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File 15.1.15

The Secretary

Senate Economics References Committee

Room SG 64

Parliament House

Canberra ACT 2600

Dear Ms Dearmody

On behalf of the Australian Private Hospitals Association (APHA), I have attached a submission to the Committee’s Inquiry into the Impact of Public Liability and Professional Indemnity Insurance Cost Increases. 

APHA is the peak body representing Australia’s private hospitals. APHA has a diverse membership, ranging from large private hospitals in the major cities to small rural hospitals. It includes specialist psychiatric and rehabilitation hospitals in addition to acute hospitals and stand-alone day surgeries. APHA represents for-profit and not-for-profit private hospitals and includes among its members both groups and independent operators. Many of APHA’s members are small businesses.

The increasing costs of professional indemnity insurance cover for private hospitals is a key concern for APHA and its member hospitals. A recent survey conducted by APHA indicates that some private hospitals are facing increases in the costs of premiums of more than 700 per cent over the last 2 years, with others facing increases in excesses of up to 3900 per cent over the same period.

APHA congratulates the Senate on providing this reference to its Economics References Committee and looks forward to a report that may assist in finding a way forward from the current difficult environment. APHA is prepared to provide evidence at any public hearing that the Committee may arrange.

Please contact me if APHA can be of any further assistance to the Committee in this matter.

Yours sincerely
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Michael Roff

Executive Director

13 May 2002
SUBMISSION BY THE AUSTRALIAN PRIVATE HOSPITALS ASSOCIATION (APHA) TO THE SENATE ECONOMICS REFERENCES COMMITTEE INQUIRY INTO THE IMPACT OF PUBLIC LIABILITY AND PROFESSIONAL INDEMNITY INSURANCE COST INCREASES

Background

The current crisis in medical indemnity is of great concern to private hospitals. Private hospitals are concerned that their doctors will need to withdraw from the provision of certain types of services, for example obstetrics, unless remedies are developed to address the key issues of unsustainable increases in premiums and the apparent instability of the medical defence organisations. 

However, the escalating costs of other types of insurances, including private hospitals’ own professional indemnity cover as well as public liability insurance, is of increasing concern to the Australian Private Hospitals Association (APHA) and its member hospitals. 

APHA has surveyed its membership on the impact of the crisis in medical indemnity on the provision of hospital services and the related crisis that is building rapidly in professional indemnity insurance for private hospitals. The findings of APHA’s survey are deeply concerning, with some private hospitals facing premium increases of up to 700 per cent and increases in excesses of up to 3900 per cent. In addition, due to the withdrawal of insurers from the market, some hospitals are being forced to look overseas for their insurance cover.

Professional indemnity insurance for private hospitals

Unlike public hospitals, which are protected by State and Territory governments, private hospitals must carry their own professional indemnity insurance. This type of insurance is variously also called malpractice or negligence instance. It is essential for private hospitals to carry this type of insurance to provide cover for their own employees. In the case of larger private hospitals, the hospital’s professional indemnity policy also provides cover for medical students, Resident Medical Officers and Visiting Fellows. 

In addition to providing coverage for its employees, a hospital’s professional indemnity insurance is also necessary for those instances where a hospital may be joined in an action against a medical practitioner because the episode of treatment that is the subject of litigation occurred at the hospital. 

The links between hospitals’ professional indemnity and medical indemnity

The overwhelming bulk of media attention on the issue of hospital-related insurance has focused on medical indemnity. This is not surprising, given that it is, and will continue to be, a significant problem. However, private hospitals are facing an additional problem–rapid increases in the costs of their own professional indemnity/malpractice insurance cover.

The link between medical indemnity and hospitals’ own professional indemnity cover was starkly illustrated amongst the confusion of the week beginning 29 April 2002 when many doctors began to withdraw their services for private patients due to concerns about the extent of their medical indemnity cover. 

