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Executive summary
The Australian Private Hospitals Association (APHA) recognises and supports the need for
reform of the Prostheses List (PL).
Analysis by the Independent Hospital Pricing Authority (IHPA) has highlighted a discrepancy
between public and private sectors1. While this analysis does not provide a basis for
accurate estimation of ‘the gap’, it establishes the case for a reference-based pricing
approach as the most direct and practicable way to improve the transparency and validity of
PL benefits. Public sector reference pricing also provides a practicable basis for moving away
from a ‘set and forget’ approach.
APHA maintains reform must ensure that the PL continues to address three risks to the
private sector as a whole:




Volatile and unrestrained inflation in prostheses costs
Inefficient latitude in benefits paid through non-PL mechanisms, i.e. theatre fees and
case payments, otherwise necessary to account for variance in prostheses utilisation
from case to case
Patient out-of-pocket charges.

For this reason, APHA does not support the wholesale removal of devices from the PL,
specifically groupings within the General Miscellaneous category. This objection is made on
the following basis:



Alternative funding mechanisms would be complex to negotiate and the outcome
cannot be assured by Government.
The burden imposed on the private hospital sector without such assurance is
unsustainable and would put consumers at risk.

The case for such a radical change has not been made and it would, in fact, lessen the ability
of the Government and the sector as a whole, to address the concerns identified by EY
Consulting in their report2:

1

IHPA, Prostheses Costs in the Private and Public Sector, December 2019, cited in
Department of Health, Consultation Paper: Options for reforms and improvements to the
Prostheses List, December 2020
2 EY Consulting, Review of the General Miscellaneous Category of the Prostheses List, July
2020. https://www.health.gov.au/resources/publications/review-of-the-generalmiscellaneous-category-of-the-prostheses-list-report Accessed 15 February 2021
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Increased utilisation
Unexplained variation in benefit levels
Increases in benefits per item
Errors in categorisation.

These issues can be addressed more effectively, and with less risk of collateral damage, in
other ways:






Simplifying the groupings within the PL to remove ambiguity in categorisation and
reduce opportunities for sponsors to achieve incremental financial advantages
Holding manufacturers accountable for the accuracy of information provided in the
listing process with assignment of penalties
Establishing systems to support clinician-led monitoring of utilisation
A benefit-setting process which includes cyclical review
Clinician-led review of specific listings where their validity has been questioned.

These measures are in line with reforms needed to improve the PL as a whole.
Any attempt to clarify the scope and definition of the PL must take account of contemporary
surgical practice and the purpose of the PL. Because it is impossible to foresee all future
eventualities, Part C (Ministerial discretion) should be retained.
In reviewing the two options presented by the Department’s Consultation Paper, APHA has
concluded neither is satisfactory:


Option One imposes disproportionate risk on hospitals and is unreasonably complex.
The cost of implementation appears to have been under-estimated.



Option Two seeks to simplify the PL by removal of ‘most general use items including
medical consumables’ and review of pricing groups but it relies too much on
approaches likely to be expensive and ultimately unworkable.

APHA advocates an alternative approach which combines the retention of the PL, a
simplified structure and use of reference-based pricing against the public sector. This
solution is predicated upon the availability of public price comparisons at product level,
which will require co-operation from industry, but it will also provide the most direct and
efficient means of establishing benefit levels which are both validated and reviewable.
Instead of devising a new and complex scheme, APHA advocates the reduction of PL groups
for individual devices in accordance with the following principles:




Removal of suffixes for superior performance
Concatenation of closely related groups, e.g. groups differentiated by small
increments in size and benefit
Clarification of the description of each group.
4

This approach, ‘working up’ from the product level, will also simplify meeting the
requirement to take account of valid differences between the public and private systems,
including the costs borne by manufacturers and hospitals, in making medical technologies
available to private sector consumers. Transparency should be improved by acting on the
Samson Review recommendation of introducing an appropriate charge specifically
recognising the costs that hospitals incur.
A stakeholder roundtable including: private health insurers, hospitals, clinicians,
manufacturers and consumers, should be held to take account of the feedback from this
consultation and specifically to address issues requiring multilateral discussion including:
 The scope and definition of the PL
 Mechanisms by which utilisation might best be monitored.
Once the overall direction of reform has been set by Government, a new governance
structure will need to be designed to reflect the contribution and responsibilities of all
stakeholders: consumers, clinicians, manufacturers, insurers and hospitals in taking this
reform forward.
Point of note
Throughout the Department’s Consultation Document reference is made to “price”. APHA
contends this terminology is misleading. The PL has never been used to determine the price
at which listed products must be sold. It has only ever been used to set the minimum and
maximum benefit to be paid. The Australian Government has no mechanism by which to
compel manufacturers to sell listed products at a price at or below the benefit level
specified in the PL.

5

The context in which reform is
contemplated
Reform of the PL is essential to ensure the private sector is able to play a crucial role in
meeting the challenges ahead. Successful reform will only be achieved if it is informed by
the context within which it is to be implemented. Reform needs to recognise:







The central role played by the private hospital sector in providing timely access to
healthcare
The efficiency of the private hospital sector
Constraints on the market power of private hospitals
Constraints on the ability private hospitals to manage risk
The importance to the sector of small and specialised facilities, including hospitals in
regional communities
The role of the private sector in addressing the immediate and longer-range impact
of the COVID-19 pandemic.

The role of the private hospital sector in providing timely access to health
care
The private hospital sector delivers around 60 percent of all surgical services provided to
Australian patients including:






71 percent of eye procedures
Almost half of all cardio-vascular procedures
74 percent of procedures on the brain, spine and nerves
60 percent of all musculoskeletal procedures
at least 30 percent of all chemotherapy.

The following chart shows the significance of surgical services within the private overnight
hospital and stand-alone day hospital sectors3. It differs from the public hospital sector4
where although the total volume of surgical separations is significant, it is a far smaller
proportion of the total casemix.
This chart highlights both the significance of the private hospital sector in the provision of
surgical services and the exposure of the sector to any significant policy shift in this domain.

3

Australian Institute of Health and Welfare (2014). Australian hospital statistics 2012–13: Private
hospitals.
4 Australian Institute of Health and Welfare (2014). Australian hospital statistics 2012–13.
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As is discussed further on page 10 and following, this exposure is even more marked at the
level of individual facilities.

The efficiency of the private hospital sector
The private hospital sector provides more than 34,300 licensed beds5. This resource would
cost taxpayers more than $34 billion to replicate in the public sector.
Prior to 2020, in ordinary circumstances, the sector had a turnover of $17 billion6 and
operated with an overall profit margin of just 4.5 percent7.
During the last decade, private hospitals have driven efficiencies, just at the time when the
age and complexity of patients has been increasing. Data prior to the COVID-19 pandemic
shows:

5

ABS, Private Hospitals, Australia 2016-17, Catalogue 4390.0
Sales and service income for 2018-19, ABS, Australian Industry, 2018-19, Friday 29 May
2020.
7 Ratio of operating profit before tax to Sales and service income for 2018-19.
6
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The average length of stay in the private hospital sector has decreased by eight
percent8.
The complexity of overnight patients in private hospitals has increased by nine
percent9.
Total expenditure per separation has increased in real terms by less than three
percent over the decade as whole and has, in fact, decreased in five of those years10.
In the year ending 31 March 2020, private health insurance benefits paid to private
hospitals increased 3.4 percent, but this was entirely due to increased utilisation.
The benefit paid per separation actually decreased in real terms11.
Expenditure growth in the public hospital system was 4.2 percent in real terms over
2015-16 to 2017-18. In the private hospital system it was only 2.6 percent12.

Marginal cost increases over the last decade have been outweighed by improved health
outcomes for patients.

Constraints on the market power of private hospitals
A fragmented sector with multiple providers
The private hospital sector is fragmented in ownership and diversified in size. Only two
operators account for more than seven percent of surgical separations: Healthscope Ltd and
Ramsay Health Care. This is a major limiting factor on the ability of many hospital providers
to exercise bargaining power with medical technology suppliers. The following chart shows
the estimated share of separations involving the use of prostheses.

