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3 Funding of health expenditure in 
Australia 

3.1 Broad trends 
This section makes broad comparisons between government and non-government funding  
(as described in Section 1.2). Sections 3.2 and 3.3 discuss in more detail the funding 
arrangements within the government and non-government sectors. Chapter 4 provides an 
analysis of funding of specific classes of health goods and services (including capital). 

In 2005–06, government funding of health expenditure was $58.9 billion (67.8%), with the 
Australian Government contributing $37 billion (42.9%) and state, territory and local 
governments contributing $22 billion (24.9%). The non-government sector (households, 
private health insurance and other non-government) funded the remaining $28 billion (32.2%) 
(Tables 12 and 13). In current prices, from 2004-05 to 2005-06, Australian Government funding 
of health expenditure increased by 4.7% ($1,675 million), state, territory and local 
governments funding increased by 11.9% ($2,309 million) and non-government funding 
increased by 6.8% ($1,771 million). 

After allowing for inflation, real growth in Australian Government funding of health grew by 
an average of 4.9% a year from 1995-96 to 2005-06, state and territory government funding 
grew by 6.2% and non-government funding grew by 4.5% a year (Table 21). 

In 2005–06, the Australian Government’s total funding grew, in real terms, by 0.7%, state, 
territory and local governments funding grew by 7.6% and non-government funding grew by 
2.9% (Table 21). 

From 1995–96 to 2005–06, the relative shares of funding of total health expenditure remained 
fairly stable for both the government and non-government sectors (Table 13 and Figure 5). 
Around two-thirds of funding was provided by governments and one-third by  
non-government. 
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Table 12: Total health expenditure, current prices, by broad source of funds,  
1995–96 to 2005–06 ($ million) 

Government  

Year 
Australian 

Government(a) 
State/territory

and local Total
Non-

government(a) Total 

1995–96 16,847 9,037 25,884 13,162 39,047 

1996–97 17,354 10,357 27,711 14,405 42,116 

1997–98 18,852 11,332 30,184 14,618 44,802 

1998–99 21,015 11,519 32,534 15,968 48,502 

1999–00 23,183 12,969 36,152 16,290 52,442 

2000–01 25,849 13,567 39,417 18,871 58,287 

2001–02 27,700 14,564 42,264 21,184 63,448 

2002–03 29,960 16,512 46,472 22,460 68,932 

2003–04(b) 31,998 17,761 49,759 24,186 73,945 

2004–05 35,554 19,337 54,891 26,233 81,125 

2005–06 37,229 21,646 58,875  28,004 86,879 

(a) Funding of expenditure has been adjusted for non-specific tax expenditures. 

(b) Due to changes in methods, care must be taken comparing 2002–03 to 2003–04 (see section 7.3 in the Technical 
notes for further information). 

Note: Components may not add to totals due to rounding. 

Source: AIHW health expenditure database. 

The relative shares of health expenditure funding by the different levels of government varied 
over the decade. The Australian Government contribution varied from a low of 41.2%in  
1996–97 to a high of 44.3% in 2000–01 and ended at 42.9% in 2005–06 (Table 13). Over the same 
period, the contribution from state, territory and local governments fluctuated between 23.1% 
in 1995–96 and a high of 25.3% in 1997–98.  

Table 13: Total health expenditure, current prices, by broad source of funds as a proportion of total 
health expenditure, 1995–96 to 2005–06 (per cent) 

 Government Non-government 

Year 
Australian 

Government(a)

State/ 
territory 

and local Total

Health 
insurance 

funds 
Individ-

uals(a)

Other non-
govern-

ment Total Total

1995–96 43.1 23.1 66.3 11.3 15.6 6.8 33.7 100.0
1996–97 41.2 24.6 65.8 11.2 16.4 6.6 34.2 100.0
1997–98 42.1 25.3 67.4 9.5 16.3 6.8 32.6 100.0
1998–99 43.3 23.8 67.1 7.9 17.2 7.8 32.9 100.0
1999–00 44.2 24.7 68.9 6.9 16.7 7.5 31.1 100.0
2000–01 44.3 23.3 67.6 7.1 18.0 7.3 32.4 100.0
2001–02 43.7 23.0 66.6 8.0 18.1 7.3 33.4 100.0
2002–03 43.5 24.0 67.4 7.9 17.3 7.4 32.6 100.0
2003–04 43.3 24.0 67.3 7.8 17.4 7.5 32.7 100.0
2004–05 43.8 23.8 67.7 7.4 17.3 7.6 32.3 100.0
2005–06 42.9 24.9 67.8 7.2 17.4 7.6 32.2 100.0

(a) Funding of expenditure has been adjusted for non-specific tax expenditures. 

Note: Components may not add to totals due to rounding. 

Source: AIHW health expenditure database. 
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(a) Includes funding by injury compensation insurers. 

Source: AIHW health expenditure database. 

