
6 June 2011 

Dr Richard Chadwick 
General Manager 
Adjudication Branch 
Australian Competition & Consumer Commission 
GPO Box 3131 
Canberra ACT 2601 

Dear Dr Chadwick, 

Reserve Bank Health Society Ltd Application for Authorisation A91264 

I refer to your letter dated 1 June 2011 and discussions that I had on that day with Ian Lawrence 
and Pamela Cue in relation to the Application for Authorisation by the Reserve Bank Health 
Society Ltd. 

The response below is in the same order of questions that are raised in your letter: 

1) 	 Description of the management services provided by Peoplecare to RBHS. In particular, 
please provide a shorf history of Peoplecare's actMties in this area, including Its experience 
with the Transition Benefits Fund for BHP and National Health Benefits Australia Pty Ltd. 

Overview 

Lysaght Peoplecare Limited (trading as Peoplecare) began life as a restricted membership health 
fund in 1953 in Wollongong initially operating for the employees (and their families) of John Lysaght 
Australia Ltd and subsequently for BHP employees in the 1970's when BHP acquired John Lysaght 
Australia Ltd. 

Peoplecare has always operated as a not for profit mutual organization with all contributors being 
members of the company and therefore being eligible to participate in the running of the 
company, including becoming a member of the Board of Directors. 

The health fund remained as a restricted membership organization until 1 December 2006 when it 
applied for and was granted registration as an "open" health insurer by the Private Health 
Insurance Administration Council (PHIAC). 

Since December 2006, Peoplecare in becoming a community based open organization continues 
to operate as a not for profit mutual organization yet primarily markets in areas of geographical 
strength namely the IIlawarra region of NSW and the Mornington Peninsular region of Victoria 
where collectively 43.5% of the membership resides. 

The remainder of the membership of the fund is predominantly from the east coast of Australia 
with 49% being in NSW, 30% Victoria and J2% Queensland - this distribution generally follows the 
larger employment centres that were part of the BHP organization although there is evidence of a 
marginal shift in membership geography due to our recent participation in a more open broker 
based marketing environment. 

Lysaght Peoplecare Umlted. A Registered Private Health Insurer. ABN 95 087 648 753 

Locked Bag 33, Wollongong NSW 2500 I Web: peoplecare.com.au 


Phone: 1800808690 I Fax: 1300 673 405 I Email: inio@peoplecare.com.au 




The membership distribution is currently as shown in the graph below: 
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The main reason that precipitated the change in status (from restricted to open) in December 
2006 was a result of BHP splitting up its major businesses that resulted in the establishment of 
separate companies; namely BHP Billiton, BlueScope Steel and Onesteel. 

These changes made it more difficult for Peoplecare to guarantee that applicants for membership 
were eligible for membership under the restrictions accompanying our registration status (a 
requirement of the legislation) and it was felt that a change to "open" status would be in the best 
long term interest of the fund and its members. A t the time of the status change, Peoplecare had 
a membership of 15,500. 

Today Peoplecare has grown to almost 24,000 contributors and whilst small in terms of industry 
levels (.41 % market share) we have built a successful business in the specific regions that are 
subject to our principal marketing activities with annual growth of 6%, 8%, 10% and 14% 
respectively over the past 4 years. 

At Peoplecare we have for the past 30 years been an avid supporter of the small-medium health 
insurers and the benefits that they bring to competition in the health insurance sector. 

During this period we have been involved directly in the establishment of two joint venture 
cooperatives; being HAMB Systems Limited, an IT development and services company that is co
owned by twenty three (23) of the smaller insurers since 1991 and the Australian Health Service 
Alliance fa hospital and medical contracting company) that has been co-owned by twenty six 
(26) of the smaller insurers since 1994; in each case including Peoplecare and the Reserve Bank 
Health Society (RBHS). Peoplecare has maintained Board membership of both of these highly 
successful companies since inception. 
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We have a strong track record of working collaboratively to enhance competition in the sector by 
assisting the smaller health funds to maintain viability and enhance member service provision, 
always aware of the competition aspects associated with such collaboration. 

BHP - Transition Benefits Fund Agreement 

For many years prior to 1996 BHP conducted an in-house non contributory health insurance 
arrangement for staff employees. 

This fund ran separately to Peoplecare (then Lysaght Hospital and Medical Benefits Fund) which 
was a contributory scheme. 

From 1993 through to 1995 an arrangement was entered into whereby Peoplecare would supply 
management and processing expertise to the in-house BHP fund. 

