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Debate about private heath cover tends to focus on
private hospital cover, largely ignoring the role of private
ancillary cover. This edition of the National Dental
Update examines the performance of ancillary cover,
particularly in light of rising private health premiums,
growing demand for ancillary services and a decline in
benefits paid to patients as a proportion of the cost of
care.

Growing membership

The number of people with private health cover has
grown considerably in recent years. In March 2000,
32.2% of the Australian population held private health
insurance. Following the introduction of Lifetime Health
Cover – a policy that penalises people over 30 years
without private health insurance – this figure rose to
43%. Today, 43.1% of the population hold private
hospital cover and 40% hold ancillary cover.1

Expenditure by the Federal Government through the
30% rebate – which subsidises the cost of private
health insurance – was $2.5 billion in 2003-04.2

Rising cost of private health insurance

An ageing population, the cost of medical technology
and growing demand is adding to the cost of private
health cover. The Private Health Insurance
Ombudsman3 has noted that there is now an
expectation by consumers that premiums will continue
to rise. The Ombudsman has added: 

"Annual insurance premium increases at levels
significantly above the growth in average family
incomes are likely to undermine the perception of the
value of private health insurance, with many more
consumers likely to reach a critical decision point
(whether to opt out of private health insurance) in three
to four years."

Despite assurances that the 30% rebate would create
downward pressure on the cost of health insurance,4

premiums continue to rise. Most recently the Minister
for Health and Ageing5 announced that insurance
premiums will rise by 5.7% in 2006, bringing the
cumulative rise in the cost of private health insurance to
over 35% since 2002.

While the cost of health insurance is rising, increased
premiums do not mean that all ancillary charges are
covered by private health insurance. Recent figures
from the Private Health Insurance Ombudsman6 show
that health insurers provide cover for 91.1% of all
hospital charges, yet only provide cover for 54.8% of all
ancillary charges.

Growth in ancillary services and declining benefits
relative to the cost of care

Consistent with the rise in the number of people with
ancillary cover has been the growth in the number of
ancillary services provided to those with private health
insurance. Figures from the Private Health
Administration Council and highlighted in the table
below show that total ancillary services have grown by
71.8% from over 30 million in 1996 to more than 52
million in 2005. During the same period, dental services
have grown by 55.3% from 15 million to over 23 million.

Despite the growth in ancillary services, benefits
returned to patients with ancillary cover (relative to the
cost of care) have declined over the past decade. As
the table below shows, the average benefit paid to
patients as a percentage of the cost of care for all
ancillary services has fallen from 32.6% in 1996 to
30.7% in 2005. For dental cover, benefits as a
percentage of the cost of care have fallen from 58.8%
to 49.0% during this same period.
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Private health insurance – benefit paid as a percentage of the cost of service – all ancillaries and dental
ancillaries, December 1996 to December 2005

All ancillary services

Dental ancillaries 

Year

1996

2005

1996

2005

Number of services

30,736,566

52,810,870

15,003,015

23,297,702

Average cost of
service

218

319

68

98

Average benefit
paid to patient

71

98

40

48

Benefit paid as %
of cost of service

32.6%

30.7%

58.8%

49.0%

Source: Private Health Insurance Administration Council (PHIAC) ‘Statistical Trends in Membership and Benefits’. Accessed from
http://www.phiac.gov.au/statistics/trends/index.htm on 3 March 2006
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