
 
27 May 2011 
 

A new study has found that private health insurance practices for subsidising high-cost pharmaceuticals are inconsistent, not 

transparent to consumers and may undermine the principle of equitable access to health care which underpins our 'community 

rating' system of private health insurance.    

 
This study is reported in the most recent edition of the Australian Health Review, the peer reviewed journal of 
the Australian Healthcare and Hospitals Association.  
 

"For most Australians, access to pharmaceuticals occurs via the tax-funded Pharmaceutical Benefits Scheme (PBS). However, 

there are two significant non-government funding arrangements for pharmaceuticals; payment by individual consumers and by 

private health insurance (PHI). These two funding sources are becoming increasingly more important as the cost of medicines 

rises and a smaller proportion of this cost is subsidized by the PBS," study leader Senthil Lingaratnam, clinical and research 

pharmacist from the Peter MacCallum Cancer Centre, said today.  

 

"This study investigated the policies of PHI companies towards reimbursement of non-PBS pharmaceuticals. It involved a review 

of web-published policy statements for top-level hospital and comprehensive general treatment insurance, and survey of 

reimbursement practices by way of questionnaire, of 31 Australian-registered, open-membership PHI companies. 

 

"This research found that the maximum limits offered for non-PBS pharmaceuticals, under comprehensive general treatment 

insurance, varied significantly and typically did not adequately cover high-cost pharmaceuticals. Some companies occasionally 

offered ex-gratia payments (or discretionary payments in excess of the policyholder’s entitlement benefits) for high cost-

pharmaceuticals. However, there was little consistency found across PHI companies in the manner in which they handle requests 

for high-cost pharmaceuticals in excess of the defined benefit limits. Such information and processes are not transparent to 

consumers.  

 

"Factors identified by PHI funds as influencing their decision to approve or reject ex-gratia requests included:   

 

 Whether the client is an in-patient or an outpatient.  

 Length of membership 

 Policy type 

 Previous claims history that year (or in the past) 

 Whether the hospital is private or public? 

 The Therapeutic Goods Administration (TGA’s) approval of the pharmaceutical 

 The outcomes of a submission to the Pharmaceutical Benefits Advisory Committee (often not available to the PHI fund) 

 

"One fund also cited length of membership and the member’s previous claims history as two other factors that ranked highly in 

consideration for approval of ex-gratia requests. Notably, length of membership, previous claims history, client’s life expectancy 

and the duration of illness were considered by some insurers as influential in their decision making, although this goes against 

government-enforced community rating principles (i.e. the principles associated with equitable access to healthcare) that 

premiums paid for health insurance and benefit entitlements or ex-gratia payments made by PHI companies should not be 

dependant upon a person’s actual or perceived health status.   

 

"Concerns were also raised by some funds that the PHI Ombudsman may, in the future, require that PHI funds must provide the 

same level of ex-gratia payments to members with relevantly similar conditions. As such, the perceived effect of any ex-gratia 

request on the fund’s benefits outlays needed to be factored into decision making (i.e. ‘how many other patients may request 

similar payments.  

 

"Our research also found that private health insurers were polarised in their positions on ex-gratia considerations for high-cost 

pharmaceuticals. Because ex-gratia payments are part or full payments in excess of actuarially fair entitlements, some insurers 

reported that offering a greater allowance of healthcare funding to a smaller proportion of their membership adversely affects the 

wider proportion of their membership by compromising the financial footing of the fund and promoting premium rate rises.  
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"However. other independent commentators contend that PHI is aimed at minimising the burden on public expenditure of 

healthcare and that the highest level of health insurance should comprehensively insure against the highest level of health risk. 

Despite this view, survey responses from participating health insurers have revealed that most treatments involving high-cost 

pharmaceuticals are not adequately covered under the most comprehensive general treatment or hospital.  

 

"Our findings suggest that if PHI is to offer more equitable access to high-cost non-PBS pharmaceuticals, companies will need to 

be better informed of the clinical benefit and cost-effectiveness of these pharmaceuticals and must be assured that the risks 

associated with each application are equitably borne by all stakeholders; health insurers, hospitals, pharmaceutical industry, 

consumers and government alike," Mr Lingaratnam said.  
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