8

AIHW Admitted Patient Care, 2008-9 and 2017-18.
AIHW Admitted Patient Care, various years.
10 AIHW Admitted Patient Care, various years, Health Expenditure Australia, 2017-18
11 APRA, Private Health Insurance Statistics.
12 AIHW Health Expenditure Australia, 2017-18
9
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Figure 1: Estimated share of separations involving the use of prostheses
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Source: APHA.
Choice and selection of prostheses
Private hospitals do not employ or contract doctors. Consequently, admitting specialists and
surgeons have the ability to direct patients to the facilities best able to provide the
technologies and support services they require. The ability of hospitals to make available the
technologies required by specialists is fundamental to the maintenance of their
relationships with them. These relationships are central to hospital viability.
In the private sector, hospitals provide the devices selected by the specialist and
consequently a significantly wider range of options is available within particular categories.
This limits the ability of private hospitals to selectively tender and their capacity to negotiate
price.
Doctors and consumers are shielded from any price signal which might otherwise influence
their choice because insurance benefits are set by the PL and gap payments are prohibited.
In the current environment it is important consumers continue to receive protection from
out-of-pocket costs.
APHA is of the view that reforms resulting in a greater level of transparent information for
doctors would in support the cost effective use of medical technologies. This issue is
discussed further at pages 29 and following.
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Constraints on the ability of private hospitals to manage risk
As has already been discussed on page 7, the private hospital sector has consistently driven
efficiencies while at the same time taking on a casemix of increasing complexity. Hospital
operators work within narrow margins and within a highly regulated environment which
constrains their ability to manage risk.
It is also a diverse and fragmented industry. Some hospitals cater to a diverse casemix while
others focus on a narrow casemix. This means operators and individual facilities would vary
in their ability to manage risk arising from any substantial change in the PL. Particular
challenges might arise for:




Small hospitals and day hospitals which often have a narrow casemix
Regional private hospitals which often have a narrower casemix than large
metropolitan facilities
Facilities with centres of excellence treating complex and specialised cases.

This diversity is explored further below. Private acute medical/surgical hospitals have been
classified by the Australian Institute of Health and Welfare (AIHW)5 into four broad groups:






Group A hospitals are private acute hospitals with a 24-hour emergency department
and an intensive care unit, providing a number of specialised services such as
coronary care, special care nursery, cardiac surgery and neurosurgery.
Group B hospitals have intensive care units and a number of other specialised
services including coronary care, special care nursery, cardiac surgery and
neurosurgery.
Group C hospitals are those with specialised services in a range of clinical specialities.
Group D hospitals are those private acute hospitals without a wide range of services.
Some of these have as few as 200 separations per year.

The following table (most recent data available) shows the number of hospitals in each
AIHW group and their distribution across major cities, inner regional and outer regional
areas.
Table 1: The diversity of private overnight medical/surgical hospitals, 2012–13
Hospital type
Group A
Group B
Group C
Group D
Total private acute

Major cities
21
29
30
45
125
70%

Inner
Outer
regional regional
1
0
6
1
15
4
19
7
41
12
23%

7%

Total
22
36
49
71
178
100%

Source: AIHW report Private Hospitals 2012-13 (most recent data available)
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Although the data published by AIHW is almost a decade old, it is still indicative of the
diversity within the private sector. Key points to note are:




A significant number of private hospitals (groups A and B) have the capability to
provide emergency and intensive care support to high risk and high cost patients,
and this number has increased since 2012-13
Around thirty percent of private overnight medical/surgical private hospitals are in
regional areas
Around forty percent of private overnight medical/surgical private hospitals do not
provide services in a wide range of clinical specialities.

The diversity of the sector is further underlined by data reported by the Australian Bureau
of Statistics (ABS) which shows the distribution of overnight hospitals by size (number of
beds)
Table 2: Private overnight medical/surgical hospitals by size (beds) 2015-16
Hospital size (beds) 2016-17
>200 beds
101-200 beds
51-100 beds
26-50 beds
0-25 beds
Total

Number
32
61
73
47
41
289

Percent
12.6%
24/0%
28.7%
18.5%
16.1%

Note APHA has adjusted data published by the ABS to exclude psychiatric hospitals The total in this table does
not reconcile to the total reported in Table 1: The diversity of private overnight medical/surgical hospitals,
2012–133 because of the different reporting years and because Table 1 excludes specialist overnight
hospitals i.e women and children’s hospitals and ‘other acute specialised hospitals’. Furthermore the ABS
applies a definition to the term hospital including some facilities are not counted by AIHW as hospitals.
Source: ABS, Private Hospitals Australia, 2015-16
https://www.abs.gov.au/AUSSTATS/abs@.nsf/Lookup/4390.0Main+Features12015-16?OpenDocument=

This table highlights the significant role played by relatively small facilities of fewer than 100
beds.
Day hospitals, whether standalone or corporatised, are particularly likely to focus on a
narrow casemix. It is also important to note the PL is relevant across a range of day hospital
services including endoscopy, haematology and oncology as well as surgical services.
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Table 3: Day hospitals, 2012–13
Day hospitals

Major cities

Inner
regional
0
3

Outer
regional
0
0

Total

Dialysis clinics
Endoscopy centres

14
53

Eye surgery clinics

38

3

1

42

8

0

0

8

Hyperbaric treatment centres

10
4

1
0

0
0

11
4

Mixed day procedure hospitals

40

15

4

59

13

0

0

13

28

0

1

29

6

1

1

8

3

0

0

3

217

23

7

247

88%

9%

3%

100%

Fertility clinics
Haematology/oncology clinics

Oral and maxillofacial procedure
centres
Plastic and reconstructive
surgery clinics
Reproductive health centres
Sleep centres
Total Day Hospitals

14
56

Source: AIHW report Private Hospitals 2012-13

The private sector and immediate health sector challenges
It is impossible to contemplate major reform without taking account of the impact of
COVID-19 and learning from the implications of this experience for the sustainability and
resilience of the health sector as a whole.
In 2020, Australian private hospital operators worked with Government to rapidly divert
resources in readiness for forecast scenarios and in response to changing clinical priorities.
During the first half of 2020, both public and private hospitals noted a dramatic reduction in
hospital admissions as consumers withdrew from seeking treatment and restrictions on
elective surgery were imposed. From Wednesday 1 April until Friday 15 May 2020, all but
the most urgent surgeries were deferred nation-wide and restrictions remained in place in
Victoria into the December quarter. Although it is not yet possible to estimate the full
extent of deferred demand, available data indicates the impact was significant:


Private health insurance episodes in private hospitals for the June 2020 quarter were
down 21.4 percent on the same quarter in 2019. In the September 2020 quarter,
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although restrictions had eased in all jurisdictions except Victoria, episodes were still
down 5.4 percent13.
In the public sector, restrictions resulted in a 9.2 percent decrease or 69,834 fewer
admissions for elective surgery in public hospitals between 2018-19 and 2019-20,
compared to the five years prior to the pandemic when elective surgery admissions
were increasing 2.1 percent per year14,15.
Even after mandatory restrictions on elective surgery were lifted in most
jurisdictions, implementation of additional precautionary measures meant most
hospitals did not return to full capacity.

As the health sector moves into 2021 it has become clear, even in Australia’s relatively
fortunate circumstances, it may be some time before deferred demand for health services,
particularly surgical services, has been fully addressed. In this context the capacity of the
private hospital sector to meet this demand will remain crucial.

13

APRA, Private Health Insurance Quarterly Statistics, Canberra, APRA
AIHW. Elective surgery activity 2019-20. Canberra; AIHW.
https://www.aihw.gov.au/reports-data/myhospitals/intersection/activity/eswt Accessed 26
January 2021.
15 AIHW. Elective surgery waiting times 2019-20. Canberra; AIHW.
https://www.aihw.gov.au/getmedia/f72949da-cba8-4f36-a47d-2c5bbcccd55a/Electivesurgery-waiting-times-2019-20.xlsx.aspx. Accessed 26 January 2021.
13
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Challenges and opportunities
APHA recognises the challenges posed by current PL arrangements and opportunities for
reform, but does not agree with the inflated expectations of some stakeholders with
regards to the opportunities for cost reduction.
Specifically APHA does not agree savings can be achieved by:




Expecting private hospitals to absorb the impact of removing significant sections of
the current list, equivalent to $290million16
Assuming private hospitals can unilaterally achieve dramatic savings by changing
utilisation of prostheses
Assuming private hospital operators have sufficient purchasing power to drive down
prostheses prices.

