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President’s Report

Looking back on the 2007-2008 yeatr, it has clearly been a time of

change and growth for the health insurance industry.

Some 1.388 million New Zealanders are now covered by health insurance, up 18,800 in
the year ended March 31, 2008. Much of this growth is in the 60-70 year age group, and
there is evidence that difficulties in accessing the public health system for elective
surgery are behind increasing numbers of these older people retaining health insurance
as they age, despite rising premiums. We have also noted pleasing growth in the
number of younger members and children covered, on the back of New Zealand

experiencing a mini baby-boom over the last couple of years.

There is growing recognition that the public system cannot do everything people want in
terms of healthcare. Nowhere is this more evident than in elective surgery. The private
sector funds around 60 per cent of elective surgery in New Zealand, and there has been
a noticeable increase in the number of policies being taken out specifically for elective

surgical and specialist care.

It is beginning to sink in that mixed health systems deliver the best outcomes and that
different sectors have different strengths. Our Health Leaders’ Conference last May
tackled the issue of public-private collaboration. A raft of interesting ideas were
presented, from healthy housing initiatives, to a call for medical schools to train
prospective GPs how to run small businesses, to the concept of treating elective surgical
bookings the same way as airline bookings, complete with peak time and stand-by
options. With a top-class lineup of New Zealand and international presenters, the
conference allowed some hands-on participation in considering options for greater
collaboration across the health sector. HFANZ plans to continue that collaborative work
in 2008-09.



While the level of health insurance coverage in New Zealand is one of the highest
among countries without specific incentives or subsidies, there remains much scope to
lift the contribution of the private sector in meeting New Zealanders’ healthcare needs.
There is a wealth of experience from those countries that more actively encourage
higher levels of insurance coverage. The benefits of doing so are felt across the entire
health system, as investment in private facilities is

stimulated, new technology is incorporated, and

pressure on the public system is relieved. The

guality acuity mix of private hospitals, dealing

almost entirely with elective surgery, lends itself to

greater efficiencies and a better ability to plan and

schedule resourcing.

| believe it is now timely to be having this debate, with the nation facing tremendous
challenges in providing healthcare as the population ages, with soaring costs, and health
workforce issues coming to the fore. The doubling of public spending on health to $11
billion in recent years, with little change in productivity, highlights the fact that the
traditional ‘fix’ of increasing public spending on health can not be relied on as a total
solution. Nor will public spending on its own be sufficient to deliver the sort of health

outcomes the nation rightly expects.

As | approach the end of my first year as president | would like to thank executive
director Roger Styles and his staff, and my fellow executive members for their support
during the year. In particular, | would like to acknowledge the work of my predecessor
Dermot Martin, who handed over the presidential reins in August after having held the
position since 2000, and that of our former executive director Claire Austin. | would also
like to thank David Drillien and Dragan Radic, who are stepping down from the executive

committee after three years.

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

Annual Report and Financial Statements for the year ending March 31, 2008.

Steve Boomert

President.



Executive Director’s report

The year to March 2008 has been very positive overall for the Health
Funds Association of New Zealand. A continuation of the steady
growth in people taking out private health insurance has seen an
extra 18,800 extra New Zealanders covered by health insurance,

taking the total lives covered to 1.388 million.

At the same time, it has been a year which has included challenges in the form of
increased costs and potential regulation flowing from Government or public sector
decisions, but also a year in which the public and political environment has seen a
discernable improvement in appreciation of the importance of the private health sector in

meeting New Zealanders’ health needs.

As an organisation, HFANZ has seen significant change in the past year, with a new
executive director and two part-time staff employed, with no increase in budget

requirements.

The year commenced with the HFANZ-organised conference, entitled Great
Expectations. The key theme of this was benefits of public-private collaboration. HFANZ
is working closely with the New Zealand Private Surgical Hospitals’ Association in
attempting to gain greater recognition of the part the private healthcare sector can play
in delivering better health services to New Zealanders. In October 2007, HFANZ and
NZPSHA took co-operation a step further and co-located at our Wellington offices, and
have continued to work together to present the importance of the private health sector to

the public, media, and politicians.

In relation to the year’s challenges, the shape of the future regulatory environment

continued to unfold. This year the Government confirmed the health insurance sector



would be regulated in a similar manner to other financial products, including a
requirement for mandatory ratings. The industry has already taken steps to put in place
its own self-regulatory regime with the adoption of a solvency standard in 2007 and first
reporting under this standard is imminent. HFANZ still maintains that financial strength

ratings for health insurers are unnecessary and will simply add costs to consumers.

In another imposition on the health insurance sector, some
district health boards (DHBs) withdrew their funding of
laboratory tests for persons referred from privately arranged
specialist consultations, thereby throwing greater costs on
health insurance. This policy is now at a pivotal stage with
the real possibility of being adopted by a wider number of
DHBs.

Despite these challenges, 2008-09 has the potential to be a

very positive year, with a general election and health
policies expected to again take centre stage. It is positive that after many years of
effective dismissal, there appears to be a growing awareness at political levels of the
need for balanced health systems, which make the best use of both public and private
sectors. HFANZ argues strongly that the current Government strategy of solely focusing
on the public health sector has not delivered significantly better health outcomes,
particularly in relation to elective surgery, despite a doubling in public health spending

from $6 to $12 billion a year.

