UNIVERSITY OF CAPE TOWN

DISSERTATION SUBMITTED IN FULL FULFILMENT OF THE
REQUIREMENTS FOR THE DEGREE OF MASTER OF
PHILOSOPHY IN ACTUARIAL SCIENCE

Analysing the structure and nature

of medical scheme benefit design in

South Africa

Author: Student Number:
Josh Tana Kaplan KPLJOS002

30th November 2015



The copyright of this thesis vests in the author. No
guotation from it or information derived from it is to be
published without full acknowledgement of the source.
The thesis is to be used for private study or non-
commercial research purposes only.

Published by the University of Cape Town (UCT) in terms
of the non-exclusive license granted to UCT by the author.



Abstract

This dissertation intends to shed light on open-membership medical scheme benefit
design in South Africa. This will be done by analysing the benefit design of 118 be-
nefit options, so as to provide an overview of the structure and nature of the benefit
offerings available in the market in 2014. In addition, affordability of these benefit
options was analysed in order to identify whether or not there exist connections
between the benefits on offer and the price of cover. This paper will argue that
at present, the large number of benefit options available in the market, the lack
of standardisation between benefit options, together with the mosaic of confusing
terminology employed in scheme brochures, creates a highly complex environment
that hampers consumer decision making. However, this implicit complexity was
found to be necessary owing to the incomplete regulatory environment surrounding
medical schemes. The findings of this investigation show that benefit design re-
quires significant attention in order to facilitate equitable access to cover in South
Africa.

Keywords: South Africa, healthcare, medical scheme, benefit options, benefit design,

affordability.
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1 Introduction

South Africa has a dual healthcare system comprised of a strong private sector and
relatively weak public sector (Econex, 2013). The private sector is primarily financed
through private health insurance. In South Africa, private health insurance is split into
two classes of product: medical schemes (governed under the Medical Schemes Act, No.
131 of 1998) and health insurance (governed under the Long and Short-term Insurance
Acts of 1998) (Fish and Ramjee, 2007). Medical schemes reimburse their members for
actual expenditure on health (known as indemnity business), whereas health insurance
may not indemnify policyholders against actual medical expenses- they must offer a sum
assured defined in advance of any healthcare provision and may not directly reimburse
healthcare providers (McLeod and Ramjee, 2007).

Medical schemes are the primary private health-financing mechanism and operate on
a not-for-profit basis and are essentially mutual societies (McLeod and Ramjee, 2007).
The schemes are, however, surrounded by for-profit entities who administer, market and
provide managed care, consulting and advisory services (McLeod and Ramjee, 2007).
Each medical scheme will have a number of product offerings that they market to con-
sumers, known as benefit options. These benefit options differ in design, both between
medical schemes and within each medical scheme. According to McLeod and Ramjee
(2007), benefit design influences three, sometimes conflicting functions for a medical

scheme:
e The marketability and competitiveness of the scheme;
e The extent of risk pooling within a scheme; and
e The manner in which benefits are rationed and delivered.

This paper will focus on the medical scheme component of private coverage and

will aim to provide a snapshot of the structure and nature of benefit design in open-



membership! medical schemes (hereafter referred to as open schemes) in 2014.

The most recent regulatory change impacting on benefit design together with research
into benefit design took place over a decade ago. The consequent lack of research in
this particular segment of the open scheme environment provided the central motivation
for this dissertation. The Council for Medical Scheme’s mandate to maximise access
to good quality medical scheme cover, together with their focus on protecting the best
interests of the consumer provided the incentive for the analysis to be performed from
the perspective of a prospective medical scheme member (Council for Medical Schemes,
2014f). The benefit design of 118 benefit options (out of a possible 172) available in the

open scheme market were analysed, with the aim of answering the following questions:

e What common benefit design elements can be observed in the medical scheme

market?;

e Do differences exist in the benefits offered by the various plan types and if so, in

what way?;

e Can observable and significant differences be seen in the characteristics of the mem-

bers who have joined the various plan types?;
e What alternatives do prospective members face in choosing a benefit option?;

e How does the structure of benefit design relate to affordability and the price of

cover?

