(  Page 3

May 9, 2003

Mr Elton Humphery,

Secretary, 

Senate Community Affairs Legislation Committee,

Parliament House,

Canberra ACT 2600

HEALTH LEGISLATION AMENDMENT

(PRIVATE HEALTH INSURANCE REFORM) BILL 2003

Please find attached a short submission regarding the Private Health Insurance Reform Bill. 
I have been practicing in health insurance for nearly 29 years and have been an advisor to governments both in Australia and overseas on health insurance policies for almost that long.
I can be contacted 02) 94981496 or via email bwas@bigpond.com. 

Yours sincerely 

Brent Walker 

Principal

The Senate has referred the Health Legislation Amendment (Private Health Insurance Reform) Bill 2003 to the Senate Community Affairs Legislation Committee for inquiry and report. The Committee has invited written submissions addressing the following issues: 

• the provisions of the Bill which provide wide discretion to the Minister on the operation of the industry; 

• the fiscal implications of the proposed legislation of Lifetime Health Cover as a vehicle for industry advertising; and 

• the fiscal implications of the community rating amendments. 

I wish to only comment on the community rating principle encapsulated in the definition of ‘improper discrimination and the proposed community rating indicators. 

Community rating is the notion that everyone is charged the same premium regardless of risk. Until the Minister made his determination on 13th September 1996 the community rating principle required all “families” insured by the same health insurance product with a health fund to pay the same premium and single persons insured by that same product to pay half the family premium. In effect, the objective was to principally ensure that costs of ensuring the children of a contributor and his/her spouse were met by the whole insured community. On 13th September 1996 the Minister changed this principle to one where insurers were allowed to charge different amounts to singles, single parent families, couples and families for the same insurance product. From this date the 2:1 premium structure between families and singles was no longer mandatory. The Minister however separately warned the industry at that time that he would not approve of product pricing that discriminated against families with children. 

Since September 1996 the majority of health insurance products offered in Australia have continued to be priced on the former community rating basis as this basis remained widely accepted by the community. The Lifetime Healthcover arrangements were successfully introduced in 2000 and provide additional premium based incentives to younger persons to become insured to enable health insurers to spread their risks over a wider insured community, however it now appears that this did not detract from the communities acceptance of community rating. The current community rating arrangements should now be examined in the light of the introduction of Lifetime Healthcover and other gradual changes in the community and clearly this is the legislators intent in proposing this legislation and also the Senates intent in calling for submissions on it.

There are three important changes to the Australian community in the last 50 years since the Earle Page health insurance scheme was enshrined in legislation under the National Health Act 1953. These changes may not have been fully addressed by this new legislation. The first change is the increase in the proportion of families that are single parent families. Most insurers do not distinguish between the contribution rates for single parent families and two parent families. If they were to, as permitted by the September 1996 declaration, then the contribution rates of two parent families, singles and couples would have had to increase. Secondly, on average, children stay dependent on their parents for much longer now than 50 years ago. Many insurers have adjusted the age and conditions under which families may retain coverage for older dependent children as a result. The third change is the rise in multi-spouse families primarily due to the intake of migrants that adhere to the Moslem faith. These families are effectively being financially locked out of health insurance because insurers legally only recognize one spouse. Although the additional spouses of those families can be covered under separate memberships health insurers cannot cover the children of these women without requiring them to set up separate family memberships. Therefore a Moslem family of a father, 4 wives and 8 children will require 1 family membership and 3 single parent family memberships. This generally means that this whole family will be charged the equivalent cost of 8 single memberships. Because of these financial consequences most Moslem families currently tend to fall back on the public system.

This new legislation should recognize these trends in the community and enshrine an important new principle concerning the premium rates payable by various sections of the community for a health insurance product. To do this we should go back to first principles. What was it legislators were trying to achieve with community rating with the commencement of the National Health Act? It would appear that the concern was to ensure that “adult” members of the community were all charged the same premium for the same insurance and costs of the dependent children of those “adults” were born by the whole insured community (that is by those paying the premiums). The single, family rating structure flowed naturally from that principle because, in those days, the variations in what constitutes a family today just would never have been considered. Also the single, family rating structure had been employed by health insurers prior to the commencement of the National Health Act and apparently had been widely accepted by the community at that time. Is the principle of charging every “adult” the same premium for the same insurance worth keeping? Given that the majority of health insurers have maintained the 2:1 family to single ratio in rating health insurance products they obviously consider that the insured community still concurs with the general principle. We should respect their consideration since the insurers well understand the community’s concerns on these issues and would have moved away from this principle had community attitudes indicated the necessity to do so.. 

What would be the appropriate definition of “adult” in the environment of modern Australia? In 1953, even 25 years later, an adult was someone over the age of 21. However for health insurance purposes children who had ceased being dependant on their parents also were required to pay a single rate premium for their insurance.  Today, the health insurance premium bearers (‘adults” in the earlier parlance) should unambiguously be considered to be contributors and their spouses.  

I therefore submit that the discrimination legislation should include a clause in Section 66 of the National Health Act 1953 which ensures that insurers may not discriminate in the premiums charged to a contributor or his or her spouse or in relation to “the existence or otherwise of dependant children of that person” (that is dependant children of the contributor or his or her spouse). Therefore, a clause “bc” could be added to section 66 of the Act as follows:

“bc the existence or otherwise of dependant children of that person”. 

Possibly, for clarity, this clause should immediately precede currently envisioned clauses “ba” and “bb”. If this clause was included then it would effectively follow that an insurer would not be able to charge a premium for a dependant child of a contributor. A single parent family would have to be charged the same amount as a single contributor. A family consisting of a contributor, spouse and a child or children could only be charged for contributor and spouse and a Moslem family of a father, 4 wives and 8 children would be required to pay a premium equivalent to that of 5 single contributors.

Finally the currently proposed clause “b” is as follows:

 “b”  the gender, race or sexual orientation of a person”. 

Discrimination on the basis of “religion” would therefore appear to be permissible. This is obviously an oversight, which should be corrected! 