Reform must be measured and evidence based, taking account of the specific characteristics
of the private hospital sector. To do otherwise would risk significant collateral damage to
services which are an essential part of the Australian health system.

Addressing price disparity between the private and public hospital sectors
The Department’s Consultation Paper cites IHPA’s December 2019 report on Prostheses
Costs in the private and public sector as evidence the gap between prostheses costs in the
public and private sectors is 130 percent.
The fact there is a disparity between many PL benefits and public sector prices has never
been in dispute. The point at issue has been the extent of the disparity.
APHA has not had access to the IHPA 2019 report, nevertheless, one immediate observation
is apparent. Data used in IHPA’s analysis only partially reflects the impact of statutory
reductions in PL benefits made in October 2017 and February 2018 and further savings
made in August 2018 and February 2020. Although pricing information is confidential, it is in
fact plausible, particularly following the statutory reductions applied under the Agreement

16

Private Healthcare Australia, Surgically Replacing the List: A Roadmap for Prostheses List
Reform, December 2020 https://www.privatehealthcareaustralia.org.au/wpcontent/uploads/Surgically-Replacing-the-List-PHA-Prostheses-Reform-Roadmap.pdf
Accessed 15 February 2020
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between the Medical Technology Association of Australia (MTAA) and the Australian
Government17, that some PL benefits are now lower than prices in the public sector.
In addition, there are inherent difficulties in the approach taken by IHPA:







Costing data available to IHPA from public and private sectors is prepared on a
Diagnostic Related Group (DRG) basis and it does not account for significant
differences between the way in which services are delivered in public and private
sectors
It does not account for differences in service profile and patient populations in the
public and private sectors, including differences within single DRGs.
Comparison of data collected at DRG level overlooks the variation in costs for
individual prostheses items and variations in prostheses used in individual cases.
Within some DRGs, options used in the private sector include devices less often
seen in the public sector, either because they have not been selected by public
tender or they are considered too expensive. For example:
o there are many high-end advanced technology lenses used in the private
sector which would never be considered for use in the public sector.
o drug eluting stents are used far more commonly in the private sector than in
the public sector.
The data sources used by IHPA do not include information from day hospitals. Day
hospitals are responsible for one fifth of all private hospital separations. Moreover,
day hospitals dominate provision in specific areas of surgery (ophthalmic, ear, nose
and throat and dermatology) and in non-surgical services accessing the PL.

Cost data at DRG level is often volatile. The private sector data collections available to IHPA
were never intended to be used as a basis for pricing. Costing data available to IHPA from
the private hospital sector has not been tested and validated and is collected using a range
of different methodologies. IHPA has acknowledged the inconsistent quality and
comparability of private hospital cost data with public hospital cost data.
Historically the private sector National Hospital Cost Data Collection (NHCDC) has not been
used to inform refinements in the Australian Refined Diagnosis Related Groups (AR-DRG)
classification – because the cost data may not adequately reflect the clinical complexity of

17

Agreement between the Government and the Medical Technology Association of
Australia, 13 October 2017 https://www.health.gov.au/resources/publications/agreementbetween-the-government-and-the-medical-technology-association-of-australia
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an admitted episode. For the data to be fit for this purpose it needs to reflect costings at
episode level, not the allocation of service weights. The use of patient level costing has been
increasing in the private sector but the vast majority (78 percent) of episodes are still costed
using a combination of patient level and service weights.
Further-more APHA understands:







Cost data collected by IHPA does not use a definition of prostheses that is confined
to listing on the PL
It is also unclear whether or not costs associated with the use of prostheses including
freight, preparation, emergency supply, set fees, storage et cetera have been
included or excluded from either data set on a consistent basis. In the private sector
costs associated with transport, emergency supply and preparation may either be
included in the pricing set by the manufacturers or be additional costs for the
hospital.
Private hospitals and specialists are frequently dependent on manufacturers to
provide clinical support and technical services to enable the use of specific devices.
These services are either not required in the public sector or provided in-house.
The variety and volume of devices used in the private sector, together with the lack
of internal state-wide purchasing programs, infrastructure and supply chains found
in the public sector, further add to private sector cost factors.

For all these reasons, IHPA’s analysis should not be taken as indicative of the actual gap in
prostheses cost between private and public hospital sectors.
Nevertheless, APHA agrees, subject to the following provisos, referencing public sector
prostheses prices represents the most pragmatic way forward in achieving value for
Australian consumers:



Reference prices need to be established at the level of products, not DRGs
Account needs to be taken of valid differences between public and private sectors
being:
o differences in volume and patterns of utilisation
o differences in the way freight costs are recognised18
o differences in the level of service provided by manufacturers

18

Bulletins published by the Department of health in 2005 and 2006 confirm benefits were
set on the basis they were inclusive of the costs of standard freight and set fees. PHI 58/05
Amended Prostheses List – October 2005, PHI53/06 August 2006 Prostheses List, PHI 04/06
Prostheses List – Freight and Loan Kit Fees
16

o costs borne by private hospitals in bringing devices to theatre.

Allegations of market distortion
Allegations of the preferential use of PL items over non-PL list items have frequently been
raised by private health insurers, particularly with reference to items in the General
Miscellaneous category. These allegations ignore the importance of the General
Miscellaneous category in enabling provision of contemporary clinical services to a patient
cohort of increasing age, comorbidity and complexity. While these devices might appear
superficially to fulfil the same functions as consumables, they are not clinically substitutable
nor are they equivalent in price.
In the private sector prostheses are selected by surgeons and it is not uncommon for
surgeons to have a preference for particular General Miscellaneous items over other
alternatives. Surgical techniques have also changed over time. For example:




Simple suture-based closure techniques have been superseded by alternative
closure technologies
Laparoscopic approaches have been adopted to a wider range of surgeries
The risk profile of surgical patients has changed as advances in technologies to
control infection and haemorrhage have improved.

This issue is discussed further in response to the Consultation Paper’s proposal for an
improved definition and scope of the PL on pages 19 and following.

Erosion of the one-off reductions in benefits
Factors which reduce the impact of statutory benefit reductions include:
 Increases in utilisation
 Changing patterns of utilisation
 Listing of additional items.
APHA contends these factors are largely driven by:
 Demand for services
 Changes in the demographics and risk profile of the patient population
 Clinician choice and changes in surgical technique
 Emergence of new technologies/products and changes in the use of existing
technologies.
The relationship between the number of surgical episodes and the usage of medical
technology is neither linear nor simple. It is common for studies in variation of care to
identify apparently anomalous data trends. Causative factors underlining individual trends
17

can be difficult to decipher without referral back to clinical experts. Episodic data can fail to
accurately capture utilisation patterns in care delivered over multiple, related episodes.
Option One foists responsibility for achieving savings on to the private hospital sector
without addressing fundamental imbalances in power and information which prevent a
rational interrogation of these issues.
APHA contends the underlying problems needing to be addressed are:



The historical ‘set and forget’ approach to listing and benefit setting
A lack of systems to support clinicians to assess the performance and costeffectiveness of technologies over time and in comparison to alternatives.

Both need to be addressed if the goal of cost-effective care is to be realised.

Complexity
The size and complexity of the PL is obvious. Yet so too are the problems it was designed to
address. In comparison with product lists and inventories, managed by manufacturers and
hospitals, it is modest in scale.
Nevertheless, APHA agrees simplification of the structure of the PL is a necessary part of the
required reform. A rationalisation in the number of groupings within the list would remove
distinctions which have become anomalous and lacking in consistency.
Rationalisation is necessary to contain the cost of managing the PL, reduce the risk of
miscategorisation and facilitate the introduction of a reformed benefit setting mechanism.
But rationalisation must not come at the expense of a structure that supports transparent
benefit setting and evaluation of the reform’s success.