An overview of the South African healthcare and medical scheme environments and
the challenges they are currently facing is explored in the first section. Literature is then
presented on the impact of regulation on benefit design, the tools available to medical
schemes to manage benefit design as well as common elements of benefit design. The

Methodology section explores the assumptions used and explains the process of how the

Open-membership schemes are schemes that are obliged to accept anyone who wishes to become a
member at standard rates; Restricted-membership schemes may choose to restrict membership if attached

to a larger employer, union or other defined group (McLeod and Ramjee, 2007)



model for analysing benefit design and affordability was established, constructed and
tested. An in depth analysis of the results is then carried out, followed by a discussion
and contextualisation of the key findings. The remaining sections explore the limitations
of this dissertation together with conclusions reached with the ultimate goal of forming

recommendations for the industry and highlighting further areas for research.



2 Health System Overview

South Africa’s dual healthcare system is characterised by extreme inequalities in the
allocation of financial and human resources with the private sector being considerably
better resourced, well developed, resource intensive and highly specialised (McLeod and
Grobler, 2010). According to McLeod and Grobler (2010), prior to 1994 these inequalities
were a consequence of the political climate, but now they reflect the differences that exist
between the social, economic and educational status of the populations they serve. A
recent report by Econex (2013) estimates that the private sector held 37% of general
practitioners (GPs), 59% of specialists, 38% of nurses, 35% of hospitals and 28% of
hospital beds in 2013 - despite the fact that only around 28% of the population are
receiving some form of privately delivered care. Additionally, the most recent Council for
Medical Schemes? Annual Report (2014), states that only around 8.8 million beneficiaries
are covered by medical schemes which represents 16.6% of the total population; 55.2% of
these beneficiaries are in open schemes (Council for Medical Schemes, 2014c).

These inequalities are exacerbated by the fact that South Africans spend a dispropor-
tionate amount of money in the private sector relative to the size of the population the
private sector serves (4.3% of GDP spent on the private sector and 4% of GDP spent on
the public sector (Day and Gray, 2014)). In addition, over the last few decades the gap
between per-capita spending on medical scheme members and public-sector spending has
been rising substantially. In 1996, medical scheme spending per-capita was about triple
that of public sector spending per-capita and by 2004, the gap had grown to more than
seven times (Ataguba and Akazili, 2010). Whilst these statistics appear to illustrate that
medical schemes are providing more generous benefits than the public sector they do not
take account of utilisation in each sector (amongst other factors), which might provide a
possible explanation for the higher level of per-capita expenditure in the private sector.

McLeod and Grobler (2010) state that the total expenditure on healthcare is relatively

2The Council for Medical Schemes is the statutory body established by the Medical Schemes Act, 131
of 1998, to provide regulatory supervision of private health financing through medical schemes (Council

For Medical Schemes, 2014a)
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high compared to other countries and that “the key challenge facing healthcare in South
Africa is not a lack of resources but the need to use existing resources more efficiently
and equitably” (McLeod and Grobler, 2010:2).

Prior to the implementation of the Medical Schemes Act in 2000, medical schemes
in South Africa were able to manage their risk by applying traditional insurance under-
writing principles to avoid, exclude or price for risk, i.e. they were allowed to ‘risk rate’
potential members. This meant that contribution rates could be charged that matched
the risk profile of the potential member. This resulted in the elimination of existing cross-
subsidies between the young and old and between the healthy and sick and made medical
scheme cover largely unaffordable to those who needed it most (Doherty and McLeod,
2002). Age rating, underwriting loadings and discounts allowed schemes to price the risk
that they did accept accurately. Doherty and McLeod (2002) state that with risk-rating,
“high-risk members-typically the elderly or chronically ill-had their contributions loaded,
were given life-long exclusions for pre-existing conditions or were denied membership
completely” (Doherty and McLeod, 2002:2). This system was seen to be inequitable and
contrary to the principles of social solidarity® that the South African health system was
moving towards.

The Medical Schemes Act 131 of 1998, was introduced to facilitate and promote
equitable access to privately funded healthcare through the expansion of coverage and
the benefits on offer (Theophanides et al., 2012). The Act is founded on social solid-

arity principles which encompasses open-enrolment, community-rating and prescribed

3“Mutuality is the normal form of commercial insurance. Applicants contribute to the pool through
a premium that relates to their particular risk at the time of the application, perceived as well as it can
be at that time on the basis of all the facts that are available and relevant. The pooled funds then pay
those insured who suffer losses in accordance with the scale of their losses. Solidarity is a concept that
has some similarity to mutuality, but also a profound difference. The similarity is that losses are paid
according to need, and the difference is that contributions are made not in accordance with the risks that
each applicant brings in with him, but perhaps according to ability to pay, or just equally. Solidarity is

the basis of what goes under a social insurance or national insurance” (Wilkie, 1997:4)
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minimum benefits (PMBs)? (Fish and Ramjee, 2007).