Figure 5: Total health expenditure, current prices, by source of funds as a proportion 
of total health expenditure, 1995–96 to 2005–06 (per cent) 

Health funding can also be expressed as a proportion of GDP. Over the decade from 1995–96 
to 2005–06, the Australian Government increased its share from 3.3% to 3.9% of GDP. For 
state, territory and local governments, the proportion increased from 1.7% to 2.2%.  
Non-government sources increased their share of GDP from 2.5% to 2.9% (Table 14). 

Table 14: Total health expenditure, current prices, by broad source of funds as a  
proportion of GDP, 1995–96 to 2005–06 (per cent) 

Government  

Year 
Australian 

Government(a) 
State/territory

and local Total
Non-

government(a) Total 

1995–96 3.3 1.7 5.0 2.5 7.5 

1996–97 3.2 1.9 5.1 2.6 7.7 

1997–98 3.3 2.0 5.2 2.5 7.8 

1998–99 3.5 1.9 5.4 2.6 8.0 

1999–00 3.6 2.0 5.6 2.5 8.1 

2000–01 3.8 2.0 5.7 2.7 8.5 

2001–02 3.8 2.0 5.7 2.9 8.6 

2002–03 3.8 2.1 5.9 2.9 8.8 

2003–04 3.8 2.1 5.9 2.9 8.8 

2004–05 4.0 2.2 6.1 2.9 9.0 

2005–06 3.9 2.2 6.1 2.9 9.0 

(a) Funding of expenditure has been adjusted for non-specific tax expenditures. 

Note: Components may not add to totals due to rounding. 

Sources: AIHW health expenditure database and ABS 2007a. 
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Total recurrent funding 
In real terms, recurrent funding of health grew by an average of 4.8% a year from 1995–96 
($48.4 billion) to 2005–06 (($77.3 billion) (Table 20). The government sector’s recurrent funding 
grew by 5.2% per year (from $31.8 billion in 1995–06 to $53.0 billion in 2005–06), while  
non-government recurrent funding grew by 3.9% ($16.6 billion to $24.3 billion) 
(Tables 18 and 19). These growth rates are similar to those for government (5.4%) ($33.5 billion 
to $56.6 billion) and non-government funding (4.5%) ($17.4 billion to $27.0 billion) of total 
health expenditure (Table 21).  

Medications experienced the highest real growth in total recurrent funding between 1995–96 
and 2005–06 (averaging 8.6% per year) ($5.0 billion to $11.4 billion). Private hospitals 
experienced a growth of 4.5% ($4.1 billion to $6.4 billion) whereas medical services had a 
growth of 2.6% ($11.3 billion to $14.7 billion) (Table 20). 

Government funding 
Between 1995–96 and 2005–06, the areas that attracted the most rapid real growth in 
government funding were private hospitals (averaging 21.3% per year) ($381 million to  
$2.6 billion) and medications (9.1%) ($2.6 billion to $6.1 billion) (Table 18). The growth in 
government funding of private hospitals was mostly due to the Australian government 
introducing subsidies for private health insurance. The increased use of private hospitals by 
veterans funded by the Department of Veterans’ Affairs (DVA) also contributed. During this 
period total government funding of recurrent health expenditure grew, in real terms, at a 
similar rate (averaging 5.2% per year) ($31.8 billion to $53.0 billion) to growth for total funding 
of recurrent health expenditure (4.8%) ($48.4 billion to $77.3 billion) (Tables 18 and 20). 

In 2005–06, public hospital services and medical services received the highest amounts of 
government funding for recurrent expenditure ($22.5 billion and $12.2 billion respectively) 
(Table 15). In contrast, dental services and other health practitioners received $995 million and  
$711 million respectively.  

Non-government funding 
The areas that attracted the fastest real growth in funding by non-government sources 
between 1995–96 and 2005–06 were medications, averaging 8.0% per year ($2.4 billion to  
$5.2 billion) and medical services, averaging 4.5% per year ($2.0 billion to $3.1 billion)  
(Table 19).  

Non-government funding for private hospitals fluctuated over the decade with declines in 
some years when government funding for private hospitals increased significantly, and 
growth in other years—overall an average annual increase of 0.1% per year compared to an 
average annual increase of 4.5% per year for all funding (Tables 19 and 20). 

For the decade to 2005–06, total non-government funding of recurrent health expenditure 
grew, in real terms, by 3.9% ($16.6 billion to $24.3 billion) compared with 4.8% growth  
($48.4 billion to $77.3 billion) for total funding of recurrent health expenditure  
(Tables 19 and 20). 

In 2005–06, medications and dental services received the highest amounts of non-government 
funding for recurrent expenditure ($5.4 billion and $4.3 billion respectively) (Table 16).  
Other health practitioners received $2.3 billion.  
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Figure 6: Recurrent health expenditure, by area of expenditure and source of funds, current 
prices, 2005–06 
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3.2 Government sources of funds 
In 2005–06, government funding of total health expenditure was $58.9 billion (Table A3). The 
Australian Government contributed $37.2 billion (Table 22) which was 42.9% of total funding 
for health by all sources of funds (Table 13 and Figure 5). State, territory and local 
government sources provided 24.9%.  

