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1 Background 

In October 1990 the E .C. Commission presented its proposals for the completion of the 
internal market in direct insurance, other than life insurance {the Third Directive on Non
Life Insurance). At the Council Working Group meetings to discuss the proposed Directive, 
Ireland expressed its reservations about the proposals insofar as health insurance was 
concerned. In submissions to the Commission, Ireland outlined its health services structure 
and the social importance of voluntary health insurance. The Council accepted Ireland's 
position and in recognition of the social importance of private health insurance and, in the 
interests of the general good , allowed member states to provide for community rating, open 
enrolment, lifetime cover and related matters. The Directive was accordingly amended. 

Member states are required to implement the Directive by 1 July 1994. The Directive 
applies to all non-life insurance and will be transposed into Irish law by the Department of 
Enterprise and Employment. 

The Health Insurance Bi111994 is designed to allow for competition and regulate the Irish 
private health insurance market on foot of the Third Directive on Non-Life Insurance. 

2 Key Principles 

Community Rating 

Community rating means that each individual pays the same premium for a given level of 
health insurance cover provided by an undertaking irrespective of age , sex or health status. 
Under this arrangement young low-risk subscribers provide a support for older high risk 
subscribers. It is based on the principle of inter-generational solidarity. Health insurance 
premiums thus remain at a reasonable level for the old and infirm who are most likely to 
be in need of cover. The young low-risk subscribers pay more for health insurance than in 
a risk rated environment, but benefit from the support provided by young subscribers as 
they grow older. 

Open Enrolment 

Open enrolment means that a health insurance undertaking cannot refuse to provide cover 
on the grounds of age, sex or health status. This principle is to ensure that health insurance 
is always available to those who may need it the most. The Bill provides for the making of 
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regulations to cover the circumstances in which this principle may be breached (see 
paragraph 3.1). 

Lifetime Cover 

Lifetime cover is to ensure that individuals have access to health insurance cover throughout 
their lifetime. Health insurance undertakings will be prohibited from terminating an 
individual's cover as his or her age rises or health status deteriorates. 

The maintenance of community rating will be strengthened by requiring health insurance 
undertakings to provide a minimum level of benefits. This is necessary: 

• to ensure that individuals do not under insure due to lack of proper understanding 
of the restrictions which might apply to some types of policy; 

• to ensure the continued availability of the type of cover currently enjoyed by the 
insured population; and 

• to ensure that young low risk lives subscribe to a sufficient level of cover to provide 
a real support for older high risk lives. 

It is essential that young, low risk lives subscribe for a sufficient level of cover, otherwise 
the cost of health insurance could increase substantially for older high risk subscribers, 
fatally undermining community rating. 

Risk Equalisation 

A risk equalisation scheme will be introduced if the Minister considers it necessary having 
regard to the operation of community rating, open enrolment , lifetime cover and related 
matters. A risk equalisation system has been in operation in Australia for a number of 
years in a competitive , community-rated private health insurance market. The 1993 German 
Health Care Act proposes the establishment of an extensive risk equalisation scheme in 
respect of Statutory Sickness Insurance Funds. This will be gradually implemented from 
1994. 

A risk equalisation system is used where there are a number of different health insurers 
operating in the market and it proves necessary to compensate the health insurers whose 
subscribers have a risk profile which is poorer than the average for all subscribers in the 
insured population. The compensation payments to health insurers with poorer than 
average risk profiles are financed by contributions from health insurers with better than 
average risk profiles. 

A risk equalisation system is designed to act as a disincentive to insurers to seek to insure 
only young, low-risk Jives, through a variety of marketing techniques. Experience in other 
countries shows that where competing health insurers seek to select preferred risks, in a 
community rating environment, without risk equalisation , there tends to be a spiralling 
effect , with accelerated deterioration in the financial positions of those health insurers who 
have poorer risk profiles. 

3 Regulations to be made under the Bill 

3.1 Conditions governing open enrolment 

These regulations will be made pursuant to Section 8 of the BiJJ and will prescribe maximum 
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waiting periods for receipt of benefit in respect of pre-existing medical conditions, first 
entry or entry over 55 years of age. 

A health insurer will not be required to pay benefit in respect of treatment received by an 
individual for a medical condition during an initial period of 26 weeks (52 weeks in the 
case of an obstetric condition) for those under 55 years and for an initial period of 52 weeks 
for those over 55 years of age, following the date on which an individual first enrols. New 
born infants will be entitled to benefit immediately on enrolment provided they are enroled 
within 13 weeks after birth. An insurer will be required to permit a new-born who is 
enroled within 13 weeks after birth to be enroled with retrospective effect to the infant's 
date of birth. 

