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23 December 2008 

Ms. Joanne Palisi 
Director 
Adjudication Branch 
Australian Competition and Consumer Commission 
GPO Box 3131 
CANBERRA, ACT. 2601 

Dear Ms Palisi 

Re: Sisters of Charity Health Service Limited application A91099 for revocation 
and substitution of A30216 and A30219 - interested party consultation 

Thank you for taking the time to meet with myself and Andrea Selleck on Monday 
15Ih December 2008 in regard to the above authorisation. We greatly appreciated 
the opportunity to discuss the matter with you in person and thank you for listening to 
our arguments in opposition to the granting of the authorisation. 

At the meeting we agreed that we would present our key arguments to you in written 
format, part of which we are willing to have placed on the Public Register, and part of 
which we do not. The information that we do not wish to have placed on the Public 
Register is noted accordingly. 

In summary, there are two main points which we wish to bring to your notice. Firstly, 
we wish to discuss our concerns about data sharing - particularly in regard to 
hospital revenue data, and demonstrate with a case study the reasons we believe 
that a collaborative bargaining position within the CNA will inevitably lead to health 
funds paying significant rate increases to the hospitals and ultimately, health fund 
premium increases for the privately insured consumer. Secondly, we wish to discuss 
the provision in the determination which states that negotiations with the CNA are 
"voluntary" and explain why we do not believe that Health Funds will truly be able to 
voluntarily choose, or decline to negotiate through the CNA, be it directly, or 
indirectly. 

1. The sharina of data amonqst Hospitals. 

The draft Determination allows for hospitals within the CNA to share cost and 
revenue data amongst themselves - a practice which is not currently 
permissible to any health funds, nor any hospital or hospital group outside of 
the CNA. Firstly, we must point out that we have absolutely no objection to 
the hospitals sharing information about costs and negotiating for goods and 
services as a collaborative body. This is a readily accepted practice across 
most business environments - it is commercially appropriate and there is no 
question that the fundamental purpose of such a practice is to ensure the best 
possible price is negotiated for those goods and services. Furthermore, we 
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support the sharing of information such as quality outcome studies and best 
practice initiatives amongst the hospitals. Information sharing of this nature 
ultimately brings about greater efficiencies within the hospital environment 
and better quality care for the privately insured patient and this is an outcome 
all health funds welcome. As we understand it, this is one of the main 
reasons cited by the Sisters of Charity for the creation of the collaborative 
negotiating body and we support this initiative in its entirety. The sharing of 
revenue information however - i.e. the rates paid by health funds to hospitals 
- is an entirely different matter as the only foreseeable outcome of this 
initiative is a drive by all hospitals in the CNA to seek premium prices across 
all of the different services within each of their hospitals. We have been 
unable to determine any other benefit to the CNA from the sharing of revenue 
information other than to seek premium price increases. 
The current process of negotiation with a hospital is to assess the contract in 
its entirety based on the type of hospital it is, the size of the hospital, it's 
status as an academic or teaching facility and the particular services it 
provides. Currently, this happens on a hospital-by-hospital basis, not a group 
basis. Given the variation amongst hospitals in regard to the services they 
provide, the negotiation process allows for hospitals and health funds to reach 
agreement on payment for services on a line-by-line basis. In some cases, 
the parties may agree to pay a lower amount for one service in exchange for 
a higher amount for another service. This is a natural part of the negotiation 
process and it ensures that the integrity of true negotiation is maintained. It 
also ensures that a hospital is appropriately remunerated for the services it 
provides. 
Our concern is that if the hospitals in the CNA are permitted to share revenue 
information amongst each other, it is inevitable that they will all want to 
receive the highest benefit for each of the services they provide, regardless of 
whether the standard of the hospital, the nature of the hospital casemix and 
the overall revenue model for that facility is comparative. It would be naive to 
think that the hospitals will simply accept price differentials between 
themselves and another hospital in the group for exactly the same service, 
even if is appropriate within the context of that particular contract. What will 
eventuate therefore is that all of the members of the CNA will simply demand 
the highest possible price for each service, and adopt a "take-it-or-leave-it 
attitude that forces health funds to pay higher premiums - particularly when 
the hospital - as most of the CNA hospitals are - is considered a "must have" 
Hospital. Ultimately, this will force the up price of health fund premiums which 
places unfair pressure on the privately insured consumer and will ultimately 
drive people away from private health insurance and into the public sector. 
The fact that health funds are not aware of the rates paid by all other health 
funds ensures the integrity of the negotiation process and ensures that an 
appropriately competitive environment is maintained. This ultimately serves 
in the best interests of the privately insured consumer as it ensures that 
appropriate rates are paid for appropriate services and inflation of health fund 
premiums remains contained. The approval of this determination will result in 
the negotiation process becoming farcical as the CNA hospitals will simply 
seek the same price for everything, leaving no room for negotiation or 
discussion. 
In our experience, the CNA has used it's power in the past to seek rate 
increases above what their peer hospitals are asking for and willing to agree 
to. In some cases, ARHG has been forced to go out of contract with hospitals 
because the rates requested have simply been untenable. By untenable we 
mean that had the health funds agreed to the rate increases requested by the 
hospital, they would subsequently be forced to seek significant increases to 
health fund premiums. This is an undesirable option for the health funds and 