One hospital group within APHA’s membership has a clause in its professional indemnity policies specifying that for the hospitals’ cover to be operative, all doctors working in the group’s hospitals must have their own medical indemnity cover. Hence, because there were concerns about the extent of the cover for doctors with UMP policies, the group’s insurers cautioned that the hospital’s own cover might not be valid. The group was then faced with having to advise those doctors that they could not work in the group’s hospitals until the position was clarified. The matter was resolved following a letter to doctors released by the Minister for Health and Ageing, Senator the Hon Kay Patterson on 1 May 2002. However, the issue will re-emerge on 1 July 2002 if a satisfactory solution is not in place at that time.

On 23 April 2002, APHA participated in a forum convened by the Federal Government to discuss issues related to medical indemnity insurance. The Forum was co-chaired by the Minister for Health and Ageing and the Assistant Treasurer and was attended by all State Health Ministers. APHA was successful in broadening the scope of the forum to include discussion of issues related to indemnity and malpractice insurance that hospitals are required to carry.  Information was provided on the reduction in the number of insurers providing this sort of cover, premium increases experienced by hospitals, the imposition of large excesses and exclusion of some services including obstetrics.

These issues were again highlighted by APHA at a regular liaison meeting between private hospital representatives and the Department of Health and Ageing.

APHA’s survey of its members

Recognising that a problem was emerging in relation to professional indemnity insurance for private hospitals, APHA undertook a survey of its members in April 2002 in order to quantify the extent of the problem. 

Key findings of the survey include:

· Half of the private hospitals responding to the survey reported that increased medical indemnity premiums for doctors had impacted on their business. This was particularly evident among hospitals in non-metropolitan areas. Not surprisingly, the greatest impact was in obstetric services;

· However, private hospitals are also facing major problems with skyrocketing premiums for their own professional indemnity policies, large increases in excesses and the introduction of exclusions for particular types of services such as obstetrics;

· At the same time, the pool of insurers prepared to offer professional indemnity policies is declining rapidly. Some hospitals have been required to obtain cover from London-based companies;

· Premium increases over the past two-three years have ranged up to 780 per cent with a great many hospitals reporting increases of more than 100 per cent. For example, one hospital experienced an increase in its annual premium for professional indemnity insurance from $16,500 in 2000-01 to more than $145,000 in 2002-03, an increase of more than 780 per cent. This hospital had not lodged a claim in the past 4 years;

· Excesses have increased for many hospitals by quite staggering amounts, with the highest up 3900 per cent in one year. For example, one hospital experienced an increase in the excess applicable to its professional indemnity insurance policy from $1,000 in 2000-01 to $40,000 in 2001-02, an increase of 3900 per cent;

· While the costs of cover have increased, the limit of the cover has decreased for some hospitals, in many cases by half. Some hospitals have experienced a decline of up to minus 300 per cent in the aggregate limit of their insurance cover. For example, one hospital experienced a reduction in the aggregate limit of claims under its professional indemnity cover from $40 million in 2001-02 to $10 million in 2002-03;

· Several non-metropolitan private hospitals have been able to renew their professional indemnity cover but the insurer has insisted that obstetric/maternity services be noted as an exclusion from the policy. As a result, the hospitals have no choice but to cease the provision of obstetric/maternity services; and

· No relationship was found between claims history and the size of increases in premiums and/or excesses. Indeed, some hospitals have been subject to large increases in premiums despite not having made a claim against their professional indemnity insurance for many years. 

These changes have profound implications for the costs of private health care services. Private hospitals are reporting that the cost of insurance cover is now as high as 1.9 per cent of revenue and for some hospitals, the cost of professional indemnity insurance as a proportion of revenue has increased by nearly 70 per cent in the last year.

Recent developments

Since APHA undertook its survey, several private hospitals have experienced severe difficulties as a result of spiralling premiums and excesses for professional indemnity cover. Some hospitals have been forced to cease offering particular services, such as obstetrics. A sample of media coverage of these recent developments is attached to this submission.

Concluding comments

In APHA’s view, the looming crises for medical indemnity, and professional indemnity insurance more broadly in the private health sector, have the potential to stymie the vital contribution of the private hospital sector to the care and treatment of Australia’s hospital patients. Also at risk is the maintenance of a balanced health care system, which is essential for Australia to be able to guarantee improved health outcomes for all citizens in the future.
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