The Government legislated that from 1996 it required any organization that conducted health 
insurance business to become a registered health benefits organization primarily designed to 
ensure that any persons covered under these types of arrangements participated in the industry 
reinsurance pool that supported community rating by sharing the costs of the elderly and 
chronically ill amongst the whole insured population. 

A t this time BHP decided to continue to provide health insurance benefits to eligible employees 
and therefore to seek registration as a registered health benefits organization. Peoplecare was 
asked by BHP to act as consultants for this purpose and subsequently obtained registration from 
PHIAC for a new health fund "Transition Benefits Fund Pty Ltd" (TBF) - a for profit fund health fund 
wholly owned by BHP. Upon registration TBF entered into a management agreement with 
Peoplecare to operate the fund in accordance with the provisions of the National Health Act 1953 
operable at that time. 

The management and operational arrangements were approved by PHIAC as part of the 
registration process and indeed demonstration of this capability was critical for the registration to 
be approved by PHIAC. 

Transition Benefits Fund Pty Ltd commenced trading on 1 April 1996 with 10,897 members and 
Peoplecare had approx. 5,800 members at that date. 

The conduct of that fund continued until 1 Apnl2002 when BHP decided to cease the operation of 
the fund and provide staff with the opportunity to "cash out" the benefit or to roll up the benefits 
of the arrangements into employee salary conditions. By this time the fund closed on 31 March 
2002 it had reduced in size to 3,897 as employees had left the company or cashed out their 
entitlements and Peoplecare had grown to 13,982 members with many new members being 
transfers from TBF. 

To assist BHP with the closure of TBF, Peoplecare developed a set of identical products to that 
applicable under the TBF arrangements and this facilitated staff employees to continue to have 
access to identical health insurance arrangements once the TBF fund was closed. 

This arrangement was of considerable benefit to both organizations as BHP benefited from the 
expertise of Peoplecare and for Peoplecare the arrangement had the ultimate benefit of 
spreading some of its fixed costs and ultimately resulted in a significant increase in members when 
BHP closed down TBF with the majority of TBF members transferring to Peoplecare. 

This arrangement provided Peoplecare with its first experience in managing a separate health 
insurance company. 



National Health Benefits Australia pty Ltd Agreement 

In 2006 Peoplecare was approached by representatives of National Health Benefits Australia Pty 
Ltd - (NHBA) subsequently trading as "onemedifund" to assist them secure a licence to operate a 
private health insurance fund for the benefit of a specific group of potential contributors. 

Given the previous experience in establishing the health fund for BHP, Peoplecare again provided 
a consulting service for NHBA to secure registration via PHIAC. 

The application for registration was lodged in October 2006 and registration was sought as a 
restricted health benefits organization as the proposed membership group was tied to a specific 
religious order and wished that its membership be restricted to their group. At the time of the 
application Peoplecare was also still a restricted health benefits organization, although this was 
changed shortly thereafter on 1 December 2006. 

The registration of NHBA was subsequently approved by PHIAC on 26 March 2007, although 
registration as a restricted health benefits organization was denied by the Registration Committee 
as the National Health Act would not allow membership restriction based on religion. As a 
consequence NHBA was registered as an "open" for profit fund and restricted its marketing to 
direct contact with its religious base. The company commenced trading on 15 June 2007 under 
an initial 5 year management agreement with Peoplecare, with the agreement recently renewed 
for a further 5 years. NHBA is owned by a Charitable Trust. 

As was the case with TBF, the NHBA registration and management and operational arrangements 
were approved by PHIAC as part of the registration process and indeed demonstration of this 
capability was critical for the registration to be approved by PHIAC 

Whilst both NHBA and Peoplecare are each "open" health funds the NHBA market is specifically 
and solely focused on its specific religious grouping and for Peoplecare it is predominantly the 
regional niche markets of the lIIawarra and Morning Peninsular regions where marketing initiatives 
are implemented. 

Reserve Bank Health Society Agreement 

In 2010, the RBHS issued an RFP seeking the provision of a range of outsourced services for their 
health insurance fund. 

It is understood that the RFP was issued on a selective basis to a number of insurers and was 
instigated so that the RBHS could improve their operational performance and service delivery 
options for their membership base, to address the growing obligations in terms of compliance and 
governance requirements, to enhance their industry knowledge, skills and capability and to 
reduce the costs of conducting a small health insurance business. In this context it was also 
deemed critical to maintain the independence of the fund. 

