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Market Price $2.52

Market Cap $7b

Medibank Private Limited is Australia’s largest 

Health insurer with 3.8 million members giving 

it 29.1% of the market. Established in 1975 

by the Whitlam government as a public not for 

profit organisation, it evolved by 2009 into a fully 

commercialised government business enterprise, 

paying tax and dividends. It was finally privatised 

by the Abbott government, listing on the ASX in 

late November 2014. Since then the share price 

has endured peaks and troughs, with the general 

trend being an overall increase. 

Medibank has acquired several companies over 

the last two decades, however the company 

operates under only two brands, Medibank and 

AHM: 

Medibank is the premier product, offering 

comprehensive private health cover for individuals 

and families. Customers have the option of 

choosing standalone hospital cover, extras, 

or combinations of both which are offered in 

packages. Extras available include other healthcare 

services such as dental, optical and physiotherapy. 

Other benefits of this full-service offering include 

a 24/7 health advice line and a mobile app for 

smartphones. More recent developments include 

various loyalty programs where participants 

are able to gain points via fruit and vegetable 

purchases at Coles and fitness activities recorded 

through Fitbit devices. 

AHM is a more budget-friendly, no frills option 

offering basic cover for essentials, to “maximise 

value and cut out waste”. Core benefits of AHM 

are straightforwardness, ease and transparency in 

terms of making claims, reviewing patient usage 

and changing products.  A core objective of AHM 

is “to cut out complexity” for its customers.

Peripheral Products 

In addition to the primary product offering of health 

insurance, Medibank Private also offers travel, 

life, pet and income continuance insurance as a 

result of the acquisition of other insurers. Health 

insurance is also offered for overseas students as 

standalone hospital cover. It is a legal requirement 

for overseas students coming to Australia that 

they purchase health insurance. 

Negative Attention 

A report released in April this year forecast, 

hundreds of thousands of Australians would be 

leaving private health care altogether. This was in 

response to the government announcement that 

premiums would be elevated more than triple the 

rate of inflation. In practice, some of Medibank’s 

policy premiums did, in fact, increase even more 

than that. 

In 2015 the government announced the first 

step in an attempt to tackle the increasing fees, 

and several other factors that were identified as 

risks to the sustainability of the current industry, 

including an ageing population, growth in chronic 

diseases, increasing patient expectations about 

access to services and the number and range of 

health services provided.

A recent survey of the health insurance industry 

revealed that a key hurdle for private health 

insurance to overcome is its negative reputation. 

Namely, the public perception that the industry 

makes huge profits while providing cover with 

large gaps. 

New CEO, Craig Drummond reported that he would 

improve value for customers. He also promised to 

restore the brand and volumes. As a result of this, 

broker research predicts continued high margins 

and high growth, as well as potentially increasing 

benefits to customers. Mr Drummond stated in an 

interview that the health care industry as it stands 

now, is unsustainable and is requiring overhaul.

According to broker research, the problem is 

Medibank lost 59,400 customers in FY16. A 

company specific concern for MPL has been 

policyholder leakage and slowing new business – 

a 2.5% reduction at group level in FY16, but higher 

for the Medibank brand at 3.8%. ”Momentum 



Leyland Private Asset Management   ABN 75 081 890 799    AFS Licence 223419

Level 11, 14 Martin Place, Sydney NSW 2000 Australia  Ph: +612 9226 7555 

Level 3, 20 Collins Street (GPO Box 2724) Melbourne VIC 3000  Australia   Ph: +613 9235 1222   Fax: +613 9235 1299 

Email: enquiries@leyland.com.au   |  www.leyland.com.au

5.

M
A

R
K

E
T

 
U

P
D

A
T

E

hasn’t materially accelerated in 2H”, was the new 

CEO’s sobering assessment of the challenges. 

The overview provided under “initial impressions” 

at the briefing on customer “pain points”, service, 

technology and operational delivery portends a 

significant transformational program over the next 

couple of years.  This has clouded the outlook, 

particularly the implications for costs and we 

expect to see ongoing growth pressure and lower 

margins into FY17E. 

A Growing Sector

Despite this, there is no denying that health 

insurance is a huge and growing industry in 

Australia. According to statistics obtained from 

the government website, “As at 30 June 2015, 

11.3 million Australians were covered by hospital 

treatment cover (47.4% of the population) and 

13.3 million Australians had some form of general 

treatment cover (55.8% of the population). In 

2014-15 the Australian Government spent $5.8 

billion on the Private Health Insurance Rebate.”

Medibank’s top competitors include HCF, Bupa 

and NIB, the last of which is also listed on the 

ASX. While NIB (ASX Code: NHF) has enjoyed a 

steadier increase in price, the MPL shares appear 

better value on PE and metrics, as depicted below: 

The future for private Health Insurance

There will undisputedly be change in the 

industry, as population demographics change 

and government consultations crack down on 

potentially exploitative policies from insurers. The 

sector itself continues to grow and for individual 

funds it is a question of whether or not they can 

adapt to the increasing demands and change in 

population demographics. 

� � � � � �

Broker Consensus Estimates� � � 	 
 � � �  � 	 � � � � 	 � � � � � � � 	 � � � � � � � � � �
Strong Buy 1

Moderate Buy 1

Hold 2

Moderate Sell

Strong Sell

ProspectFcst

 0 1 2 3 4 5 6 7 8 9 10

Number of Analysts� � � 	 � � �  	 � � ! 
 � � �  � 	 �
Morningstar Australasia, Bell Potter, Ord Minnett 



Leyland Private Asset Management   ABN 75 081 890 799    AFS Licence 223419

Level 11, 14 Martin Place, Sydney NSW 2000 Australia  Ph: +612 9226 7555 

Level 3, 20 Collins Street (GPO Box 2724) Melbourne VIC 3000  Australia   Ph: +613 9235 1222   Fax: +613 9235 1299 

Email: enquiries@leyland.com.au   |  www.leyland.com.au

6.

M
A

R
K

E
T

 
U

P
D

A
T

E

� � � � � �
Forecast Earnings Trends

 30-06-17 30-06-18

 EPS (cents) PE Growth EPS (cents) PE Growth

Median 15.6 16.1 3.0% 16.6 15.2 6.3%

High 16.0 15.8 5.5% 17.0 14.8 6.6%

Low 15.3 16.4 1.1% 16.1 15.7 4.8%

Some financial analysts suggest that the future for Medibank includes further acquisitions, as its market 

value is around $7 billion. However, such acquisitions are unlikely to occur before the government’s reforms 

have taken place. This could impact upon Medibank’s strategy and performance.

The forecast appears sound and most brokers recommend to buy, or at least hold. However, due to brand 

deterioration and the disillusionment of many customers, we still believe that the current price of Medibank 

is too expensive.