Australian Government 
In 2005–06, the Australian Government provided 63.2% of total government health funding 
(calculated from Table 12).  

The Australian Government’s contribution to funding for health includes: 
• payments through DVA in respect of eligible veterans and their dependants 
• specific purpose payments (SPPs) to the states and territories for health purposes 
• direct expenditure by the Australian Government on health programs (such as Medicare 

and PBS) 
• rebates and subsidies under the Private Health Insurance Act 2007 and prior Acts 
• taxation expenditures. 

Table 22: Funding of total health expenditure by Australian Government, current prices, by type  
of expenditure, 1995–96 to 2005–06 ($ million) 

Year DVA
Grants to 

states 

Rebates of 
health insurance 

premiums(a)
Direct 

expenditure
Non-specific tax 

expenditure Total

1995–96 1,489 5,012 . . 10,255 91 16,847

1996–97 1,608 4,989 . . 10,644 113 17,354

1997–98 1,619 5,651 407 11,047 128 18,852

1998–99 1,904 6,201 963 11,801 145 21,015

1999–00 2,180 6,440 1,576 12,826 162 23,183

2000–01 2,371 6,996 2,031 14,278 173 25,849

2001–02 2,593 7,391 2,118 15,395 203 27,700

2002–03 2,836 8,095 2,306 16,498 225 29,960

2003–04 3,013 8,219 2,516 17,998 251 31,998

2004–05 3,162 8,840 2,827 20,435 290 35,554

2005–06 3,126 9,235 3,177 21,361 329 37,229

(a) Includes health insurance rebates claimed through the taxation system as well as rebates paid directly to health insurance funds  
which enable them to reduce premiums charged. 

Note: Components may not add to totals due to rounding. 

Source: AIHW health expenditure database. 

The Department of Veterans’ Affairs 
DVA funding of health is through its purchase of health goods and services on behalf of 
eligible veterans and their dependants. In 2005–06, its funding totalled $3,126 million  
(Table 23). Almost half of this (48.6%) was for hospitals (public hospital services and private 
hospitals). 
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Table 23: Department of Veterans’ Affairs health expenditure,  
current prices, by area of expenditure, 2005–06 

Area of expenditure 
Amount

($m) 
Proportion

(%) 

Public hospital services(a) 684 21.9 

Private hospitals 834 26.7 

Patient transport services 96 3.1 

Medical services 767 24.5 

Dental services 86 2.7 

Other health practitioners 132 4.2 

Community health 2 — 

Medications 468 15.0 

Aids and appliances 1 — 

Administration 55 1.8 

Research 2 0.1 

Total 3,126 100.0 

(a) Public hospital services excludes dental services, community health services, patient  
transport, public health and health research undertaken by the hospital. Can include  
services provided off the hospital site such as hospital in the home dialysis or other services. 

Source: AIHW health expenditure database. 

Grants to states and territories 
Most of the SPPs by the Australian Government to state and territory governments were 
provided under the Australian Health Care Agreements (AHCAs) between these two levels 
of government. The payments were primarily directed to expenditure on public hospital 
services in the states and territories. Another SPP that was regarded as funding of public 
hospitals were payments for highly specialised drugs. The 30% rebate on private health 
insurance was also included as funding by the Australian Government for public hospitals.  

The Australian Government also provides funding to the states and territories through the 
Public Health Outcome Funding Agreements (PHOFAs). The PHOFAs are bilateral funding 
agreements between the Australian Government and each state and territory. They provide 
broadbanded and specific purpose funding from the Australian Government to the states 
and territories for a range of public health programs. The current PHOFAs cover five years, 
from 2004–05 to 2008–09. 

Direct Australian Government expenditures 
The Australian Government also funds health programs such as Medicare, the PBS, public 
health, research, the Aboriginal community controlled health and substance use services, 
and health expenditure-related capital consumption and expenditure. In 2005–06, the 
Australian Government funded $21.4 billion of direct expenditure (Table 22). 

Rebates of health insurance contributions (30% rebate) 
There are two methods for claiming the 30% rebate on private health insurance premiums. 
The first involves a reduced premium being charged by the private health insurance fund 
(with a subsequent reimbursement to the fund by the Australian Government). The second is 
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where the private health insurance fund charges the full (non-rebated) premium and the 
person paying the full premium claims the 30% rebate directly from the Australian 
Government through the taxation system. This rebate was regarded as part of Australian 
Government expenditures from 1997–98 onwards.  

During 2005–06, the total value of the 30% rebate was $3.2 billion (Table 22). $3.0 billion was 
in the form of subsidies to private health insurance funds with the balance provided in the 
form of rebates to individuals through the taxation system. 

Non-specific tax expenditure 
The only tax expenditure included here is the medical expense tax rebate. This tax concession 
is the tax rebate of 20 cents in the dollar that can be claimed in respect of health expenditures 
that exceed a prescribed threshold. In 2005–06 that threshold was $1,500 per taxpayer. These 
expenditures cannot be allocated to any particular area(s) of health expenditure so are 
included ‘below the line’ in the health expenditure tables. In 2005–06, the total value of such 
tax expenditures was $329 million (Tables 22 and 50). 

