Australian Government

Private Health Insurance Administration Council

Education Program 2009

Regulating the Private Health Insurance
Industry

Perth, 2 December 2009
Sydney, 9 December 2009
Melbourne, 10 December 2009



*  Australian Government

Private Health Insurance Administration Council

Program

9.0071 9.15am Opening Remarks Jim Dominguez
Commissioner, PHIAC
9.157 10.00 am PHI ACOs r e g|Shaun Gath,
approach CEO, PHIAC
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Outline

. Regulation and Policies

. Our approach 1 key principles

. The three stages of regulation
Recapping key changes from PHI Act
Remainder of the session
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Regulation and Policies

A PHIAC Corporate Plan 2009-2011, page 9
inKey projecto of the [«
nNPolicies and Standard Org
Procedures: PHIAC will develop and publish a
variety of policies and SOPs which will outline how it
proposes to administer the PHI Act. In particular, the
policies will address use of the compulsory powers

reposed in PHIAC in 2007 as a result of passage of
t he PHI Act . o



What is an SOP?

Al St andard Operating

A In other words, a policy which tells you T
the reqgulated funds i how we, the
regulator, intend to do our job

A Part of our commitment to transparency

A Recent reminders of the importance of
doing this right:
i APRA, ASIC



What does as SOP look like?

A We are still preparing them,
but they might look like this:

(please note prominent use of the draft
watermark!)
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PHIAC INTERNAL POLICIES
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Regulation T Our Approach

. We prefer to operate informally

. We adopt a measured, staged approach
. We aim to be transparent

. We do not like surprises (and nor do you)
. We practice best practice regulation

When we have to act ... we will

.YouoOre responsi bl e
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Informality T | t 0s our

A PHIAC enjoys a strong working relationship with
the PHI Industry

A We know you i you know us

A We know that when we ask you to help us funds
Invariably co-operate fully and quickly

A Informality works and will continue to work

A Nothing that follows is intended to suggest that
we do not want to continue with that approach
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Measured, Staged Approach

A Our preference is for regulatory powers to
be used gradually and incrementally
I This is the spirit reflected in our Guidelines for

Managing Supervision and Intervention (the 8

Steps): see: www.phiac.gov.au/resources/file/
riskmgmt _msigquidelines2007.pdf (in seminar pack)

A Gradual and predictable



http://www.phiac.gov.au/resources/file/riskmgmt_msiguidelines2007.pdf
http://www.phiac.gov.au/resources/file/riskmgmt_msiguidelines2007.pdf
http://www.phiac.gov.au/resources/file/riskmgmt_msiguidelines2007.pdf
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Transparency

A We want you to know in advance, and with
full transparency, how we are likely to act
INn certain circumstances

I'We want to st at ethepoints
at which we will be likely to act in some way or
another.

AOur aim is to avoi d:
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No surprises

A PHIAC embraces disclosure of its
Intentions as far as possible.

A Generally, we will give you fair warning of
what we are planning to do.

A Even in moments of crisis, it is vital that
we act predictably and proportionately

I Our Crisis Management Framework
addresses this (see PHIAC website)
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Commitment to Best Practice

A PHIAC monitors and adopts best practice.

A Our sources include:
I Australian and international guidelines
I regular exchanges with other regulators
| court decisions
I reports of inquiries, commissions etc;
I Industry feedback (including right now!); and
| our own experience.
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When we have to act ... we will

A PHIAC will not hesitate to act when it should.
I In particular, we must protect consumers of PHI.
A The Parliament, through the PHI Act, has given

PHIAC a number of important tools to achieve
this objective

ATodayodos session is abou
and how they might be employed.
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Finally é. You

A You MUST:
I Know the PHI Act

I Understand what this means for you and your
business

I Establish processes which ensure compliance

A PHIAC expects all funds to maintain best
practice and will be checking on this
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Some history....

PHIAC has not used its regulatory powers for
some time, but we have.....

A2001: GMF (Goldfields) i Administrator appointed
A2002: IOR i Administrator appointed

A2003: Teacher Union Health i Administrator
appointed

A2004: Federation Health i Administrator
appointed
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Three stages to the
regulatory process



L Stage 1: Gateway
98%

Getting information Preparing for Action Prevention
n C-a-l—l—a-h-é r>
v Zone

Stage 2: Issues Management 1St at ut or
1.8% J J Zone

Action Resolution Mitigation

N/

Stage 3: Accountability

012%

Assessing Conduct Surveillance Applying accountability
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Recapping on the recent changes and
what they mean for PHIAC and the
iIndustry....
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So, what happened in 20077

A Private Health Insurance Act 2007

I National Health Act 1953 (PHI provisions)
were repealed

I Reallocation and expansion of functions for
PHIAC under the new legislation

A Parliament described a new role for
PHIAC
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Three key changes

Aln 2007 Parliament chan
stance Iin three important ways:
1. PHI AC I s put 1 n more dire
most regulatory issues (Minister is still involved,
however)

2. PHIAC is instructed to adopt a preventative outlook
on prudential issues ... and regulate accordingly

3. PHIAC is given more power to (micro?) manage
Issues by directing aspects of compliance by the
funds.
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PHI ACOSsS move to

A PHIAC is now authorised to:
I seek explanations
| commence Investigations
I accept written undertakings
I Initiate legal action in the Federal Court

A Previously only the Minister did these things
I Now, shared responsiblility around these issues
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Prevention

A Implementing a preventative and proactive
orudential stance is a central feature of the 2007
PHI Act changes.

I No Anambul ances at the Dbot

A PHIAC can now:

I give a direction where it will prevent a possible
breach of a Council-supervised obligation (CSO)

I direct an insurer to comply with a prudential standard
that it is likely to breach

I (note also capacity to act ahead of cap ad breach)
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Duty to Notify I Reminder!

163-10 Notice of breaches of prudential standards etc.

(1) A private health insurer commits an offence if:
(a) 1t becomes aware of:
(i) a breach by it of a “prudential standard; or

(11) any other matter or occurrence that materially affects its
financial position; and

(b) it fails to notify the Council, as soon as practicable, in writing
of the breach or of the other matter or occurrence.

Penalty: 200 penalty units.
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NDIi rectingo a
A PHIAC has been given much greater power to

directly and manage matters.
I We can bring a regul atory

A Two approaches available:
il nstruction to comply wit

I Notice to remedy contraventions within not less than
one month:152-5

A Failure to comply with a notice under this section exposes
directors to personal liability
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The remainder of this session

A Paul Groenewegen: will address the issues the
new provisions pose for the performance of
PHI ACo0s compliance func

A Annemaree Gray: will talk in more detail about
the enforcement functions and what we will be
doing to ensure the PHI industry is fully aware of
our activities.

A Shaun Gath: | will return to briefly describe our
work agenda in this area and how you can be
Involved.
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Managing Compliance

Paul Groenewegen

General Manager, Prudential Supervision and
Deputy CEO
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CSO Defined