18

Improved definition of purpose and
scope
The Consultation Paper proposes the scope of the PL change as follows:
“benefits be payable for specific purpose medical devices where the intention of the
accompanying medical procedures is to remedy disease or dysfunction through the
use of the specific medical device (e.g. hip replacement, stent, balloon angioplasty).
The device should not be one that is used as an adjunct to the procedure (e.g.
sutures, haemostatic agents, adhesives).”
The Consultation Paper goes on to say:
“A consequence of confining scope as proposed would be that most general use
medical devices and consumables would no longer be funded through the PL, but
would continue to be funded through other mechanisms, such as contracts between
insurers and hospitals”.

Definition of scope
Definition of the scope of the PL has been a source of controversy for many years. There is
no question there are devices on the PL for historical reasons. They include some which
would not meet the criteria of being “surgically implanted prostheses” or “human tissue
items” if they were to be newly proposed. However, to argue devices should be removed
because they are ‘adjunct’ is to ignore that many are inherent to the use of other items on
the list.
The assertion items should be removed because they are not truly implanted or permanent
risks arriving at an outmoded definition; out of date with contemporary medical practice.
Proposals to remove whole categories of device overlooks the fact these categories include
a diversity of devices which have delivered value to consumers in the form of safer, more
efficient care, better clinical outcomes and the provision of surgical options to patients who
would otherwise have been considered untreatable.
APHA agrees it is important to clarify the scope of the PL but advocates an issue of this
complexity cannot be addressed through a unilateral consultation process, nor can it be left
to the Department to derive a solution on the basis of submissions written in isolation from
one another.
Rather, an accurate report based on this consultation process should be presented to an
industry forum, including representation from clinicians and consumers, so the wording of a
revised statement of purpose and scope can be resolved through open discussion.
19

To facilitate this process, APHA advocates changes to the purpose and scope of the PL
should not be implemented retrospectively. Rather the focus of this discussion must be to
ensure the PL achieves its intended purpose into the future.
Specifically this focus should be on the PL as a means to ensure the sustainable availability
of technologies that cannot be viably funded by alternative mechanisms.
The PL as historically constituted has successfully addressed three risks to the private sector
as a whole:





Volatile and unrestrained inflation in prostheses costs
Inefficient latitude in the benefits paid through non-PL mechanisms, i.e. theatre fees
and case payments, otherwise necessary to account for variance in prostheses
utilisation from case to case
Patient out-of-pocket charges.

These achievements must remain at the forefront of reform considerations.
Resolution of purpose and scope of the PL should be regarded as a separate issue from the
need to review specific listings which have been identified as questionable.

Impact on consumers
The impact of wholesale removal of categories from the PL would be immediate and severe.
The impact on consumers would be both clinical and financial including:





Reduced treatment options particularly for high-risk patients
Increased risk of out-of-pocket costs
Curtailment of the range of services available in the private sector
Reduced access to services at the local level.

The two aspects of the Department’s proposal, widening the scope on the one hand and
restricting it on the other, cannot be offset against each other.
Clinical impact of this proposal
On the one hand, the Department’s proposal opens the way for the listing of devices which
are not surgically implanted. There is merit in this aspect of the proposal. It recognises the
need for a definition of scope consistent with contemporary medical practice to allow for
technologies of demonstrated value and effectiveness including:






Pressure wires for fractional flow reserve
Stent retrievers for mechanical thrombectomy
Drug eluting balloons for revascularisation
Ablation catheters for Barrett’s oesophagus
Cardiac remote monitors for patients with legacy defibrillators and pacemakers.
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On the other hand, the proposal presumes a significant quantum of devices currently
funded through the PL can be removed without clinical consequences. The Consultation
Paper does not specifically reference existing categories or groupings of products on the PL.
Consequently, it is difficult to comment definitively on this proposal. However, if this
proposal were to be taken as a reference to the recommendation of the EY Consulting
report on the General Miscellaneous Category, the following categories would be removed
from the PL:
03.02 Drug Delivery Devices
03.05 Haemostatic Devices
03.08 Closure Devices, specifically
03.08.01 Adhesion barriers
03.08.02 Internal Adhesives
03.08.03 Ligating Devices
03.08.04 Staples and Tackers
03.08.05 Poly propylene/Polyester Mesh
03.08.11 Dynamic Wound Closure Devices19.
The impact of this recommendation on patient care would be severe and immediate as
indicated by the following examples:


Haemostatic devices provide patients with improved technology to control
intraoperative bleeding, aiming to reduce complications from bleeding and blood
transfusions (fluid collection delaying healing, wound infections, readmission) and
the need for what would otherwise be unnecessary blood transfusions. As noted in
the National Blood Authority’s, Patient Blood Management Guidelines:
“The haemostat, sealant and adhesive components of the surgical toolbox continue
to evolve and enter clinical practice at a rapid rate. A controlled study in patients
undergoing cardiac surgery has shown that the use of topical haemostatics can result
in less blood loss and fewer transfusions.”20

19EY

Consulting, Review of the General Miscellaneous Category of the Prostheses List, July
2020. https://www.health.gov.au/resources/publications/review-of-the-generalmiscellaneous-category-of-the-prostheses-list-report Accessed 15 February 2021
20National Blood Authority, 2014 Patient Blood Management Guidelines: Companions, p 45.
https://www.blood.gov.au/system/files/documents/patient_blood__management_guidelin
es_companions.pdf, Accessed 12 February 2021
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Specialised closure devices reduce the risk of infection and other complications.
Some devices are designed for use in specific contexts, e.g. closure of the bowel
when resected, reducing likelihood of leakage.
Data reported by AIHW shows for 2018-19 in respect of 183 private hospitals
showed an overall rate for Staphylococcus aureus blood stream infection of 0.34
cases per 10,000 patient days under surveillance, less than half the rate reported for
the public sector21.



Specialised closure devices have enabled laparoscopic surgery to become far more
common for a wider range of procedures and improved patient outcomes. In many
instances laparoscopic approaches would not be possible without specific devices.



Drug delivery devices on the PL facilitate the delivery of drugs including
Pharmaceutical Benefits Scheme (PBS) listed pharmaceuticals. If these devices were
not available, private sector patients could lose access to these drugs and/or to the
benefits and safeguards provided by such devices.

Many of these devices have facilitated the delivery of more efficient care, shorter lengths of
stay, avoidance of complications and hospital-acquired conditions and reduction in
readmissions to theatre and readmissions to hospital. They have made possible the
treatment of patients whose cases would previously have been ruled inoperable and
improved both short and long-term patient outcomes.
The following chart shows how the age of people treated in private hospitals has increased
indicating the shift in risk profile of the patient population has changed.
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AHIW, Bloodstream infections associated with hospital care 2018–19
https://www.aihw.gov.au/reports/health-care-quality-performance/bloodstreaminfections-associated-with-hospital-care/contents/sab-infections-in-private-hospitals,
Accessed 12 February 2021
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Figure 2: Separations by age 2015-16 to 2018-19
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Source: AIHW Admitted patient care, who used these services
https://www.aihw.gov.au/getmedia/f9234f50-0dc5-45a5-ba4c-2011bdf0cbfa/admittedpatient-care-2018-19-chapter-3-tables.xls.aspx

Financial impact of the Department’s proposal
The Consultation Paper offers no estimate of the financial impact of this proposal. There
appears to be an implicit assumption this proposal would have no impact on the private
hospital sector.
Inclusion of technologies currently excluded from the PL would remove the need for
hospitals to cross-subsidise their use from other unrelated sources and make funding more
transparent. However, this would not off-set the financial impact of the wholesale removal
of large categories from the PL.
The EY Consulting Report prepared for the Department identifies the General Miscellaneous
category accounts for $250million in benefits each year22. Private Healthcare Australia (PHA)

22

EY Consulting, Review of the General Miscellaneous Category of the Prostheses List, July
2020. https://www.health.gov.au/resources/publications/review-of-the-generalmiscellaneous-category-of-the-prostheses-list-report Accessed 15 February 2021
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has proposed removal of items equating to $290million per year23. A shift of the magnitude
proposed by health insurers would constitute:



A reduction of 14 percent of total prostheses benefits24
A reduction of two percent of total benefits paid for hospital care 25.

