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President’s Report
The past year has seen the onset of a major global economic crisis,
yet, despite this, the New Zealand health insurance industry remains
buoyant. Almost 1.4 million New Zealanders are now covered by

health insurance, up 5700 in the year ended March 31, 2009. New
Zealanders clearly see the importance of retaining health insurance in times of economic

uncertainty, and our figures indicate we can ride out the current recession.

Health insurance is mainly taken out by people who value the peace of mind gained from
having prompt access to elective surgery when they need it. The alternatives are to go
on a public hospital waiting list, or pay the full costs of treatment out of pocket. This is a
daunting option, with the cost of a joint replacement being up to $20,000 and more costly
procedures such as heart surgery being in excess of $50,000. A recent survey found 73
percent of adults in this country would not be able to afford elective surgery costing
$5000 or more.

The OECD has identified health costs as the key fiscal challenge for New Zealand and
has recommended a greater role for private health insurance, saying it would spur
competition and burden-sharing. New Zealand is currently way below the OECD
average in terms of the level of private contribution to healthcare costs. Our economy
benefits enormously from health insurance — it eases pressure on the public hospital
system and, through subsidised workplace health insurance schemes, it ensures
workers can maintain their health and provide consistent productivity when times are
tough.

Our concern at the cost of treatment for the elderly prompted the Health Funds
Association to advocate this year for a rebate for those aged 65 and over who retain
their health insurance. The National Party adopted our proposal and included a 30

percent rebate in its draft health policy before the November general election. The plan



was unfortunately dropped from its final health policy after National had to trim its
spending pledges in the wake of the country’s declining fiscal position. We were pleased
nonetheless that they had
considered this option and have
since been heartened by the
warmer relationship between the

new Government and the private

health sector. It is still keen on
the rebate idea and the Health
Funds Association will continue
to work closely with officials in
the coming year to make this an

option for the future. Health
Minister Tony Ryall has expressed his commitment to smarter use of the private sector
and we look forward to working with him and his colleagues to progress the rebate and

other initiatives.

| would like to thank executive director Roger Styles and his staff, and my fellow
executive members for their hard work and support during the year. |1 would also like to
acknowledge the work this year of executive member Michael Pryor, who has now

moved on to a new role in the industry.

It is with much pleasure that | present the Health Funds Assaociation of New Zealand’s

Annual Report and Financial Statements for the year ending March 31, 2009.

Steve Boomert
President.
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Executive Director’s report

The health insurance industry has seen positive overall growth again
in the year to March 2009, in the face of an increasingly difficult

economic climate. Building on the steady growth of the past two

years, the last 12 months have seen an extra 5700 New Zealanders

covered by health insurance, taking the total lives covered to 1.393 million.

The trend away from comprehensive health insurance towards elective surgical and
specialist cover has continued. Over the year there was an increase of 20,900 people
with elective surgical and specialist cover and a reduction of 15,200 having
comprehensive insurance policies. Elective surgical and specialist cover now accounts
for 65 percent of those covered by health insurance. Comprehensive health insurance

now accounts for just 488,400 lives covered.

Claims paid in the March 2009 year totalled $712 million, an increase of 12.9 percent on
those paid in the March 2008 year. The increase is attributable to both an increase in the
number of claims and in the costs of treatment. Of note, the total claims paid for those
aged 65 and over increased by 13.9 percent on 2008 levels to $208 million, despite an
increase of just 2.8 percent in lives covered in this age group for the year. Claims paid to
this age group now comprise 29 percent of total claims cost, despite the over-65s

accounting for just 9.9 percent of lives covered.

Premiums also continued to rise this year, a reflection of strong health inflation. One of
the challenges of the coming year will be to try to rein this in, while at the same time
encouraging cash-strapped New Zealanders to retain their policies. As the year
concluded we saw possibly the first sign that the recession may be having some impact
on health insurance numbers. Although the increase in coverage for the year showed



health insurance is weathering the recession well, there is a linkage between health
cover and employment levels, as many New Zealanders are covered by group schemes.

Anticipated lower levels of employment over the coming year may yet have an impact on

health insurance coverage.

One of our key policy focuses
over the last year was looking
at how to assist more New
Zealanders to retain their
health insurance in retirement.
If retention rates can be
improved, there is potential for
health insurance to make an
even greater contribution to

meeting elective surgery need

in New Zealand. With this in mind, it was good to see a targeted rebate proposed by the
National Party last year. HFANZ is keen to work constructively with the Government to

help make the rebate a reality.

Health insurance presently funds around half of all elective surgery carried out in New
Zealand, with clear scope to fund an even greater share of health costs if coverage rates

can be improved.

It is clear the new Government intends to make smarter use of the private sector in
tackling New Zealand’s growing elective surgical need and recognise the role health
insurance plays in meeting health need. Health Minister Tony Ryall has announced the
establishment of a “public-private relationship desk” at the Ministry of Health to facilitate
better services through greater communication with the private sector. This would take
the first step to formally recognise the role and contribution of the private sector at

Health Ministry level, which can only mean good things.

Our association has also welcomed a moratorium announced by Mr Ryall on district
health boards’ moves to withdraw their funding of laboratory tests for patients referred
from privately arranged specialist consultations. HFANZ has maintained throughout that
the charges were poor public policy, with potential for adverse health outcomes. The



moratorium remains in effect until an independent evaluation of the impact of the
charges in the Wellington region can be carried out. HFANZ will endeavour to assist in

the review and is hopeful that commonsense will prevail.