It is envisaged that a health insurer will not be required to pay benefit in respect of 
treatment for a medical condition existing prior to the date on which the individual first 
enrols, during a period following the date on which the individual first enrols. The following 
waiting periods are envisaged: 

Age at enrolment Waiting Period 
under 55 5 years 
55 - 59 7 years 
60- 64 10 years 

3.2 CondiJions governing lifetime cover 

A health insurer will be permitted to terminate an individual 's cover in certain cir
cumstances, such as the making of a fraudulent declaration by the insured. These regulations 
will be made pursuant to Section 9 of the Bill. The parameters for community rating have 
been set out in the Bill itself. 

3.3 Minimum level of benefits to be offered by health insurance undertakings 

These regulations to be made pursuant to Section 10 of the Bill will require that a 
defined minimum level of benefits must be provided in respect of any medically necessary 
investigation or curative treatment in hospital or by a consultant specialist. This will be 
subject to a list of specific exclusions covering areas such as preventative services and 
cosmetic treatment. Insurers will be required to offer a prescribed minimum level of cover 
in respect of: 

• day care/in patient treatment; 

• hospital out-patient treatment ; 

• maternity benefits (on a "grant-in-aid" basis); 

• convalescence; 

• psychiatric treatment; and 

• substance abuse. 

The proposed minimum level of accommodation which must be covered is semi-private in 
a public hospital. This is the least expensive form of private treatment currently available. 
A particular level of cover for consultant fees will also be prescribed. 

Insurers will be permitted to provide ancillary health benefit schemes on a stand alone 
basis, without offering the minimum level of benefits, for example a scheme covering dental 
care may be offered on its own. Ancillary benefits must be marketed on the same basis as 
minimum benefits i.e. community rating, open enrolment and lifetime membership. 
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Insurers offering hospital in-patient services will be required to provide at least the statutory 
minimum level of benefits under every hospital in-patient health insurance scheme they 
offer. 

3.4 Risk Equalisation Scheme 

Each health insurer's risk profile will be assessed and a calculation made to determine what 
the insurer's claims costs would have been if the lives which it covers had a risk profile 
equivalent to that of the total insured population. The primary risk factors to be measured 
under the proposed scheme will be age and sex. 

Risk equalisation will be pitched at a level above the minimum level of benefits i.e. 
treatment in semi-private accommodation in a private hospital. 

3.5 Conditions governing registration 
All health insurers will be required to be registered. This is to facilitate the monitoring and 
supervision of the regulatory requirements contained in the Bill. Regulations will be made 
pursuant to Section 13(5) of the Bill governing the conditions for registration of new 
restricted membership schemes and non-E. U . health insurance undertakings. New restric
ted membership schemes will be required to show that there are at least 2,500 individuals 
who satisfy reasonable eligibility criteria, for example membership of a recognised pro
fession. Non-E.U. health insurance companies will be required to be the holder of an 
authorisation (within the meaning of the Insurance Act, 1989) for the time being in force 
to carry on non-life insurance business. 

4 Health Insurance Authority 

The supervision and monitoring of the regulatory requirements arising from the Health 
Insurance Bill will be carried out initially by the Department of Health. The prudential 
supervision of health insurers for such issues such as solvency margins will remain the 
responsibility of the Department of Enterprise and Employment. If a risk equalisation 
scheme is introduced it will be implemented by the Health Insurance Authority. The 
regulatory functions of the Departments of Health and Enterprise and Employment in 
respect of health insurers will transfer to the Health Insurance Authority on its estab
lishment. 

The Minister for Health will establish the Health Insurance Authority if he considers it 
necessary in the light of market developments or, in any event, if a risk equalisation scheme 
is introduced. 

5 Transition Arrangements 

A draft of the regulations will be published in the late summer and detailed consultations 
held with interested parties following publication. Following this consultative phase the 
final draft of the regulations will be published in the Autumn. The regulations relating to 
open enrolment and transferability will necessitate some changes for both the VHI and the 
existing friendly societies. To allow time for these changes, the regulations will apply to all 
new subscribers who enrol or transfer from another insurer on or after 1 January 1995. 
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While the statutory minimum benefits should not cause major disruption to any of the 
existing health insurance arrangements, some changes in administrative arrangements may 
be required. Accordingly, the statutory minimum benefits will apply to all health insurance 
policies which are effected or renewed on or after 1 January 1995. 

A risk equalisation scheme will be introduced only if it becomes necessary to correct 
distortions which have developed in the market. The regulations to be made before the 
end of 1994 will define the criteria which will lead to full implementation of risk equalisation. 
This will provide vital information for insurers in relation to the environment within which 
they will be required to operate. 

It is intended that insurers will be required to submit the necessary data and risk equalisation 
calculations from 1 January 1995. 

Risk equalisation will apply to restricted membership undertakings, as well as health 
insurance companies. However, there will be an initial phasing-in period of 5 years for 
existing restricted membership undertakings. This moratorium is to allow existing restricted 
membership schemes, who would not be considered major players in the health insurance 
market, to make the appropriate adjustments to their administrative and financial arrange
ments on a phased basis to fully participate in risk equalisation. 

Wt. P37963. 300. 6194. Cahill. (MI 1556). G.Spl. 
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