Peoplecare was chosen as one of the companies that were to be issued the RFP by RBHS given 
the track record of delivering on this type of arrangement in the past with TBF and NHBA. 

The development of the response to the RFP was based on the provision of a complete service 
offering [this being the most cost effective and efficient solution) and the response was submitted 
to the RBHS on 21 June 2010. 

Following evaluation by RBHS, Peoplecare was advised on 13 September 2010 that it was the 
preferred supplier [subject to satisfactory negotiation of the terms of the agreement). 



The terms of the agreement were subsequently agreed in April2011 and the services to be 
provided under the agreement commenced on 1 May 2011 (provisionally excluding those areas 
that are subject to the specific A uthorisation Application - A91 264). 

In summary the RBHS outsourcing agreement provides that Peoplecare will provide the following 
standard operational services at a service level consistent with that of their own operation: 

• 	 Membership Services (join new members / maintain existing members) 
• 	 Claims processing 
• 	 Call centre 
• 	 Contribution collection and processing 
• 	 Data management and analysis 
• 	 Banking 
• 	 Investments portfolio management 
• 	 Governance and compliance oversight 
• 	 Risk management and fraud control 
• 	 IT Support and infrastructure development 
• 	 Business Continuity and Disaster Recovery 
• 	 Web site development and maintenance 

In addition other major services that have been proposed and are subject to the ACCC 
authorisation application include: 

• 	 Product development and deployment of marketing plans 
• 	 Advisor to the Board and attendance at Board meetings 
• 	 Development of financial analysis to support premium and benefit review applications 
• 	 Assistance with development of strategic and business plans 
• 	 Provision of CEO role (a regulatory requirement) 

In terms of these later items the RBHS Board remains as the independent decision making body 
and are responsible for establishing and approving the strategic plan, the business plans, the 
marketing plan and the premium and benefit setting framework. In that regard, the RBHS Board 
also utilises the services of an independent Appointed Actuary as a key consultant to them in 
setting premium levels and the benefit framework. 

Once established and approved by the Board the role of Peoplecare will be to implement these 
strategies and plans and to attend and report to the Board at each Board meeting and on other 
occasions as determined by the Board. 

The RBHS Board of Directors remains independent and also has access to other speCific 
independent and external advisors that are subject to separate engagements directly with the 
Board. These include: 

• 	 External Auditor 
• 	 Internal Auditor 
• 	 Appointed Actuary 

2) 	 Details of Peoplecare's response to RBHS's expression of interest process for the management 
services agreement 

A copy of the response to the RFP was as submitted separately to the ACCC by email on 1 June 
2011 and was identified as being "commercial in confidence" due to the service details and 
pricing model that was submitted. We request that that document not be included in the Public 
Register for these reasons. 



3) The benefits to Peoplecare, if any, arising under the management services agreement. In 
particular, the extent to which the agreement w1l1 result in increased efficiencies for 
Peoplecare. In this regard, Peoplecare may wish to use examples from its previous experience 
providing management services to other private health insurance funds. 

The establishment of the outsourced shared services model has been of significant benefit to 
Peoplecare as this has assisted the company to develop a greatly enhanced infrastructure and 
executive capability. 

With both TBF and NHBA Peoplecare has provided a complete range of services that are required 
of a contemporary health insurance organization and this has also been proposed for the RBHS in 
response to their issuing the Request for Proposal (RFP). Each fund has benefited considerably from 
the management capability of Peoplecare and the processing efficiencies delivered by state of 
the art IT solutions have been immediately available without incurring the necessary direct 
investment in time, skills and cost. 

Over this past 15 year period Peoplecare has gained considerable experience in managing 
multiple organizations for the considerable benefit of all parties and this has certainly been in the 
public interest. In the case of TBF the contributors were retained to private health insurance when 
they arguably may have been lost when BHP decided to cease the conduct of the scheme and in 
the case of NHBA the contributors that now total 4,600 and covering over 11,000 persons, were all 
new to private health insurance resulting in reduced cost exposure in the public health system. 

In addition, the operation of each of these businesses in a cost efficient and effective manner 
utilizing the skills and expertise of the management and staff of Peoplecare has been of 
considerable benefit to those organizations. As an example this was evidenced in the testimonial 
letter provided by NHBA to the RBHS as part of the response to the RFP. 