Other policy work during the year included input into the legislative stages of the
Financial Advisers Act and its companion, the Financial Service Providers (Registration
and Dispute Resolution) Act. Although now law, the real work is only beginning with a

whole new framework evolving to govern financial advice and dispute resolution.

The next stage in the review of financial products and providers focuses on prudential
regulation, with the Reserve Bank recently releasing its draft Insurance (Prudential
Supervision) Bill. This Bill consolidates and updates existing legislation governing
insurance, and strengthens the regulatory oversight and powers of the Reserve Bank.
HFANZ will have an input into the progress of this legislation with a view to helping
ensure effective regulation which protects consumers while avoiding excessive

compliance costs.

While the new regulatory environment includes provision for reporting of insurers’
solvency position, HFANZ was not waiting for this to happen. For the last year, HFANZ
members have been reporting solvency positions as part of the industry’s own voluntary
regime. Regular reporting over the last year has shown all members meet the HFANZ
solvency standard, and indications are that key features of the HFANZ standard are to
be adopted by the Reserve Bank in their development of a general insurance solvency

standard.

A proactive approach to communications and media has helped to reinforce positive
public perceptions relating to health insurance over the year. Collaboration with the

wider private sector, particularly the New Zealand Private Hospitals Association, has
also helped to present a coordinated and positive approach across a broad range of

policy issues.

I would like to thank our president Steve Boomert and the HFANZ Executive for their
invaluable contribution to the success of the past year. | would also like to thank my staff
at HFANZ for their dedication and commitment over the past year.



The year ahead presents a number of challenges and unknowns, with the full impact of
the current recession yet to play out, and much work to do to develop and advance
policy initiatives. These may be challenging times, but there is much to look forward to if
HFANZ is able to build on the foundations laid to date and engage proactively in helping
resolve some of the critical health issues facing New Zealand.

Roger Styles

Executive Director.



Health Insurance Key Statistics 2008-9

Summary

This year has showed continued moderate growth in health insurance coverage, despite
New Zealand spending the whole period in recession. Higher utilisation rates were a
factor behind a large jump in claims paid — up 13 percent on the previous year, following
significant increases in previous years with rising healthcare costs. This has added to
pressure on premiums, although the increase in premium income has been lower than
the increase in claims cost, increasing the overall loss ratios for the health insurance
industry.

Summary Financial Data: Premiums, Claims and lossr  atios (March years)

2005-6 2006-7 2007-8 2008-9
Premium Income ($m) $696.0 $726.1 $791.3 $837.7
Claims paid ($m) $550.8 $582.3 $630.6 $712.2
Loss ratio 79.1% 80.2% 79.7% 85.0%

Lives covered up 0.4 percent

In the year ended March 31, 2009 health insurers reported a net increase in the number
of lives covered of 5700 (0.4 percent) taking the total lives covered to 1.393 million. This
continues the trend of rising coverage over recent years.

Health Insurance in New Zealand:
Lives Covered as at 31 March
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Lives covered by age

Health insurance cover peaks at 47 percent of New Zealanders in the 55-59 year age
group. In recent years this peak has moved from the 50-54 year age group as the



population cohort ages. Coverage declines markedly post age 65, with just over 20
percent coverage for those in their 70s.

Percentage of Population covered by Health
Insurance, March 2004 - March 2009
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Trend to elective surgical cover

The trend away from comprehensive health insurance towards elective surgical and
specialist cover continues. The net 5700 increase in lives covered over 2008-9
represents an increase of 20,900 people with elective surgical and specialist cover and a
reduction of 15,200 having comprehensive insurance policies.

Elective surgical and specialist cover now accounts for 904,900 of the 1.393 million lives
covered, or 65 percent of those covered by health insurance. Comprehensive health
insurance coverage has fallen below 500,000 and now accounts for just 488,400 lives
covered, or 35 percent of policies.



Lives Covered by Health Insurance in NZ, 2000-2009:
Elective Surgical vs Comprehensive Policies
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Claims paid up 12.9 percent

Health insurance claims paid in the 12 months to March 2009 totalled $712 million. This
is an increase of $81.6million or 12.9 percent on the total claims paid in the 12 months to
March 2008. The increase is attributable to both an increase in the number of claims and
an increase in the costs of treatment.

Of note, the total claims paid in the year to March 31, 2009 for those aged 65 and over
increased by 13.9 percent on 2008 levels to $208 million, despite an increase of just 2.8
percent in lives covered in this age group for the year. Claims paid to persons aged 65
and over now comprise 29 percent of total claims cost, despite persons over 65
accounting for just 9.9 percent of lives covered.
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Average Claim per Life Covered:
March 2009 year
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Premium income up 5.9 percent
Total health insurance premium income rose in the March 2009 year. Total health

insurance premium income in the year ended March 2009 was $837.7 million, an
increase of $46.4 million or 5.9 percent on the previous year.
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About HFANZ

The Health Funds Association of New Zealand Inc (HFANZ) is the industry body

representing health insurers within New Zealand.

Our key objective is to represent the views of all providers of health insurance to

Government, media, general public and key stakeholders.

We believe that the private system has a key role to play in a well balanced health

system that can respond to changes in demographics and technology.

HFANZ currently has 10 members who together constitute the majority of health insurers

within New Zealand.

Our Members:

Accuro Health Insurance

AIG Life

EBS Health Care

ING Life (NZ) Ltd

Manchester Unity Friendly Society

Police Health Plan Ltd

Southern Cross Healthcare

Sovereign Assurance Company Limited
TOWER Health & Life Ltd

Union Medical Benefits Society Ltd (Unimed).
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