It is time for New Zealand to move to the mainstream approach of most OECD nations
by also looking to grow the private health sector alongside a strong public sector. To
convey the importance of the private sector, HFANZ has been promoting along with the
Private Surgical Hospitals the little-known fact that the private health sector delivers

around 60 per cent of elective surgery.

This occurs despite little recognition or support from governments for over two decades.
Private health spending in New Zealand is only 22.2 per cent of total health spending, as
against an OECD average of 27.3 per cent. With supportive policy, private health

spending in Australia is 32.5 per cent of total health spending.



To move New Zealand toward the OECD average, New Zealand needs to grow its

private health spend, a direction supported by both OECD and WHO advice.

In concluding, an ageing population means New Zealand'’s future challenges will be
even greater, with the projection that the need for elective surgery will double from

250,000 people a year now to nearly 500,000 in 20 years’ time.

While recognising the fact that the private health insurance industry faces challenges
which include a deteriorating economic environment in the new financial year and more
regulation, the public, media and politicians are more open to considering our sector’s

concerns than for many years.

In the year completed, with the direction and support of the Executive, we have
established the foundations and capacity to present our sector’s case, and for HFANZ to

make a strong contribution to the public and political discussion that is about to occur.

Roger Styles

Executive Director.
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Health Insurance Statistics Year Ending March 2008

This provides statistical information for the health insurance industry in New Zealand for
the year ended 31 March 2008.

Lives covered up 1.4% in year

The number of lives covered continues to increase. In the 12 months ending March 31,
2008, health insurers reported a net increase in the number of lives covered of 18,800
(1.4%) taking the total lives covered to 1.388 million. The March quarter, which is
traditionally negative, showed positive growth in 2008, up by 600.

Lives Covered by Health Insurance:
March 05 - March 08 (thousands)

1400
1390 e
- . 1380 ——]
S 8 1370
2 S 1360 -
o 4 1350 —
$ 2 1340 |
= £ 1330 |
1320 -
1310
58888888555 5 8
T c Q o S c Q o ) S a o <
= 5 $ & = 5 % & = 5 § & =
Quarter

Trend to elective surgical and specialist cover

The trend away from comprehensive policies and towards major medical insurance
continues. The net 18,800 increase in lives covered represents an increase of 34,700

people with elective surgical and specialist cover and a reduction of 15,900 having
comprehensive insurance.

Elective surgical and specialist cover now accounts for 884,000 of the 1.388 million lives
covered, or 63.7% of those covered by health insurance. Comprehensive health
insurance accounts for just 503,600 lives covered, or 36.3% of policies.
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Lives Covered by Health Insurance in NZ, 2000-2008:
Elective Surgical vs Comprehensive Policies
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Lives covered by age

A breakdown of the lives covered by age group shows growth is spread across a range of age
groups.

Lives covered

Age Mar Mar .
band 2007 2008 Diff | Percent
0-4 60,900 63,739 | 2,839 4.7%
5-9 82,078 82,103 25 0.0%
10-14 93,952 93,029 -923 -1.0%
15-19 98,863 99,914 | 1,051 1.1%
20-24 68,908 72,708 | 3,800 5.5%
25-29 63,130 65,485 | 2,355 3.7%
30-34 85,318 83,540 | -1,778 -2.1%
35-39 110,405 111,251 846 0.8%
40-44 122,183 120,810 | -1,373 -1.1%
45-49 128,549 130,588 | 2,039 1.6%
50-54 121,215 122,063 848 0.7%
55-59 117,038 115,582 | -1,456 -1.2%
60-64 86,533 92,880 | 6,347 7.3%
65-69 54,354 56,547 | 2,193 4.0%
70-74 30,395 31,378 983 3.2%
75-79 22,099 22,198 99 0.4%
80-84 14,956 15,349 393 2.6%
85-89 5,977 6,388 411 6.9%
90+ 1,851 1,958 107 5.8%
Unknown 45 32 -13 | -28.9%
Totals | 1,368,749 | 1,387,542 | 18,793 1.4%
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There is significant growth in the following age groups:

Aged 0-4: up 2800 (+4.7%)

Aged 20-24: up 3800 (+5.5%)
Aged 25-29: up 2300 (+3.7%)
Aged 60-64: up 6300 (+7.3%)
Aged 65-69: up 2200 (+4.0%)

There are a range of factors influencing this, including demographic changes. With an
ageing population, there is an expected increase as more people with insurance are
moving into these older age groups. Higher birth rates are the major factor behind the
increase in the 0-4 age group.

In addition, people are increasingly accepting the fact that the public system can not
deliver many elective procedures to either the quantity or the timeliness that people
expect from the health system.

Claims paid up 8.3%

Health insurance claims paid in the March quarter totalled $149 million, taking claims
paid in the 12 months to March 31, 2008 to $631 million. This is an increase of $48
million or 8.3% on the total claims paid in the 12 months to March 31, 2007. In addition
to growth in the number of insured persons, the increase is attributable to both an
increase in the number of claims and an increase in the costs of treatment.

Because most of these claims relate to elective surgical procedures, there is a significant
benefit to the public sector in terms of reduced demand for elective procedures and
freeing up of public health resources.

Growing Contribution from Health
Insurance:
Growth in Claims Paid, 2006-2008
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