It should be noted this impact would not be borne evenly across the hospital sector as it
would fall on hospitals providing prostheses-related services and have a much greater
impact on those services than on the sector in aggregate.
APHA remains of the view to countenance removal of any device from the PL is to
effectively defund it. The following are sometimes cited as ‘alternative funding mechanisms’
however each are problematic as outlined below:


Absorption of the costs of devices into Hospital Purchaser-Provider Agreements (HPPAs)
- No evidence has been tabled to show this has happened previously nor has such a
proposal been raised by insurers. Indeed such an exercise would be prohibitively
difficult, risky and protracted for all parties. Furthermore, it would necessitate the
renegotiation of literally hundreds of agreements between private operators and health
insurers. If the wholesale removal of devices from the PL could not be resolved
contractually, consumers would face a direct risk of out-of-pocket costs.



Absorption into theatre bands - As was shown in 2002 when several items were slated
for potential removal, this option had to be abandoned two years later. The subsequent
history of decisions of the National Procedure Banding Committee (NPBC) has shown
revising of initial banding decisions has been extremely rare.
The National Procedure Banding Schedule (NPBS) assigns each surgical MBS item to one
of fifteen ‘bands’ on the basis of an agreed definition of procedure costs. These costs
explicitly exclude costs of items of the PL. Adjustment of the NPBS to take account of
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Private Healthcare Australia, Surgically Replacing the List: A Roadmap for Prostheses List
Reform, December 2020 https://www.privatehealthcareaustralia.org.au/wpcontent/uploads/Surgically-Replacing-the-List-PHA-Prostheses-Reform-Roadmap.pdf
Accessed 15 February 2020
24 Based on total prostheses benefits paid in FY 2018-19 of $2.081billion as reported by
APRA, Private Health Insurance, Quarterly Statistics
25 Based on total hospital and prostheses benefits paid in FY 2018-19 of $13,039billion.
These benefits exclude benefits for nursing home type patients, medical, chronic disease
management programs and general treatment. as reported by APRA, Private Health
Insurance, Quarterly Statistics
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removal of items from the PL on the scale proposed would be a large and complex task
requiring additional resourcing26.
The NPBC already faces a major and complex task in assimilating recommendations from
the MBS Review, a task which will dominate the committee’s agenda for at least the
next two years.
MBS items are generally assigned to a band on the basis of their being comparable to
items already on the schedule and most determinations have not been reviewed in
many years. Historically the NPBC has only rarely resorted to formal costing studies and
even then has settled matters on the basis of an agreed compromise to avoid dramatic
changes to the schedule. A theatre band is allocated using comparator procedures and
although historically bands were based on procedure costings this is no longer the case
due to the complexities and time involved to cost procedures in private hospitals.
It is also essential to note the NPBS has no standing in regulation. Insurers are not bound
to pay in accordance with it and may insist on contractual clauses to this effect.
Consequently, even if the decisions of the NPBC were transparent and visible to the
Government, it would not provide any confirmation insurers had responded
appropriately.
Not only is this mechanism not suitable for taking account of health technologies, it is
also not universal. As indicated on page 33 payment mechanisms are diverse across the
sector. Health insurers are not obliged to reference the NPBS in contractual
arrangements and those which do so use it in a variety of ways. The way in which the
NPBS influences benefits paid is, at best, mediated by contract terms including the base
rate to which band relativities are applied.
Because a significant proportion of contracts across the sector references the NPBS in
various ways renegotiation of these contracts might well be delayed until the schedule
had been revised to take account of the removal of items from the PL. In a worst-case
scenario a deadlock might arise where neither the schedule nor contracts were resolved
because both were outstanding.


26

Ex gratia payments - Ex gratia payments add to the administrative burden borne by both
hospitals and health insurers. While APHA supports the use of ex gratia payments for
truly exceptional circumstances, general reliance on this mechanism is untenable given
the uncertainty any payment will occur. Furthermore, feedback from across the private
hospital sector indicates ex gratia payments are now exceedingly uncommon. Indeed at

The NPBC is composed of representatives from the private hospital and health insurance
sectors who serve in an honorary capacity. Secretariat and technical support is funded by
APHA.
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least one major health insurer has recently signalled it will no longer make ex gratia
payments.


The PBS - The suggestion ‘pharmacological’ items should be funded through the PBS is
likewise untenable because it assumes this option, and the precedent it seeks to
establish, would be accepted by the Australian Government. Similarly, the proposal
items could be funded through the National Diabetes Services Scheme would depend on
Australian Government acceptance.

Unless the Government agrees to take direct responsibility for funding technologies
removed from the list, it will have no mechanism for monitoring any undertaking by payers
to ensure alternative funding mechanisms are adjusted to take account of changes to the
PL.

The General Miscellaneous category
The problems identified by the General Miscellaneous Review:
 Increased utilisation
 Unexplained variation in benefit levels
 Increases in benefits per item, and
 Errors in categorisation
do not make the case for radical excision from the PL. These issues can be addressed in
other ways:






Simplifying the groupings within the PL to remove ambiguity in categorisation and
reduce opportunities for sponsors to achieve incremental financial advantages
Holding manufacturers accountable for the accuracy of information provided in the
listing process with assignment of penalties
Establishing systems to support clinician-led monitoring of utilisation
A benefit setting process which includes cyclical review
Clinician led review of specific listings where their validity has been questioned.

Although EY Consulting, concluded public reference pricing would yield only limited benefit,
APHA disagrees with this conclusion. EY Consulting based its conclusion on only two
jurisdictions. Small benefit reductions at PL group level would still yield significant savings
when applied to high use items.
APHA regards public sector reference pricing as practical and equally applicable to the
General Miscellaneous category as to the PL as a whole.
Where specific listings have been found to warrant further investigation, these should be
subject to a clinician-led review to establish whether they should be retained on the PL.
Such a review should take account of both the clinical and financial implications of their
removal.
26

Response to the Department’s consultation questions
What, if any, general use products should continue to be funded through the PL and why?
As stated above, APHA is of the view none of the General Miscellaneous categories should
be removed from the list unless they have been subject to a clinician-led review and a
clearly identified and guaranteed alternative funding arrangement is settled.
Should there be an exceptions circumstances list (akin to the current Part C)? If so, what
types of products should be listed and why?
Part C provisions within the PL remain an essential mechanism by which the PL can be
‘future proofed’ to ensure technologies and uses not foreseen at the time of reform can be
promptly made available to consumers.
A provision of this type is also an essential component of the Department’s Option One.
APHA sees no rationale to change the types of products listed in Part C unless as a result of
the reform process they become eligible for recognition within the PL (Part A or Part B).
APHA maintains the same objections to any proposals to remove Part C items from the list
as would apply to the removal of items from Part A.
How should general use items be transitioned to other payment arrangements in a phased
manner? What time period and should some items continue to be listed for longer than
others? If so why?
The first step is to identify a realistic and viable alternative funding arrangement. The
Department has failed to do this.
If a viable alternative were to be found, any transition process, once the agreed mechanism
have been identified and designed ready for implementation (a time-consuming process in
itself), would need to take account of the following additional constraints.


Contracts between hospitals and insurers are generally negotiated on the basis of
three to four years. Furthermore, contract dates do not align. Consequently, four
years would be required, and longer if negotiations were protracted beyond the
current contract date. Even if force majeur provisions were enacted, it would be
unreasonable to expect all stakeholders to simultaneously renegotiate terms on all
fronts.
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Hospitals dependent on Second Tier benefits would be at a disadvantage until
adjustments had been made across the whole industry (within their state) for the
category of facility to which they are assigned. The importance of this issue is
demonstrated in the table below. The “big five” private health insurers, who
together cover four fifths of all insured persons, do not contract with a considerable
proportion of the private hospital sector. In particular, Medibank, BUPA and HCF
have not contracted with one third or more of day hospitals.