State and territory governments and local government authorities 
State and territory governments are the main providers of publicly provided health goods 
and services in Australia. Those goods and services are financed by a combination of SPPs 
from the Australian Government, funding by the states and territories out of their own fiscal 
resources, and funding from non-government sources (usually in the form of user fees).  

In terms of the types of health goods and services funded by the states and territories and by 
local government authorities, spending on public hospital services dominates, accounting for 
66.8% ($12.4 billion) of recurrent funding provided by these government sources in 2005–06 
(calculated from Table A3). 

In real terms, funding for health by state, territory and local governments increased, by an 
average of 6.2% per year between 1995–96 and 2005–06. In comparison, Australian 
Government funding increased by 4.9% per year in this period (Table 21). 

3.3 Non-government funding 
Non-government funding was 32.2% ($28 billion) of total funding in 2005–06 (Table 24). In 
1997–98, non-government funding was 32.6%, a decrease of 1.6 percentage points from  
1996–97. The fall after 1996–97 was largely due to Australian Government subsidies for 
private health insurance. The effect of that subsidy is the benefits that paid for private health 
goods and services used by insured people became jointly funded by the Australian 
Government (through the contribution rebates) and the fund contributors. Since 2001–02,  
the non-government share has averaged around 33.0%. 

Most non-government funding for health goods and services in Australia comes from  
out-of-pocket payments by individuals. This includes situations where individuals meet the 
full cost of a service or good as well as where they share the funding of goods and services 
with third-party payers—for example, private health insurance funds or the Australian 
Government. Funding by individuals accounted for 53.9% ($15.1 billion) of estimated  
non-government funding of health goods and services during 2005–06 (calculated from  
Table 24). This was 17.4% of total funding of health expenditure. That proportion rose by  
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1.8 percentage points in the decade to 2005–06. Private health insurance funds provided  
7.2% of total funding of health expenditure ($6.3 billion) in 2005–06, down from 11.3% in 
1995–96. The remaining 7.6% ($6.6 billion) came from other non-government sources (mainly 
compulsory motor vehicle third-party and workers’ compensation insurers) (Table 24). 
Over the decade to 2005–06, non-government sector funding provided by private health 
insurance funds decreased 4 percentage points from 11% to 7%, funding by individuals 
increased by 2 percentage points from 15.6% to 17.4% and funding by other 
non-government sources increased by 1 percentage point (Table 24). 

The decrease in funding by private health insurance reflected the 30% rebate for private 
health insurance from the Australian Government. Private health insurance benefits that 
were previously funded almost entirely by private health insurance premiums were instead 
funded 30% by the Australian Government. In 2005–06, 4% of total health expenditure was 
funded by the Australian Government’s 30% rebate and 7% was funded through private 
health insurance (calculated from Table A3). 

Table 24: Non-government sector funding of total health expenditure, by source of funds, current 
prices, 1995–96 to 2005–06 

Health 
insurance funds(a) 

 
Individuals(b) 

Other  
non-government(c) 

 All non-government 
sources(a)(b) 

Year 
Amount 

($m) 
Proportion 

(%)  
Amount 

($m)
Proportion 

(%)
Amount 

($m)
Proportion 

(%)  
Amount 

($m) 
Proportion 

(%)
1995–96 4,426 11.3  6,088 15.6 2,649 6.8  13,162 33.7

1996–97 4,700 11.2  6,910 16.4 2,795 6.6  14,405 34.2

1997–98 4,271 9.5  7,322 16.3 3,025 6.8  14,618 32.6

1998–99 3,855 7.9  8,338 17.2 3,774 7.8  15,968 32.9

1999–00 3,601 6.9  8,777 16.7 3,912 7.5  16,290 31.1

2000–01 4,123 7.1  10,511 18.0 4,237 7.3  18,871 32.4

2001–02 5,075 8.0  11,506 18.1 4,603 7.3  21,184 33.4

2002–03 5,415 7.9  11,932 17.3 5,112 7.4  22,460 32.6

2003–04(d) 5,790 7.8  12,861 17.4 5,535 7.5  24,186 32.7

2004–05 6,038 7.4  14,019 17.3 6,176 7.6  26,233 32.3

2005–06 6,284 7.2   15,086 17.4  6,634 7.6   28,004 32.2

(a) Funding by the Australian Government and private health insurance funds has been adjusted for the private health insurance rebate. 

(b) Adjusted for non-specific tax expenditures. 

(c) All non-government sector capital expenditure is included here, as the details of funding of non-government capital expenditure is not 
known. If funding was known, this capital expenditure would be spread across all funding columns. 

(d) Due to changes in methods, care must be taken comparing 2002–03 to 2003–04 (see section 7.3 in the Technical notes for further 
information). 

Note: Components may not add to totals due to rounding. 

