care in 1997-98 was $116.23.  On average each admission attracts six medical services so the average gap per service is just under $20.  See following table.  

	In-hospital medical services 1997-98

	Total fees paid
	$1,381,152,069

	Total Schedule fees
	$1,131,491,343

	Total benefits (Medicare)
	$   847,918,630

	Total gaps
	$   249,660,726

	Private admissions in public hosp (AIHW)
	355,000

	Private admissions in private hosp (AIHW)
	1,793,000.00

	Total private admissions
	2,148,000.00

	Average gap amount per episode
	$            116.23


Solution to the problem

The AMA supports the Health Legislation Amendment (Gap Cover Schemes) Bill 2000 and the draft Regulations under the Bill.  The Bill provides a legislative framework which encourages co-operation within the private health industry but with important safeguards for consumers.

In broad terms the Minister can approve schemes put forward by health insurers against certain criteria.  Before approval, the Minister must be satisfied that proposed schemes will lead to a reduction in gaps, provide for informed consent, will simplify billing and will not be fee inflationary.  The Medical Purchaser Provider Agreement and Practitioner Agreement provisions remain and the Minister has powers to amend schemes and withdraw schemes if they fail to meet their original objectives.

Each scheme put to the Minister must describe how it will meet the criteria in a manner which enables the Minister to assess the genuineness of the proposal.  

The AMA has discussed this framework with the major health funds and believes it has their support.  Our talks have lead us to believe the funds will now launch products under this legislation that, for the first time, could be endorsed by the AMA. The likelihood of the AMA endorsing a gap insurance product would be increased if there was prior involvement of the profession in the development of the schemes.  

Particular issues

The committee has raised a number of particular issues for consideration:

The practicality of the proposed “gap cover schemes" and the likely acceptance of these schemes by medical service providers

The AMA has surveyed its members on the question of gap cover. There is near unanimous support for gap insurance but overwhelming opposition to products based on MPPAs and PAs. Products which contain “known gap” provisions have greater acceptance.

The removal of the requirement for individual MPPAs and PAs goes to the heart of addressing the professions concerns at the introduction of US styled managed care in Australia.

The proposed “gap cover schemes” are likely to be at least as practical and have far greater acceptance by medical providers than the existing schemes based on MPPAs and PAs

The effectiveness of measures proposed to cover gaps without inflation of health insurance premiums or total costs to patients

Under the existing legislation there is no legislative requirement to inform the patient of the fee before care is provided, or to provide simplified billing or to take account of any impact of the scheme on inflation of fees or premiums. All existing “gap cover” products (ie those based on MPPAs and PAs) have the potential to be inflationary on both medical fees and insurance premiums.

The MPPA and PA schemes have the potential to be inflationary on medical fees because they raise the price at the bottom end of the market but do nothing to address the larger gaps at the top end of the market. Our discussion with insurers who have experienced this phenomenon lead us to believe it is a one off event in the first year and fees are not inflated  thereafter.

Existing products have the potential to be inflationary on premiums because funds are paying out more in order to try and reduce their members’ gaps. The true test of any of these products is that they manage to ensure any increase in an insurer’s pay out goes into reducing the gaps patients have to pay - not increasing the incomes of doctors. 

It is not possible, because of ACCC legislation, for doctors as individual practitioners to collectively agree to fix their fees nor can the AMA advocate all doctors charge a particular fee because it is appropriate.  It is not possible under the Australian Constitution for the Federal Government to cap doctors’ fees. It is not possible for insurers to cap doctors’ fees unless doctors individually and voluntarily agree.

Therefore any solution to medical fee inflation must be a market-based solution and the key to that is informed financial consent. 

Informed financial consent is something the AMA strongly advises our members to provide, and consumers to expect, before every medical service is provided.  Other medical groups such as the Australian Association of Surgeons and the Australian Society of Anaesthetists support informed financial consent.

The proper test is that schemes proposed under the Health Legislation Amendment (Gap Cover Schemes) Bill 2000 should be no more inflationary than products under MPPAs and PAs.  That test should look at the impact on premiums in the long term.  It should acknowledge there is the potential for a one off increase in fees, at the lower end of the market in the first year and benefits on premiums through greater acceptance by consumers over subsequent years. 

It is difficult to make these assessments objectively.  The Government has said that medical gaps are a major reason for the decline in private health insurance participation.  If the Government is correct, gap cover schemes will increase participation in private health insurance.  If this improved participation comes from a representative cross section of the community, premium increases below the cost of gap coverage should be possible.  There is a need for a long term view.

The best method to measure inflation and the process for revocation of schemes which fail to meet this criteria

Any measure of inflation must take account of the various factors which contribute to it.  What part is due to extra payments for gaps?  What part is due to other factors completely outside of fees?  What rise in fees is appropriate and in line with appropriate economic indices?  There are other factors such as the outcome of the Relative Value Study and its impact on relativities of fees for consultations and procedures, its impact on rebate levels and therefore gaps.  This is a very significant confounder in this exercise.

Because of these factors the AMA believes it would be impossible to define reasonable “inflation” in the legislation and it should stay as a matter for the Minister to determine whether a proposed scheme has addressed the issue sufficiently.

It is not proposed that the MPPA and PA provisions in the existing legislation be removed.  If a scheme was revoked, it could operate under the existing legislation without the need for Ministerial approval.  The ultimate test for the profession is to have these schemes work or face a return to contracts and the threat of managed care.

It is important that reporting arrangements be no more burdensome than under existing provisions for MPPAs and PAs.