Table 4: The Proportion of private hospitals and day hospitals without contracts with
major health insurers.
Insurer

Market share

Estimated proportion of
private day hospitals not
contracted with

Estimated proportion of
private overnight hospitals
not contracted with

Medibank
26.9%
35%
14%
BUPA
25.8%
32%
11%
HCF
11.1%
38%
18%
NIB
8.6%
18%
9%
HBF
7.5%
26%
7%
NB: HCF and HBF have slightly higher rates of contracting coverage in States where they
have the greatest proportion of their members.
Source: Analysis based on PHIO State of the Health Funds Report 2019
Phased removal of PL items, while spreading the direct financial impact to the sector as a
whole, would make the transition more complex, both clinically and financially, by requiring
multiple major adjustments over time. It should also be noted removal of single categories
of device, while lesser in impact for the sector as a whole, would nevertheless be dramatic,
even devastating, for the services involved.
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Monitoring unexpected growth and
variation in the use of devices
The Department proposes better use be made of post market review to ‘address concerns
about unexpected growth and variation in the use of devices’.
APHA supports greater attention being placed on the growth and variation in utilisation of
devices. However, APHA contends neither of the two options outlined in the Consultation
Paper will achieve this objective.
The monitoring of utilisation of medical devices is complex. The EY Consulting report for the
Department of Health acknowledged this fact27. Effective utilisation monitoring needs to
occur at the product and procedure level, i.e. not the DRG level or PL group level. Only thus
can sufficiently detailed information be fed back to decision makers, (i.e. doctors) and
purchasers (i.e. hospitals). If a large number of items are removed from the PL – more than
14 percent of PL benefits and more than a third of items claimed, Government and the
sector as a whole will lose visibility of the utilisation of these items, even though the EY
Consulting report identifies several potential areas of concern.
In order for utilisation data to have meaningful utility to clinicians and surgeons, it must be
made available promptly and flexibly. Clinicians and hospitals must have access to a high
level of detail including risk-adjusted results in order to identify actionable conclusions. It
would require a higher level of detail than is provided in any of the data collections available
to Government.
APHA agrees medical device registries have an important role to play in promoting safe and
appropriate clinical use of medical devices. Any reform of the PL should take account of the
outcomes of recent work on the National Clinical Quality Registry Strategy.
Option One proposes IHPA will monitor utilisation and expenditure. Monitoring expenditure
by hospitals through the collection of cost data would be a necessary part of maintaining a
DRG based system but this would not yield any information to indicate actual patterns of
utilisation and expenditure. APHA is of the view effective monitoring of utilisation would
require clinical leadership and a sophisticated approach. If IHPA were to be charged with
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EY Consulting, Review of the General Miscellaneous Category of the Prostheses List, July
2020. https://www.health.gov.au/resources/publications/review-of-the-generalmiscellaneous-category-of-the-prostheses-list-report Accessed 15 February 2021
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this task, this would add to the complexity of IHPA’s role. This role would also appear to be
beyond IHPA’s remit and expertise.
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Option 1: A consolidated PL using a DRG
model
In summary the Consultation Paper describes this option in the following terms:












The IHPA would take over responsibility for setting and revising private prostheses
benefits
Use of “the current (or modified) DRG classification system”
Reference pricing against public hospital prostheses cost for each DRG
Adjustment for “any significant disparity between current private and public
hospitals prostheses DRG costs caused by reasonable differences in usage patterns”.
Inclusion of an “additional premium” to recognise the additional costs of providing a
larger range of prostheses for choice by private patients and to recognise “different
approaches to device purchasing between public and private hospitals”.
IHPA would review and reset benefits using its existing system for collecting
“hospital level pricing data”.
IHPA would determine the need for health technology assessment (HTA) and new
DRGs
A special ‘time-limited list’ with an initial benefit set through HTA conducted by the
Medical Services Advisory Committee (MSAC)
IHPA to monitor utilisation and expenditure
IHPA to undertake post-market reviews (with or without the involvement of MSAC)
Staggered and annual ‘benefit per DRG’ reductions.

APHA response
An unacceptable shift in risk
APHA is opposed to this option because it represents an unacceptable shift of risk to the
private hospital sector. The impact on consumers would be both clinical and financial
including:






Reduced treatment options particularly for high-risk patients
Increased risk of out-of-pocket costs
Reduced access to high cost, highly specialised treatment options
Curtailment of the range of services available in the private sector
Reduced access to services at the local level.

The net effect would be to increase pressure on public hospital systems to absorb the
burden of high cost, uneconomic cases.
Although DRG funding mechanisms are widely used around the world, this proposal is very
different from a DRG activity-based funding approach. In conventional DRG-based funding,
where the case payment encompasses a wide range of costs, hospitals are able to balance
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the cost of medical technologies against efficiency gains in other areas such as length of stay
and avoidance of intensive care. By contrast the Department’s proposal focuses on just one
‘cost bucket’ in isolation.
As outlined earlier, the private sector is both diverse and fragmented. There are large
segments of the sector for which this approach would be completely unfeasible:





Day hospitals would have no mechanisms for cross-subsidising prostheses costs not
met within the DRG prostheses benefit. They already operate on tight margins. They
would have no opportunity to obtain increased margin through reduced length of
stay and negligible opportunity to realise any other savings to off-set the cost of
prostheses above the average DRG rate. They usually operate within a narrow, highly
specialised casemix which would further limit risk management opportunities.
Small hospitals and hospitals with a narrow/specialised casemix would have little or
no, opportunity to offset high and low-cost procedures.
Highly specialised hospitals and centres of excellence would also be challenged in
attempting to offset high-cost and low-cost procedures.

The risks for hospitals from a DRG approach to the funding of prostheses arises from the
following issues.
Within DRGs level there is often a wide variation in prostheses costs
Within single DRG’s there are often multiple procedures. Treatment can vary significantly
from patient to patient and even within the one procedure there may be significant
variation in the utilisation of prostheses and their associated cost. Examples have been
provided by APHA in a separate confidential attachment to this submission.
Some stakeholders have suggested hospitals could enforce utilisation of a more limited
range of device. Even if this were accepted by clinicians, the range of services provided and
the criteria for accepting patients for surgery would change and cases deemed no longer
financially viable in the private sector would be forced to the public sector.
In the public sector, expenditure on elective surgery can be controlled by: limiting the range
of devices used, use of competitive tenders at jurisdictional level, triaging patient waiting
lists and closing lists when budget limits dictate. No such mechanisms are available in the
private sector and the exposure to prostheses costs is much greater by virtue of the high
proportion of surgical admissions in the overall casemix.
An unacceptable lag in cost recognition
This approach is inherently problematic as a basis for funding medical technologies where
innovations are frequent and new technologies are continuously emerging. There is an
inevitable lag in any DRG-based funding approach. This would be further exacerbated by a
funding method in which the “Prostheses DRG” was set through one mechanism and private
health insurance benefits for other hospital services was set by an entirely separate
mechanism. The factors contributing to this time-lag are detailed below:
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There is a significant delay in the collation and analysis of IHPA costing studies. For
example, the latest available data is for 2017-18 (Round 22). This data was published
in April 2020 at which point it was already almost three years old.
Contracts between hospitals and health funds are subject to their own separate
negotiation cycle, a HPPA negotiated in 2021 and not due for review until 2024
would leave the hospital exposed to a lag of at least seven years.

Incorporating this data into new or revised DRGs, including special or adjusted DRGs for the
purpose of determining prostheses benefits would require additional time and a
development cycle not disclosed in the Department’s proposal.
The proposal for ‘staggered and annual’ benefit per DRG reductions does not ameliorate the
problem of lag, rather there would always be an irreducible lag between the level of
benefits set and current cost.
A failure to recognise the complexity of private sector funding
In the Australian private hospital sector a diversity of funding mechanisms are used by
health insurers.
Table 5 shows the dominant funding models employed across the private health insurance
sector. This table shows around 35 percent of funding for overnight hospitals is not paid on
a DRG basis and another 26 percent is paid for using a mix of approaches. Taking this
information together with the fact day hospitals are not funded on a DRG basis, APHA
estimates less than half of all surgical admissions funded by private health insurance are
paid for on some form of DRG basis.
Private health insurance funds 82 percent of all surgical admissions in private hospitals28. On
this basis, APHA concludes less than 40 percent of surgical services provided in private
hospitals are funded on a DRG basis by private health insurance.