Source: AIHW health expenditure database.  
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Individuals 
Real growth in expenditure by individuals between 1995–96 and 2005–06 was 6.0% per year, 
0.9 percentage points above the real growth in total health expenditure (5.1%)  
(Tables 1 and 25). 

Table 25: Non-government sector funding of total health expenditure, by source of funds, constant 
prices(a), and annual growth rates, 1995–96 to 2005–06 

 
Private health 

insurance funds(b)  Individuals(c) 
Other  

non-government(d)  
All non-government 

sources(b)(c) 

Year 
Amount 

($m) 
Growth 

(%)  
Amount 

($m)
Growth 

(%)
Amount 

($m)
Growth 

(%)  
Amount 

($m) 
Growth 

(%)
1995–96 5,933 . .  8,115 . . 3,362 . .  17,411 . .

1996–97 6,162 3.9  9,018 11.1 3,497 4.0  18,677 7.3

1997–98 5,473 –11.2  9,232 2.4 3,738 6.9  18,443 –1.3

1998–99 4,808 –12.1  10,302 11.6 4,537 21.4  19,647 6.5

1999–00 4,376 –9.0  10,556 2.5 4,633 2.1  19,565 –0.4

2000–01 4,918 12.4  12,155 15.1 4,842 4.5  21,916 12.0

2001–02 5,726 16.4  12,861 5.8 5,052 4.3  23,638 7.9

2002–03 5,880 2.7  12,924 0.5 5,446 7.8  24,251 2.6

2003–04(e) 6,044 2.8  13,410 3.8 5,756 5.7  25,210 4.0

2004–05 6,038 –0.1  14,019 4.5 6,176 7.3  26,233 4.1

2005–06 6,022 –0.3   14,558 3.8  6,402 3.7   26,982 2.9

Average annual growth rate 

1995–96 to 1997–98 –4.0  6.7 5.4   2.9

1997–98 to 2002–03 1.4  7.0 7.8   5.6

1995–96 to 2005–06 0.1  6.0 6.7   4.5

(a) Constant price health expenditure for 1995–96 to 2005–06 is expressed in terms of 2004–05 prices. 

(b) Funding by the Australian Government and private health insurance funds has been adjusted for the private health insurance rebate. 

(c) Adjusted for non-specific tax expenditures. 

(d) All non-government sector capital expenditure is included here, as the details of funding of non-government capital expenditure is not 
known. If funding was known, this capital expenditure would be spread across all funding columns. 

(e) Due to changes in methods, care must be taken comparing 2002–03 to 2003–04 (see section 7.3 in the Technical notes for further 
information). 

Note: Components may not add to totals due to rounding. 

Source: AIHW health expenditure database.  

In 2005–06, of the estimated $15.4 billion out-of-pocket recurrent expenditure by individuals 
on health goods and services (Figure 7): 
• 34.2% was spent on medications  

– 8.0% on PBS and RPBS patient contributions  
– 26.2% on other medications (see Table 65 for a detailed definition) 

• 23.2% on dental services 
• 13.4% on aids and appliances  
• 11.3% on medical services 
• 10.7% on other health practitioners (such as physiotherapists, chiropractors and 

podiatrists, see Table 65 for full list). 
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Public hospital 
services(b)

2.5%

Public health
0.3%

Benefit-paid 
pharmaceuticals

8.0%

All other medications
26.2%

Aids and appliances
13.4%

Other health 
practitioners

10.7%

Patient transport 
services

1.4%

Private hospitals
1.8%

Medical services
11.3%

Dental services
23.2%

Community health 
and other(c)

 1.1%

Total funding: $15,415 million(a)

 

(a) Individuals’ expenditure not adjusted for non-specific tax expenditures.  

(b)     Public hospital services excludes dental services, community health services, patient transport services, public health and health 
research undertaken by the hospital. Can include services provided off the hospital site such as hospital in the home dialysis or  
other services. 

(c) ‘Other’ refers to other non-institutional health services n.e.c. 

Source: Table A3. 

Figure 7: Individuals’ funding(a) of recurrent health expenditure, by area of expenditure, 
current prices, 2005–06 

 

In real terms, average out-of-pocket health expenditure per person grew by 4.8% per year 
from 1995–96 to 2005–06 (Table 26). Over this period, benefit-paid pharmaceuticals had a real 
growth of 8.1% per year compared to all other medications (6.5%). In contrast, average per 
person out-of-pocket expenditure on medical services grew at just 3.0% per year. 
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Private health insurance 
Funding by private health insurance is chiefly directed towards private hospitals. During 
2005–06, private hospitals received 48.6% ($3.1 billion) of the $6.3 billion in funding provided 
by health insurance funds (Figure 8 and Table 27). Other major areas of expenditure that 
received funding were dental services (12.1% or $760 million), administration (10.2% or  
$639 million) and medical services (10.1% or $636 million). The funding for medical services 
includes some of the cost of in-hospital medical services which are provided to private 
admitted patients in hospitals. Patient transport services and medications received the least 
funding from health insurance funds in 2005–06 ($92 million and $47 million respectively) 
(Table 27). 