Arguably neither TBF nor NHBA could have conducted this business without the services of 
Peoplecare or some other similar experienced health insurance operator. For a start up 
organization NHBA has been very successful and financial and growth rates have closely aligned 
with forecasts and their management expense rate has been reduced from above 20% in the start 
up phase to around 9.5% now and close to the industry average - this would not have been 
possible without the shared services model provided by Peoplecare. 

It is also worth noting that TBF and NHBA have been the only start up health insurance 
organizations in Australia in the past 2 decades - each supported by Peoplecare and 
demonstrating the public benefit that has accrued as a result. 

For Peoplecare, the provision of these outsourced arrangements has greatly enhanced the 
capability of the company, has broadened the scope of services and infrastructure available and 
provides a diversified revenue stream that is also to the benefit of the Peoplecare membership 
both from a service provision and cost perspective. 

Peoplecare has been able to significantly enhance its management and processing capability 
whilst still remaining at or below the industry benchmark average management costs. 

The provision of this type of arrangement has also assisted Peoplecare as it has generated further 
economies of scale and enabled Peoplecare to attract and retain more effective executives 
whilst also providing a commercial return from the management agreement and a sharing of the 
fixed costs of the business. 

----_ .._._.-----------



4) How the management services agreement will operate on a day to day basis. In particular, 
how Peoplecare will manage the information if gains from providing the special services to 
R8HS? For example. I note that clause 2J of the management services agreement provides for 
the management of any conflicts of interests arising between RBHS and Peoplecare during the 
course of the agreement. What mechanisms does Peoplecare have in place to give effect to 
this clause? 

Over recent years Peoplecare has developed significant IT capability and an infrastructure that 
maximizes electronic processing in a fully digital paperless work environment. The development of 
this infrastructure has been enhanced by the revenues that have resulted from the diversification 
provided by the provision of these outsourced arrangements. 

A significant benefit and work efficiency is achieved by use of this technology and also given the 
fact that each of the funds uses the same technology platform and software solution (HAMBS). 
The systems are structured independently (Le. all business rules etc are independent and 
difference service standards may be established for different transaction types to meet the service 
standards as specified in the management agreement), however from a processing perspective 
the digital workflow solution integrates the transactions and feeds the transactions for processing 
to operators that are authorised to process that particular work type. The IT system configuration 
identifies the correct membership record {unique numbering) and the correct health fund with 
which to assign the transaction. 

The call centre and telephony system has separate phone numbers for each individual fund and 
calls are answered in the name of the respective fund. A record of each call is maintained on the 
respective member record. 

The financial record of each fund is obviously separated and a different accountant assigned to 
each fund for preparation of the regular financial reports that are prepared for the respective 
Board. All other internal records are constructed around separate data segments with password 
controlled access on a needs-ta-know basis only. 

In short, there is segregation of records at all times with appropriate audit trails (a feature of the 
digital workflow system), yet the efficiency of processing and member services is enhanced by the 
integrated workflow and call centre environment. These technology and infrastructure facilities 
provide for reduction in costs for the benefit of all members and greatly improved processing and 
service efficiencies. 

As examples of this Peoplecare was awarded the lIIawarra Business of the Year in 2008 and 2010 
and was ranked as the # 1 health fund for Customer Service in the 2009 IPSOS Health Care and 
Insurance Survey. IPSOS stated "Peop/ecare's performance is tru/yexceptional. Peop/ecare has 
set a record that will be hard to match. but shows what can be achieved." 

It is recognised that from time to time conflicts of interest may arise and a specific Conflict of 
Interest protocol and documentation is tabled at every Board and Board Committee meeting for 
each fund and where there may be any item that could be determined as being a conflict of 
interest then the executives present always absent themselves from the meeting. 

The Peoplecare Board's engagement in the management of these independent entities is 
restricted to confirmation that the terms of the outsourced contract are being met and that all 
service standards are being achieved. There is never any discussion relating to the operation or 
executive management of RBHS or NHBA within the Peoplecare Boardroom. Nor is there any 
discussion of Peoplecare activity discussed at the boards of either NHBA or RBHS. 



The internal audit plan for each company is also conducted by independent external experts and 
includes a separate review and report to the respective Board on the fulfillment of the terms of the 
contractual arrangements. 

I trust that the responses to your questions as outlined above are sufficient however Iwould be 
pleased to elaborate further should that be required. 

I may be contacted on 02 4224 4301 (Direct) or 0418 424 055 (Mobile) or by email to 

Yours faithfully 

Michael Bassingthwaighte 
Chief Executive Officer 