28

AIHW: Use of Private Health Insurance in Australian Hospitals 2006-7 to 2015-16. Tables
7.8 and 7.2
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Table 5: Private health insurance funding models
Funding model for overnight hospitals29
Medibank DRG episode funding
BUPA
Mix of DRG episode funding, CMBS
based payments and per diem payment
NIB
Unknown
AHSA
Per diem with stepdowns plus CMBS
based payment
HCF
Per diem plus CMBS
ARHG
Per diem with stepdowns plus CMBSbased payment
HBF
DRG episode funding in WA, Per diem
plus CMBS based elsewhere

Hospital Benefits Percent
Paid 2019/20
$4,052,341
25%
$4,321,689
26%
$1,273,984
$3,260,888

8%
20%

$2,067,780
$303,318

13%
2%

$1,062,582

6.5%

It is important to add, however, the impact of DRG models also varies greatly across
jurisdictions due to the fact health funds differ in their market share within particular states
or regions (see Table 6). This means while an individual overnight facility in one location
may have the majority of its services funded on a DRG basis, a facility in another location
may have a much heavier reliance on per diem funding arrangements.
Table 6: Private health insurance percent of hospital benefits paid 2019/20 by
state/territory
NSW

VIC

QLD

WA

SA

TAS

ACT

NT

Medibank

20.4%

30.3%

29.2%

20.8%

17.7%

24.9%

25.9%

39.3%

BUPA

23.5%

24.8%

33.0%

10.8%

48.9%

32.5%

19.5%

38.0%

NIB

13.2%

6.8%

5.2%

3.0%

3.6%

2.5%

12.7%

1.8%

AHSA

19.2%

24.5%

22.8%

9.1%

19.4%

10.5%

20.5%

12.9%

HCF

22.2%

8.3%

8.9%

5.0%

9.6%

5.5%

20.4%

4.7%

ARHG

0.6%

4.3%

0.3%

0.0%

0.3%

23.4%

0.3%

2.9%

HBF

0.8%

1.1%

0.7%

51.3%

0.5%

0.8%

0.8%

1.1%

Furthermore, health funds using DRG based funding models vary in their approach and in
the DRG versions they use. Some contracts still rely on old DRG versions and the negotiation
of a shift to new versions entails significant risk for both parties. For this reason, such shifts
are usually only contemplated every two to three contract cycles and in some cases an old

29

This information comes from PowerHealth Solutions, PPM Case Study, Private Health
revenue Modelling, Cabrini Health. Case Study Series, 2019
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version may be retained for significantly longer. IHPA has already indicated its intention not
to maintain support for older DRG versions. The impact of IHPA’s policy on such a crucial
component of private sector funding has not been factored into the Department’s proposal.
The concept of risk sharing within a DRG funding model assumes a hospital is able to
balance costs across its entire casemix and across all cost buckets. For example, higher
expenditure on health technologies can be offset against shorter lengths of stay. Hospitals
funded through a multitude of different mechanisms, using a range of DRG-versions or
through hybridised models have less flexibility. Hospitals and day hospitals dependent upon
a per diem or procedure fee model would have no such flexibility.
With such a diversity of funding approaches it is difficult to see how an industry-wide DRGbased approach to setting prostheses benefits could be applied without significantly
disadvantaging many providers. Hybrid-funding models would be exceedingly difficult to
model and significantly constrain the ability of hospitals to manage risk. They could have
damaging unintended consequences including poorer clinical outcomes and longer lengths
of stay, closure of services no longer viable and out-of-pocket costs for patients.
Practical considerations not resolved in the Department’s Proposal
A number of practical considerations have not been resolved in the Department’s proposal:







Collection of private sector cost data by IHPA is currently voluntary whereas this
proposal assumes participation in this collection would be either substantially greater or
mandatory.
Historically, the private sector NHCDC has not been used to inform refinements in the
Australian Refined Diagnosis Related Groups (AR-DRG) classification – the issue being
does the cost data adequately reflect the clinical complexity of an admitted episode. For
the data to be fit for this purpose it would need to reflect costings at episode level, not
the allocation of service weights. This same problem would hamper attempts to
construct additional DRGs to compensate for deficiencies in standard AR-DRG versions.
While the proposal mentions the adjustment of DRG cost weight data to account for
differences between the public and private sectors, no clear method is outlined to
achieve this. It would in APHA’s view require the collection of additional data from both
public and private sectors which is not currently available to IHPA.
Australian Coding Standards (ACS) require the assignment of a principle DRG for each
episode strictly on the basis of the medical record. The proposal would pose a serious
dilemma for coders because the selection of prostheses might often be influenced by
clinical considerations which do not appear in the medical record (i.e. they are in the
surgeon’s separate room notes). This proposal also suggests a departure from the ACS in
order to capture additional or special DRGs created to meet the requirements of this
proposal. Even then, the proposal leaves unresolved how it would cater for episodes in
which secondary diagnoses were also addressed through the use of prostheses and in
which more than one procedure was undertaken.
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As mentioned on page 16, there is uncertainty as to how the costs of freight (currently
recognised in the PL) and other costs associated with bringing devices to theatre are
captured in costing data. Although the Department’s proposal hints at the application of
adjustments to DRG benefits, the Department indicates no recognition of these costs.
As discussed at page Monitoring unexpected growth and variation in the use of
devices29 APHA considers this option fails to adequately address the issue of utilisation
monitoring.

Conclusion
While Option One includes a number of measures in attempt to address some of the
difficulties inherent in use of a DRG approach.






Use of “the current (or modified) DRG classification system”
Adjustment for “any significant disparity between current private and public
hospitals prostheses DRG costs caused by reasonable differences in usage patterns”.
Inclusion of an “additional premium” to recognise the additional costs of providing a
larger range of prostheses for choice by private patients and to recognise “different
approaches to device purchasing between public and private hospitals”.
A special ‘time-limited list’ with an initial benefit set through HTA conducted by the
Medical Services Advisory Committee (MSAC)
Staggered and annual ‘benefit per DRG’ reductions

These add significantly to the complexity and cost involved in implementing this proposal.
The proposal fails to address the fundamental problems posed by shifting risk to the private
hospital sector.
The proposal also includes responsibilities that are beyond IHPA’s current remit and
expertise.
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Response to the Department’s consultation questions
Should the public/private gap be closed completely or instead allow for relativity that
favours the private sector? If so why?
APHA agrees the gap between public and private sector prostheses costs should be reduced
but APHA does not agree this should be done on the basis of a DRG approach.
Analysis of public/private gaps on the basis of DRGs is flawed because it fails to take account
of differences in procedures, practices and selection of devices. Current cost-data collection
practices are not comparable and the definition of prostheses in public and private cost data
collection is not consistent with the PL
In addition, it is also essential to take account of the facts:




PL benefits have historically included coverage for freight
Private hospitals incur a range of costs in bringing devices to theatre
Manufacturers provide a range of services in the private sector not required in the
public sector – particularly in relation to the life-time technical support provided for
cardiac devices.

Taking all of these factors into account within a DRG-based approach would be exceedingly
complex.
Reference-based pricing at the level of individual products would enable all of these factors
to be taken into account. This approach will be discussed further in APHA’s response to
Option Two.
What evidence is there that choice of prostheses in the public sector is more limited than
the private hospital sector? Is there any evidence of difference in outcomes in the public
and private sectors?
APHA has no data on this point to add to that available from other sources.
How should concerns about maintaining choice be addressed?
APHA is aware some stakeholders have advocated measures could be incorporated into a
modified version of this option to address concerns about maintaining choice including:





Provision of top-up benefits in certain circumstances
Superior performance incentives
Creation of additional DRGs to recognise complexity
A capped allowance for ‘reasonable usage’.