Open enrolment and community-rating ensure that open schemes are obliged to accept
anyone who wishes to become a member at standard rates and that schemes cannot charge
differential contribution rates on the basis of members’ risk profiles, whilst PMBs ensure
that each member has access to a defined minimum level of cover (McLeod (2005) ;
McLeod and Ramjee (2007)). Doherty and McLeod (2002) comment on this issue and
state that whilst PMBs and open enrolment might raise the costs of cover for younger
individuals, the intention of the Act was that the collective efforts of “opening up schemes
to a large low-income market, creating larger risk pools and applying pressure to compete
on the basis of efficiency, would bring down the costs of cover for most members” (Doherty
and McLeod, 2002:3). Despite the intentions of the Act to facilitate equitable access to
cover, the move to solidarity principles was not accompanied by compulsory membership
which is essential to stabilise risk pools and ensure its successful implementation (McLeod,
2005). Investigations by Ranchod et al. (2001), Broomberg et al. (2006), Fish and Ramjee
(2007), Makofane (2009) and Kaplan (2013) all demonstrated that cover is concentrated
in the top-two income quantiles, with cover being largely unaffordable for low-income
families®- one of the consequences of this unfinished regulatory environment.

The low proportion of the population with private coverage together with the quality
differences that exist between the public and private sectors, highlight the urgent need for
a solution, either in the form of increasing affordability of medical scheme contributions,

or the introduction of a National Health Insurance (NHI)® or Social Health Insurance

4PMBs consist of: A list of some 270 diagnosis and treatment pairs (introduced on 1 January 2000);
Emergency medical conditions (introduced on 1 January 2003); Diagnosis, treatment and medication
according to therapeutic algorithms for 25 defined chronic conditions (introduced from 1 January 2004)

(Actuarial Society of South Africa, 2014)
®Kaplan (2013) identified low-income families as all those where the principal member’s income fell

between a lower income threshold of R3 361.07 and an upper income threshold of R10 954.58
SNational Health Insurance is where a class of income earners contribute, and all citizens of the

country are covered(McIntyre and Van den Heever, 2007)
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(SHI)” to correct these imbalances. South Africa is on the brink of effecting such change
to its health system: “a change based on the principles of social solidarity, equity and
fairness” (Department of Health, 2013:2).

“The NHI is a financing system that will make sure that all citizens of South Africa
(and legal long-term residents) are provided with essential healthcare, regardless of their
employment status and ability to make a direct monetary contribution to the NHI Fund”
(Department of Health, 2013:3). There has been little comment on the role of medical
schemes within NHI, with the most recent document (the NHI Green Paper) remaining
silent on the potential role to be played by schemes. The Green Paper states that mem-
bership of the NHI will be mandatory, however, members may continue with voluntary
private medical scheme membership if they choose (Department of Health, 2011). It then
goes on to state that medical schemes’ role under the NHI may evolve to include top-up
insurance cover (Department of Health, 2011).

The pending introduction of the NHI thus raises a number of questions for the medical
scheme industry and for consumers: Will medical scheme cover be necessary under an
NHI system? What are the potential roles that medical schemes could fulfil within the
context of the NHI? How does the introduction of the NHI influence the current medical
scheme environment and what impact might this have on the consumer?

Medical schemes continued existence after the implementation of the NHI is obstruc-
ted by the incompleteness of the existing regulatory environment (Ramjee and McLeod,
2010). The combined effect of voluntary membership, community rating and open-
enrolment, together with the absence of a risk equalisation mechanism has a destabilising
effect on the medical scheme market (Ramjee and McLeod, 2010). According to Ramjee
et al. (2014) “the case for the continued existence of medical schemes in a post-NHI
healthcare environment rests on the ability of schemes to contribute to national social
solidarity goals and on the promise of subsidiarity (i.e. that medical schemes can provide

an efficient and sustainable insurance solution)” (Ramjee et al., 2014:5).