The definition of “informed financial consent” and “known gaps”

The legislation does not provide for a definition of informed financial consent.  Instead, it requires the gap cover scheme to describe how it will require the medical practitioner to inform the person insured of any amount that the person can reasonably expect to pay to the medical practitioner in respect of the professional attention.  It is therefore a matter for each scheme to define for the Minister.  Our view is that informed financial consent is the key to this legislation and the essential element to improving the private health insurance product.  The practice of informed financial consent can range from information about fees charged by an individual practitioner to information about total gap payments for a whole episode of care.  The role of the General Practitioner in the provision of informed financial consent also needs to be considered.

The AMA view is that the current framework of no prescriptive definition in the legislation for informed financial consent is the correct policy.  It should be a matter for each gap cover scheme to define and for the Minister to approve.  It is also our view that the role of the GP in informed financial consent will evolve.  At present, the GP is not in a position to advise the patient what medical services will be supplied by a specialist and therefore is not in a position to advise on informed financial consent.

The form of disclosure of costs to patients and the enforceability of bills when there has been no disclosure

The AMA feels strongly that there should be an industry wide form for providing informed financial consent.  It would be a giant leap forward if there was a standard form.  It is not an area where it is necessary for every health fund “to do its own thing”.  A copy of the AMA’s attempt to develop a standard form is attached.  We would recommend this as the industry standard.   

The enforceability of bills where no there is no disclosure is beyond the scope of this legislation.  The objective of the Bill should be to provide positive incentives for disclosure rather than penalties for non disclosure.  The MBS fee cannot be the default fee.  The fee represents what the Government is prepared to pay given the many demands on its budgetary capacity and in no way represents what our members would regard as a fair fee for a medical service.

The impact of the schemes on the existing medical purchaser-provider agreements

There should be no impact on the operability of the existing provisions.  The Bill essentially competes against the existing provisions.  If the Gap Cover Schemes are successful, the existing MPPA and PA provisions will become redundant in the long run.  

The effectiveness of the reporting and review provisions

This is largely a matter for the funds.  If the reporting and review arrangements become too onerous, the Gap Cover Schemes will not be successful.  Targeted and small audits would be a more successful strategy than whole of industry reporting arrangements.

The need for any additional consumer safeguards

There are many additional consumer safeguards in the proposed legislation over the existing MPPA and PA products.

There is the requirement for informed financial consent, the need to address simplified billing and a requirement that funds demonstrate how premiums and medical fees will not suffer undue inflation. Finally, consumers have the knowledge that what the Minister can approve, the Minister can revoke. If the schemes do not meet those three objectives, then at worst they could revert to the existing MPPA and PA type schemes.

Consumers will have a better product.  They will have a product that meets their desire for greater coverage of medical gaps, that increases their knowledge of medical fees prior to having the service delivered giving them the opportunity to judge the value of the service against the fee, and one that is likely to have many more medical providers participating.

They should also be reassured that any product must be approved by the Minister of the day and if it is not working can be revoked, with a fall back position no worse than the product they have today.

AMA Federal Secretariat

Canberra

26 April 2000

Estimate of Fees - In-Hospital Elective Procedural Services

As a service to our patients, we provide the following estimate of the likely costs and out of pocket expense component you may be required to pay for your in-hospital elective procedure. You should discuss these costs with your doctor before you agree to the procedure.

Please note that it is an estimate only, the actual cost may vary depending on individual circumstances and the fees charged by each medical practitioner involved.  It does not cover other costs associated with your stay in hospital, eg accommodation, pharmacy and physiotherapy.

Patient to Complete
Doctor to Complete

	Patient Name
	
	Principal Medical Practitioner
	

	Address
	
	Billing Address
	

	
	
	Procedure
	

	Health Fund Name
	
	Hospital & Date of Admission
	


Doctor to Complete
	Names of Practitioners
	Specialty
	Description of Service
	Fee
	Medicare Benefit
(see note 1)
	Health Fund Benefit (see note 2)
	Patient Gap Payment
(see note 3)

	Principal Practitioner
	
	
	
	
	
	

	Others (see note 4):
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Totals
	
	
	$
	$
	$
	$


Notes
1.
Medicare Benefit

The Medicare Benefit is the amount which the Commonwealth Government will contribute to the cost of the procedure.

2.
Health Fund Benefit

If the patient is a member of a health insurance fund, the fund may also contribute to the cost of the medical service.  The figure included in this column is an estimate only, patients should speak to their particular fund about the percentage of the medical charge which the fund will cover.

3.
Patient Gap Payment


Medicare and health insurance funds will not always cover the entire cost of the medical service.  The “Patient Gap Payment” represents the part of the cost of the medical service which is not covered by Medicare or the health insurance fund and which you, the patient, will have to cover from your own pocket.

4.
Names of Practitioners - Others

Your doctor has only provided an estimate of the fees which the other medical practitioners may charge for the procedure.  If you would like to confirm the fees of other practitioners you should contact each doctor involved.  Please note that sometimes due to unforeseen circumstances there may need to be a change in the practitioners involved.

	Patient/Guardian to complete:
	
	
	

	I acknowledge that I have discussed the estimated costs of my in-hospital procedure with my doctor.  I agree that the costs above are an estimate only and subject to variation.  I understand I must pay the charges incurred.  I understand I do not have to proceed with the procedure even though I sign this form. 



	Patient/Guardian’s Signature


	
	Date
	        /         /


IF YOU HAVE ANY QUESTIONS, SPEAK TO YOUR DOCTOR OR THE FOLLOWING CONTACT AT THE HOSPITAL.
Hospital Contact:  .....................................................  Telephone:  ............................................