APHA is concerned such measures would add complexity and would make the
administration of informed consent fraught with uncertainty. A hospital must be in
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position to know in advance of the procedure the devices to be used will be covered
fully.
What safeguards should be adopted to prevent patients being exposed to out-of-pocket
expenses for prostheses?
See comments above.
A hospital must be in position to know in advance of patient admission, the devices to be
used (including those whose use cannot be foreseen) will be covered fully.
What market distortions would be continued or created by this proposal and how can
they be addressed?
See previous comments.
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Option 2: Redesign of the PL
The Consultation Paper broadly describes Option Two as follows:








Administered by the Department
A smaller number of pricing groups including the removal of ‘most general use items
including medical consumables’ from the PL
New pricing groups supported by clinical evidence, assessed by MSAC
Much-enhanced assessment of applications
Increased cost-recovered resourcing
Better use of health technology assessment
Ongoing review of benefits, potentially through regular approaches to market.

APHA response
Some attributes of this proposal are supported by APHA and others are not supported or
given only qualified support, specifically APHA supports:




Retention of the PL
Better use of technology assessment for new technologies, i.e. those technologies
that cannot be classified within the existing (and in future rationalised) PL categories.
Regular and ongoing review of benefits.

APHA does not support the removal of ‘most general use items’ including medical
consumables for the reasons already stated on page 19 and following.
APHA does not support creation of a new framework of groups on the basis of episodes of
care or procedure. This process would be time-consuming, complex and costly would not
deliver the transparency required.
Instead APHA supports the reduction of pricing groups for individual devices in accordance
with the following principles:



Removal of suffixes for superior performance,
Concatenation of closely related groups, e.g. groups differentiated by small
increments in size and benefit.

This is because the task of closing ’the gap’, while taking account of differences between the
public and private sectors, is most readily achieved at the level of device. Just as there is
often a high variation in the prostheses cost within a DRG, significant variation also occurs at
the level of episodes of care and procedure.
It is not possible to comment on ‘enhanced assessment of applications’ without knowing
more detail about what the Department proposes.
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Using reference pricing to establish benefits
As has already been discussed, the public and private sectors differ markedly in casemix and
in the range of services they provide. This is one of the reasons it is difficult to compare
costs between the two sectors. This difference also extends to the level of episodes of care
and procedures because models of care are different and even within the one procedure
selection of technologies also differs.
From the point of view of managing risks associated with the cost of protheses, just as there
is often a high variation in the prostheses cost within a DRG, significant variation also occurs
at the level of episodes of care and procedure.
For both these reasons, the simplest and most direct approach is to compare public and
private costs at the level of device. From there, differences between the public and private
sectors can readily be taken into account by ‘working up’ from verifiable data rather than
‘working down’ from costings averaged at DRG, episode or procedure level. Using productbased data to establish a benefit at group level within the PL ensures benefits are set at a
fair and stable level.
Systematic reference pricing enables staged reductions and ongoing revision to ensure
benefit levels remain validated.
APHA notes Option Two contemplates a range of benefit setting mechanisms might be used.
APHA favours public sector reference pricing because it is the most practical and efficient
way of directly addressing one of the key challenges with the existing PL process.
Inclusions in benefits
In implementing a reference-based approach, it is important to acknowledge PL benefits
have always recognised the costs involved in providing devices to patients. Historically, PL
benefits have explicitly included the cost of standard freight30. Prostheses pricing by
manufacturers, which has informed the setting of PL benefits has always included
recognition of the services provided by manufacturers to support use of the devices.
Hospital providers with the ability to do so frequently use standard business practices to
deliver value to manufacturers. These practices can include:





Electronic ordering and transactions systems
Prompt payment terms
Advance purchasing
Commitments to minimum order size

30

Department of Health, PHI 58/05 Amended Prostheses List – October 2005, PHI53/06
August 2006 Prostheses List, PHI 04/06 Prostheses List – Freight and Loan Kit Fees
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Provision of warehousing and distribution networks.

All of these practices deliver value to manufacturers and may be recognised in contractual
terms which benefit the hospital. The value delivered to manufacturers is intrinsic to the
costs of providing these technologies to the patient. In turn these arrangements have
enabled hospitals to cover other costs incurred in bringing medical technologies to theatre.
These costs can include:




Insurance for stocks purchased, storage
Inventory control and management including covering the risk of stock loss due to
expiry or wastage
Costs of components and ancillary devices not covered in the PL.

Hospitals also use such mechanisms to cross-subsidise technologies, including items to
support and enable use of PL items which are not covered in standard case/procedure
payments and not recognised on the PL.
Going forward, benefits should accurately reflect the combined aspects of market value and
indirect costs involved in supplying the device and value to patients. It is essential to
understand not only the cost of the device itself but also the costs to both hospitals and
suppliers involved in preparation, storage, calibration, performance monitoring, supports
and technologies integral to the use of the device.
The Samson Review specifically recommended further consideration be given to an
appropriate benefit to recognise the costs that hospitals incur. It is essential if a reference
pricing mechanism is adopted, the Samson Review recommendation should be acted on so
PL technologies can continue to be made available.

Response to the Department’s consultation questions
What advantages does option two have over option one?
This option avoids shifting disproportionate risk to the private hospital sector. It also
enables:





Provision of informed financial consent
Protection for consumers from out-of-pocket costs
Maintenance of clinical choice
More certainty to all stakeholders.

What groups structure should be used and why? Episode of care, procedure or device?
APHA is of the view the PL group structure should be based on devices as this is the most
straightforward means of achieving a market-based approach to benefit reduction – either
through approaches to market, or through APHA’s preferred approach of public sector
reference pricing.
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Would it be possible to use IHPA’s DRG grouping structure as part of reforming the PL
under this option?
A hybrid model involving IHPA’s DRG grouping structure would add further complexity and
impose an unacceptable level of risk on the private hospital sector and is not supported.
Where alternative technologies exist for the treatment of a single diagnosis, clinicians’
choice should be preserved.
If benefits are set through commercial tenders (for existing products and categories), how
frequently should those tenders occur?
As stated above, APHA is of the view public sector reference pricing, taking account of
legitimate differences between public and private sectors provides a more direct,
transparent, and efficient mechanism for achieving a closure of the ‘gap’ between public
and private sector prostheses costs.
Tendering mechanisms would entail an additional administrative cost for the Department
and manufacturers and would not necessarily achieve significant benefit reductions.
Furthermore, it is crucial to note a tendering process to set a PL benefit imposes no
obligation on manufacturers to accept the result as the price as which devices would be
sold. By contrast, while it is necessary to adjust for inherent differences between the public
and private sectors, public sector reference pricing reflects an actual market.
If benefits are set through reference pricing, should this include public hospital prices and
international prices? Which countries should be referenced, how and why? For public
hospitals, how would reference pricing be supported outside the IHPA framework, and
should this include averaging?
In the first instance reference pricing should focus on the Australian public sector. The
reasons for this are pragmatic





APHA understands manufacturers can readily provide relevant pricing data
Differences between the Australian public and private sectors can be accounted for
International reference pricing would require adjustment for a wider range of
factors and entail a greater number of unknowns
If the PL is to achieve its purpose, it must provide benefits relevant to an Australian
market.

Furthermore, analysis by IHPA has already indicated there is scope to achieve savings
through public sector reference pricing, therefore it is sensible to pursue this avenue before
attempting more complex and costly solutions.
Public reference pricing could be applied to PL groupings and is not predicated on use of a
DRG approach.
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How should compliance be supported to ensure companies accurately identify referenced
prices?
In the first instance, manufacturers would have to provide sufficient detail for prices to be
accurately identified. Provision of such data could be made a condition for continued listing.
There would need to be an independent agency responsible for verification of the
information provided and penalties applied for erroneous, incomplete or late provision.
Lastly, if a reduction in benefits at group level were not achieved, within a specified period
of time, this might prompt a review to establish whether a) equilibrium had in fact been
achieved or b) data provided was flawed or inaccurate.
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