"Social Health Insurance is where a class of income earners contribute and only those contributors

and their dependants are covered (McIntyre and Van den Heever, 2007)
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Whilst the role of medical schemes under the NHI is uncertain, their continued exist-
ence upon implementation could reduce the burden on the NHI and hence the Govern-
ment, particularly in the early stages of introduction. In addition, the medical scheme
market has an older age profile and hence a heavier burden of chronic disease, eliminat-
ing the NHI’s responsibility for this high risk pool (McIntyre and Van den Heever, 2007).
Broomberg et al. (2006) agree, and state that “since medical schemes are already well
entrenched, they could provide an efficient and effective platform for the expansion of
health insurance coverage to low-income households without current cover” (Broomberg
et al., 2006:19).

The issue of a single tier® versus a multi-tier® system is an additional area that needs
to be considered before the NHI can be implemented and raises a number of questions
concerning benefit design: Will everyone have access to the same package of benefits?;
and What would a common package of benefits look like? Whilst universal coverage and
the NHI do not necessitate a single-tier system, it is argued that such a single-tier system
would be unaffordable in the context of South Africa’s economic development (McIntyre
and Van den Heever, 2007). In addition, the lack of clarity regarding how the NHI will
be financed is a major obstacle that prohibits further development and provides greater
uncertainty regarding medical schemes’ role within the framework (Ramjee and McLeod,

2010).

3 The Impact of Regulation on Benefit Design

Medical schemes, and by extension their benefit options, are tightly regulated under the
Medical Schemes Act 131 of 1998 and their adherence to the Act is monitored by the
Council for Medical Schemes (CMS). Owing to the fact that each benefit option is required
to be approved and registered with the CMS, their design needs to meet the stringent

8where all South Africans have access to exactly the same range of services and types of health care

providers
9where there are differences, particularly in terms of the type of provider that can be used by different

groups
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requirements set out by the Act. This includes, inter alia, the nature and structure of
the benefits they can offer and how they market their options to the consumer. It is thus
important to recognise both their existence and the impact that these regulations have

on benefit design.

3.1 Self-sustainability and Risk Pool Fragmentation

In the medical scheme environment pooling risks together allows the costs of those at
higher risk of high medical costs to be subsidized by those at lower risk. By combining
large pools of risks, risk pooling through the law of large numbers, enables the actuary to
estimate the expected future costs to the scheme with an acceptable degree of confidence
and hence, the larger and more diverse the risk pool, “the more stable and predictable
the results and the lower the risk of insolvency” (McLeod and Ramjee, 2007:11). When
healthier individuals perceive no economic benefit to purchasing medical scheme coverage,
the risk pool becomes increasingly skewed to those with higher expected claims- also
referred to as anti-selection (American Academy of Actuaries, 2009). Thus in order to
ensure its sustainability, the scheme needs to design options that will attract as healthy
and as large a group as possible in order to subsidise the sick members who will have
higher claims ratios'®. Benefit design in a community-rated environment therefore aims
to attract an appropriate risk pool that will improve the sustainability and continued
existence of the scheme.

Risk pooling can occur either at the option level (where each option’s risk pool is con-
sidered separately and community rating occurs within each benefit option), the scheme
level (where the risk pools of the benefit options within a scheme are combined and
treated as a single risk pool for community rating), or the industry level (where the risk
pools of all schemes are combined into a single risk-pool and community rating thus oc-
curs across the industry). In South Africa, risk pooling occurs at the option level and

schemes are required to treat each option as a separate risk pool for community rating.

Yincurred claims as a percentage of earned premium income
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Each benefit option is required by law to be self-sustaining, “thus forcing risk pooling
to occur at an option level resulting in fragmented risk pools” (McLeod and Ramjee,
2007:12). A possible implication is that the resultant risk pools are smaller, reducing the
predictability of healthcare cost and limiting the extent over which the scheme can spread
their risks and hence lower contribution rates and increase affordability (IMSA, 2010).
The Council for Medical Schemes does appear to permit (unofficially at least) some cross
subsidisation between options by, for example, allowing some options within schemes to
make losses year after year.