 

Administration
10.2%

Private hospitals
48.6%

Public hospital 
services(a)

6.5%

Other health 
practitioners

6.1%

Dental services
12.1%

Medical services
10.1%

Other health(b)

6.4%

Total funding: $6,284 million

 
(a)  Public hospital services excludes expenditure on dental services, community health services, patient transport services,  

public health and health research undertaken by the hospital. Can include services provided off the hospital site such as  
hospital in the home dialysis or other services. 

Source: Table 27. 

Figure 8: Funding of recurrent health expenditure through private health insurance funds,  
by area of expenditure, current prices, 2005–06 

 
General benefits and administration 
Gross health benefits paid through the health insurance funds in 2005–06 amounted to  
$8,499 million—up $526 million from $7,973 million in 2004–05 and up $1,044 million since 
2003–04 (Table 27). A further $962 million was used to fund administration during 2005–06; 
this showed a steady increase from $852 million in 2003–04 and $892 million in 2004–05. The 
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premium rebates paid by the Australian Government through the tax system or directly to 
private health insurance funds increased from $2,256 million in 2003–04 to $2,854 million in 
2005–06.  
The reserves of the health insurance funds overall continued to increase in 2005–06, with the 
operating profit before abnormals and extraordinary items rising from $447 million in  
2003–04 to $984 million in 2005–06 (Table 28).  
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Table 28: Health insurance funds reported expenses and revenues, current prices,  
2003–04 to 2005–06 ($ million) 

Operating expenses and revenue of funds 2003–04 2004–05 2005–06 

Expenses  

Total cost of benefits(a) 7,525 8,238 8,753 

State levies (patient transport services) 105 110 113 

Management expenses 852 892 962 

Total expenses (not including provision 
adjustments) 8,482 9,240 9,828 

Revenue  

Contributions income 8,637 9,384 10,261 

Other revenue 296 373 446 

Total revenue 8,932 9,757 10,706 

Operating profit (loss) before abnormals  
and extraordinary items 447 626 984 

(a) Includes adjustment to provisions for outstanding claims. 

Note: Components may not add to totals due to rounding. 

Sources: PHIACs, 2004 to 2006. 

Table 29: Expenditure on health goods and services and administration funded through  
private health insurance funds, constant prices(a), and annual growth rates, 1995–96 to 2005–06  

Gross payments 
through health 

insurance funds  

Reimbursement 
through reduced 
premium fees by 

funds 
Rebates through 
taxation system 

Net payments from 
health insurance fund 

resources(b) 

Year 
Amount 

($m) 
Growth 

(%)  
Amount 

($m)
Growth 

(%)
Amount 

($m)
Growth 

(%)
Amount 

($m) 
Growth 

(%)
1995–96 5,933 . .  . . . . . . . . 5,933 . .
1996–97 6,162 3.9  . . . . . . . . 6,162 3.9
1997–98 5,995 –2.7  319 . . 203 . . 5,473 –11.2
1998–99 6,010 0.3  979 206.8 223 10.1 4,808 –12.1
1999–00 6,289 4.6  1,681 71.8 232 3.9 4,376 –9.0
2000–01 7,340 16.7  2,213 31.6 209 –10.0 4,918 12.4
2001–02 8,115 10.6  2,196 –0.8 193 –7.4 5,726 16.4
2002–03 8,385 3.3  2,331 6.2 173 –10.4 5,880 2.7
2003–04 8,671 3.4  2,465 5.7 162 –6.6 6,044 2.8
2004–05 8,865 2.2  2,672 8.4 155 –4.1 6,038 –0.1
2005–06 9,066 2.3   2,888 8.1  156 0.7  6,022 –0.3

Average annual growth rate   

1995–96 to 1997–98 0.5  . . . .  –4.0

1997–98 to 2002–03 6.9  48.9 –3.1  1.4

1995–96 to 2005–06 4.3  . . . .  0.1

(a) Constant price health expenditure for 1995–96 to 2005–06 is expressed in terms of 2004–05 prices. 

(b) Is equal to the gross payments through health insurance funds less the sum of the reimbursement through reduced premiums and the 
rebates claimed through the taxation system. 

Note: Components may not add to totals due to rounding. 

Source: AIHW health expenditure database. 
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After the introduction of the Australian Government Private Health Insurance Incentives 
Scheme subsidy in 1997 there was a sharp drop in net funding by health insurance funds in 
each year up to 1999–00, followed by an increase after the introduction of the lifetime health 
cover arrangements in the September quarter of 2000. Net expenditure in real terms rose 
from $5,726 million in 2001–02 to $6,044 million in 2003–04. It then dropped to $6,022 million 
in 2005–06 which the private health insurance rebates rose to a high of $2,888 million in that 
year (Table 29 and Figure 9).  