it must also be noted that hospitals only have one opportunity per year to 
seek premium increases and their budgetary process requires them to predict 
what level of rate increases they expect to pay to hospitals in the forthcoming 
year. Rate demands above projected forecasts simply cannot be agreed to if 
the financial position of the health fund is compromised. This is particularly 
true in the case of smaller health funds such as those in the ARHG Group. 
The following is an example of the CNA using their bargaining power to obtain 
unreasonable rates increases and we ask that this examole not be ~ublished . -* . . -  - --. 
on the Public Resister to orotect the parties concerned. 
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the CNA was gbie touse~sharebTnio~ationnabout ratespaid to other 
facilities to create a case against ARHG but ARHG was unable to verify the 
claim because of the prohibition against rate sharing amongst funds. This is 
blatantly unfair and clearly demonstrates the strong-arm tactics employed by 
hospitals within the CNA, tactics they are willing to use despite the unfair 
advantage they have over the health funds. We have other examples of 
unreasonable demands being made by members of the CNA which have 
forced ARHG to go out of contract with some of their hospitals. This is a 
devastating outcome for the privately insured population who have an 
expectation - and quite frankly a right - to expect access to all private 
hospitals in their region. The new determination, if granted, increases the 



CNA's powers for collaborative bargaining and, as evidenced before, they will 
use their stronger market presence to drive up price. We are sure that many 
other health funds could furnish evidence of similar situations to the ones 
outlined above in support of our argument. 

We note the determination states that negotiation with the CNA is a 
"voluntary" process however the reality of this is quite different, as already 
seen by the provisions of the current determination. Even if a health fund 
declines to negotiate directly with a hospital, the CNA will still be providing 
advice - and revenue information - behind the scenes to that hospital. As a 
result of its alliance with the CNA, the hospital is going to be fully aware of 
what rates are being paid to the other CNA hospitals and they will be seeking 
these rates from the health funds. It does not matter whether the request 
comes from the hospital itself or the CNA as the request, the negotiation 
tactic and the ultimate market power will be the same. Despite the Sister's of 
Charity's protests to the contrary, there are a number of very skilled 
negotiators within their hospitals - I cite Cabrini Hospital and the St John of 
God group in particular who are well resourced with very experienced 
negotiators. Added to this, these hospitals will have the added skill base of 
the CNA negotiating group - a formidable group of "must-have" hospitals 
armed with all of the necessary information to force health funds to accept 
rate increases that will place undue pressure on health fund premiums. We 
believe that the concept of "voluntary" negotiations with the CNA is a farce as 
- at the very least - the CNA will be providing guidance and advice behind 
the scenes that will result in exactly the same outcome as negotiating directly 
with the CNA. 

In closing, we would like to reference a newspaper article published in The Australian 
on 14 November 2008 which stated that current economic volatility is forcing many 
"baby-boomers" to consider withdrawing from private health insurance as they suffer 
the effects of a recessive economy. This is a truly alarming thought as the "baby- 
boomers" comprise the majority of the privately insured demographic. The health 
industry - from a consumer perspective - is very price-sensitive and increased health 
fund premiums will undoubtedly lead to more people exiting from private health 
insurance. There can be no argument about the detriment to the consumer, the 
Australian economy and the public health sector should that continue. It is vitally 
important that the industry does everything within its power to prevent any sort of 
alliance that has the potential to force additional and unjustified price increases upon 
the consumer. 

Thank you again for taking the time to consider our perspective. 

Yours sincerely, 

Robert Muir 
Chief Executive Officer 