Circular 8 of 2006 published by the Council for Medical Schemes suggested reforms
to more substantially address the underlying issue of risk-pool fragmentation (Council
for Medical Schemes, 2008). In particular, it allowed for the pooling of certain bene-
fits to occur across the scheme as a whole. Circular 8 was thus intended to increase
risk cross-subsidisation within medical schemes whilst reducing risk-selection (‘cherry-
picking’) activity (Taylor et al., 2007). A potential consequence of these proposed reforms
was that younger and healthier members would have faced increased contributions to the
extent that they have benefited from fragmented risk pools. In a voluntary environment
this may result in these members exiting the medical scheme environment and driving
up the current community rate (McLeod and Ramjee, 2007). Circular 8 of 2006 was,
however, never implemented.

A Risk Equalisation Fund (REF) is a mechanism intended to counter-act these issues
and, in theory, should ensure that everyone pays the same industry community rate
for a common package of benefits, and not the rate determined by the age and health
profile of the medical scheme they have chosen to join (McLeod, 2005:23). The REF is
necessary since it will ensure that members of a given scheme are neither advantaged nor
disadvantaged by the risk profile of their scheme (an issue that is compounded by the
presence of open enrolment and community rating without mandatory cover (McLeod
and Ramjee, 2007)). Hence the REF will enable schemes to compete on the basis of cost
effective healthcare delivery and not on the basis of risk selection that prevails at present

(McLeod and Grobler, 2010). The REF will ensure that community rating occurs across
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the industry which should enable greater competition and allow schemes to compete more
fairly (McLeod, 2005). In addition, the REF can be used as a vehicle for income cross
subsidies under a mandatory health insurance system, such as the NHI (McLeod and
Grobler, 2010).

Figure 1 shows the trend in the number of open schemes and benefit options!! from

2007 to 2013.
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Figure 1: Trend in the number of open schemes and options from 2007 to 2013

Clearly, there has been a downward trend in both the number of open schemes as
well as benefit options. The reduction in the number of schemes and options should, in
theory, result in larger risk pools and hence a more sustainable medical scheme industry.

Despite the decreasing trend in the number of options, there are still a large number
on offer. This high number of options is of concern as each represents a separate distinct
package of benefits. Since risk pooling is occurring at an option level, a more useful
illustration of the sustainability of the industry is perhaps provided by a trend in the
number of beneficiaries per option as well as the average number of options per scheme.

The results are displayed in Figure 2.

HEfficiency Discounted Options (see section 5.2.1) were not included in this trend as they were only

introduced in 2009
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Figure 2: Trend in the number of beneficiaries and the average number of options per open

scheme

Whilst there does not appear to be a distinct trend in the average number of options
per scheme, Figure 2 above appears to show that the number of beneficiaries per option
is increasing- a positive result for the sustainability of risk pools. However, averages
do not show the entire picture and are potentially misleading as there are substantial
differences in sizes of schemes. One open scheme, Discovery Health Medical Scheme, now
dominates the market with 2 564 313 beneficiaries as at 31 December 2013. This scheme
is almost 4 times the size of its nearest competitor and alone accounts for 53% of the
open scheme market and 29% of all medical scheme beneficiaries. Thus, whilst the figure
above appears to demonstrate that the size of risk pools is healthy, this may not be the
case.

Whilst the optimum medical scheme risk pool size has not yet been studied in South
Africa, the minimum size to accept full healthcare risk is considered to be 20 000 bene-
ficiaries in America (McLeod and Ramjee, 2007). At the end of 2013, 67% of all open
schemes had risk pools exceeding 20 000 beneficiaries. In order to capture a full sense
of the sustainability of risk pools at present, the size of schemes by their number of be-

neficiaries was compared to the weighted number of options on offer and the number of
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schemes!?. The results are displayed in Figure 3.
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Figure 3: The average number of options on offer by scheme size for open schemes

A 0.71 correlation coefficient was observed between the size of the scheme (by number
of beneficiaries) and the number of benefit options offered- Figure 3 appears to corroborate
with this finding with larger schemes offering, on average, more benefit options. The
ability of schemes to offer a large number of options allows them to appeal to a wide
range of target markets and hence, increases their ability to create more homogenous risk
pools (i.e. proxy risk rating). However, the ability of larger schemes to offer more benefit

options disadvantages smaller schemes and emphasises the need for a Risk-Equalisation

12Figure 3 groups schemes according to their total number of beneficiaries in order to capture a sense

of the relationship between the size of schemes (by number of beneficiaries) and the average number of

options that schemes with that risk pool size offer
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Fund (REF) which will enable schemes to compete on a more equal basis.