The government rebates for private health insurance are assumed to impact on funding of 
health in the year in which the rebates are paid. Thus the build-up in reserves due to the 
operating profit of $984 million in 2005–06 (Table 28) is effectively paid for entirely out of 
health insurance fund resources and not from government rebates. This is the reason for the 
fall in net payments in 2005–06 from health insurance fund resources for health services of 
0.3% (Table 29). 

In 2005–06, it was estimated that health insurance funds spent on average $684 per person 
covered on health (in 2004–05 prices). Fund contributors in South Australia on average 
attracted the highest amount per person covered ($772) while people in the Northern 
Territory attracted the least per person covered ($367). When comparing average annual 
growth rates in constant prices over the period 1996–97 to 2005–06, all states and territories 
recorded reductions in the amount spent through health insurance. Fund contributors in the 
Northern Territory had the greatest decline in their per person expenditure of 4.9% per year 
(Table 30).  

Table 30: Average health expenditure funded by health insurance per person(a) covered, constant 
prices(b), by state and territory(c), 1996–97 to 2005–06 ($) 

Year 
NSW & 
ACT(c) Vic Qld WA SA Tas NT Australia 

1996–97 1,005 1,030 1,013 952 1,190 1,008 580 1,019 

1997–98 921 951 936 888 1,078 903 525 936 

1998–99 824 845 846 811 968 800 499 840 

1999–00 635 679 672 684 775 646 399 667 

2000–01 547 540 579 581 650 614 344 563 

2001–02 631 628 685 676 765 707 419 655 

2002–03 638 662 722 689 794 725 373 677 

2003–04 666 681 751 699 795 753 392 698 

2004–05 665 677 748 693 785 723 368 694 

2005–06 649 684 733 664 772 729 367 684 

Average annual growth rate 

1996–97 to 1997–98 –8.4 –7.7 –7.6 –6.8 –9.4 –10.4 –9.4 –8.1 

1997–98 to 2002–03 –7.1 –7.0 –5.0 –5.0 –5.9 –4.3 –6.6 –6.3 

1996–97 to 2005–06 –4.8 –4.5 –3.5 –3.9 –4.7 –3.5 –4.9 –4.3 

(a) Based on persons registered with health insurance funds in each state and territory. 

(b) Constant price health expenditure for 1996–97 to 2005–06 is expressed in terms of 2004–05 prices. 

(c) Health insurance funding for ACT and NSW residents cannot be reliably separated so are presented as combined. 

Source: AIHW health expenditure database. 
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(a) Constant price health expenditure for 1995–96 to 2005–06 is expressed in terms of 2004–05 prices. 

Note: Up to 1996–97 there was no government subsidy for health insurance premiums so gross payments through the funds equalled  
net payments from health insurance funds’ resources. 

Source: Table 29. 

Figure 9: Funding of recurrent health expenditure through private health insurance, constant 
prices(a), 1995–96 to 2005–06 

 

People with private health insurance cover typically incur some level of out-of-pocket 
expenditure. In 2005–06, the proportion of the total cost of a hospital service (whether it was 
a private patient service in a public hospital or a private hospital), that was paid by patients 
with hospital cover was highest for those in the younger age groups and lowest for those in 
the older age groups (Figure 10). For patients aged 0–14 years the average proportion paid 
per person was 14.7% and this dropped to 6.5% for those aged 85 years or more.  

The proportion of the total cost of an ancillary service that was paid by patients with 
ancillary cover was higher than for hospital services—around half the total cost depending 
on the age of the patient (Figure 11). In contrast to the proportion paid for hospital services, 
the proportion of the cost of ancillary services increased with the age of the patient.  
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For patients aged 0–14 years the average proportion paid per person was 44.5% and this 
increased to 59.0% for patients aged 85 years or more.  
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Source: PHIAC 2007. 

Figure 10: Hospital benefits paid and out-of-pocket expenditure, per person with private 
health insurance hospital cover, by age group, current prices, 2005–06 
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Source: PHIAC 2007. 

Figure 11: Ancillary benefits paid and out-of-pocket expenditure, per person with private 
health insurance ancillary cover, by age group, current prices, 2005–06 



 

 46

In 2005–06 the total cost of a service increased as the age of the patient increased. For 
example, the average fee charged for a hospital service to patients with hospital cover was 
$142 for a patient aged 0–14 years and $3,691 for a patient aged 85 years or more (Table 31). 
At the same time, the proportion of the total cost of a hospital service that was paid by 
patients with hospital cover decreased as their age increased—for patients aged 0–14 years 
the average proportion paid per person was 14.7% and this decreased to 6.5% for patients 
aged 85 years or more (Figure 10). However, because of the increase in hospital service costs 
for older patients, the out-of-pocket costs paid by persons aged 45 years or more with 
hospital cover were higher than for those aged less than 45 years. For example, average  
out-of-pocket costs for hospital services paid by patients with hospital cover were  
$21 per person for those aged 0–14 years and $239 for persons aged 85 years or more with 
hospital cover (Table 31).  

The average out-of-pocket costs paid for hospital services by females aged between 15 and  
64 years with private health insurance were higher than those paid by males in the same age 
groups with similar types of insurance cover. For the older age groups (65 years or more) 
out-of-pocket expenditures paid by males were higher than for females. Out-of-pocket costs 
paid by females ranged from $18 per person with insurance in the 0–14 years age group to 
$218 for those aged 85 years or more ($23 and $296 per person respectively for males)  
(Table 31).  

The greatest difference between the sexes in out-of-pocket expenditure on hospital services 
for patients with hospital cover was in the age category 20–44 years. Females in this category 
spent, on average, more than twice the rate of males ($113 and $50 respectively). This reflects 
the higher outlays on hospital services faced by women in their child-bearing years.  

The average per person out-of-pocket expenditure for ancillary services paid by female 
patients with ancillary cover was higher than that paid by their male counterparts at all ages 
except the 85 years and over age group. The difference was greatest in the age category  
45–64 years, with an average per person amount paid for an ancillary service by male 
patients of $331 and by female patients of $440. The average amount paid for ancillary 
services by females with ancillary cover ranged from $118 per person in the 0–14 years age 
group to $440 for those aged 45–64 years, after which it decreased to $380 for those aged  
85 years or more. For ancillary services for male patients with ancillary cover, out-of pocket 
expenditure increased with age, ranging from $103 per person in the 0–14 years age group to 
$405 for those aged 85 years or more (Table 31). 
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Table 31: Fees charged, benefits paid and out-of-pocket expenditure, per person with private health 
insurance hospital cover and/or ancillary cover, by age group and sex, current prices, 2005–06 ($) 

Age group  
0–14 15–19 20–44 45–64 65–84 85+ 

      

 Hospital benefits paid, fees charged and out-of pocket expenditure 

Males       

Out of pocket 23 33 50 109 273 296 

Benefits paid 132 154 220 700 2,475 3,748 

Fees charged 155 188 270 809 2,748 4,044 

Females       

Out of pocket 18 36 113 115 211 218 

Benefits paid 111 180 623 710 2,121 3,345 

Fees charged 129 216 735 825 2,332 3,564 

All persons       

Out of pocket 21 35 83 112 240 239 

Benefits paid 122 167 434 705 2,286 3,452 

Fees charged 142 201 517 817 2,526 3,691 

       

 Ancillary benefits paid, fees charged and out-of pocket expenditure 

Males       

Out of pocket 103 155 186 331 396 405 

Benefits paid 132 182 191 309 347 286 

Fees charged 235 337 377 641 743 691 

Females       

Out of pocket 118 189 261 440 423 380 

Benefits paid 142 215 263 398 376 262 

Fees charged 260 405 524 839 799 642 

All persons       

Out of pocket 110 172 226 387 410 387 

Benefits paid 137 198 230 355 362 269 

Fees charged 247 370 456 742 772 655 

Source: PHIAC 2007. 

Injury compensation insurers 
In 2005–06, injury compensation insurers funded $1,935 million of expenditure on health 
goods and services—$1,206 million by workers’ compensation insurers and $729 million by 
motor vehicle third-party insurers (AIHW health expenditure database). 

Over the period 1995–96 to 2005–06, expenditure by workers’ compensation insurers rose on 
average by 2.3% per year while the annual increase over this decade was 4.3% for motor 
vehicle third-party insurers (Table 32).  

Expenditure on health funded by workers’ compensation and motor vehicle third-party 
insurers is included in the ‘other non-government’ source of funds category in the main 
health expenditure tables.  
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Table 32: Expenditure by injury compensation insurers, constant prices(a), and annual growth rates, 
1995–96 to 2005–06  

Workers’ compensation 
insurers  

Motor vehicle accident  
third-party insurers  

Total injury 
compensation insurers 

Year Amount ($m) Growth (%)  Amount ($m) Growth (%)  Amount ($m) Growth (%)

1995–96 911 . .  459 . . 1,370 . .

1996–97 915 0.5  516 12.4 1,431 4.5

1997–98 906 –1.1  495 –4.1 1,401 –2.2

1998–99 977 7.9  575 16.2 1,552 10.8

1999–00 995 1.9  581 1.0 1,576 1.6

2000–01 996 0.1  535 –7.8 1,532 –2.8

2001–02 1,007 1.1  682 27.3 1,689 10.3

2002–03 1,085 7.8  690 1.2 1,776 5.1

2003–04 1,156 6.5  630 –8.8 1,786 0.6

2004–05 1,126 –2.6  706 12.1 1,832 2.6

2005–06 1,148 1.9  697 –1.2 1,845 0.7

Average annual growth rate   

1995–96 to 1997–98 –0.3  3.8  1.1

1997–98 to 2002–03 3.7  6.9  4.9

1995–96 to 2005–06 2.3  4.3  3.0

(a) Constant price health expenditure for 1995–96 to 2005–06 is expressed in terms of 2004–05 prices. 

Note: Components may not add to totals due to rounding. 

Source: AIHW health expenditure database. 