However, in November 2011, The Council for Medical Schemes published a circular
where they announced that it was highly unlikely that a risk equalisation system would
be implemented in the near future (Council for Medical Schemes, 2011b). McLeod and
Ramjee (2007) explain some of the implications of an environment without the REF. “In a
community rated environment without a REF, open schemes with a lower risk profile will
be more competitive” (McLeod and Ramjee, 2007:12). There is thus a strong incentive
to use benefit design to ‘cherry-pick’'® healthy members. ‘Cherry picking’ could result
in vulnerable members on schemes with relatively higher risk profiles facing increasingly
unaffordable contribution levels relative to other schemes (Council For Medical Schemes,
2012a).

“In the absence of mechanisms such as REF to address these incentives, the regulatory
challenge shifts to limiting the extent to which schemes can use benefit design to risk
select members and influence their risk pool” (McLeod and Ramjee, 2007:12). These
comments are reiterated in the Council for Medical Schemes comments on the NHI Green
Paper in 2012 (Council For Medical Schemes, 2012a) as well as in the IMSA NHI policy
briefs of 2010 (IMSA, 2010). The Council for Medical Schemes goes on to state that
the Department of Health (DOH) should reconsider the introduction of a system of risk
adjustment as “such a system would protect older and sicker members of society during
the implementation of NHI and the transition process, and would continue to ensure
that risk pools are properly balanced after full implementation” (Council For Medical
Schemes, 2012a:37).

The absence of a REF is compounded by the presence of medical savings accounts
(MSAs). The Medical Schemes Act 131 of 1998, began regulating the functioning’s of
MSAs. “Under this system, members arrange for part of their contribution to be held in
a personalised, account. The member decides when to use the account to pay for care and

any unspent monies can be carried over from one year to the next” (Doherty and McLeod,

13cherry picking (also called preferred risk selection or ‘cream-skimming’) is the selection that occurs

because health plans prefer low-risk consumers to high-risk consumers (IMSA, 2010)
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2002:15). Depending on the individual schemes rules, the balance in the savings account
may be used to cover any medical expenses not covered by other elements of the benefit
structure, or where those elements have been exhausted. Since MSAs are exclusively for
the use of the member who contributed to them, there is no cross-subsidisation between
members and should the member exhaust the funds in the savings account, they will be
required to fund medical expenses themselves (Actuarial Society of South Africa, 2014).
In addition, the funds in a members’ savings account may not be used to pay for PMBs.

In theory, MSAs effectively individualise benefits and reduce risk pooling (McLeod
and Grobler, 2010). The decline in the number of schemes, coupled with the increase in
the number of beneficiaries has resulted in schemes with larger risk pools, a trend that
should have made the management of risk and associated healthcare costs more effective
(Doherty and McLeod, 2002). However, the use of MSAs in many South African medical
schemes to cover primary care, specialist and out of hospital expenditures, means that
hospital services risk pools cannot be combined with these potential risk pools. Owing to
the fact that in-hospital claims are bigger and less frequent one needs a bigger risk pool
in order to get statistical certainty. Conversely, day-to-day benefits require a smaller risk
pool since these claims are smaller and less frequent. Consequently, there are a limited
number of medical schemes with a large enough risk pool to accurately predict and price
for in-hospital claims (Actuarial Society of South Africa, 2014). McLeod and Grobler
(2010) comment on this issue, where they states that MSAs are attractive to relatively
younger members and those requiring less day-to-day cover but “fragment risk pooling
and effectively result in much of primary care expenditure being out of pocket” (McLeod
and Grobler, 2010:7). This statement is echoed by the Department of Health (2002): “a
further concern arises from the potential substitution of a large portion of the overall
medical scheme contribution from risk-contributions into non-risk contributions (savings
accounts), resulting in reduced risk-pooling within medical schemes” (Department of
Health, 2002:122). In addition, the Department of Health would prefer to reduce the use
of savings accounts or abolish them entirely (Department of Health, 2002).

The argument above, frames how regulations are impacting and influencing benefit
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design and how inter-twined all aspects of regulation within benefit design are (for ex-
ample, PMBs impact on the community rate and hence the scheme’s risk profile and

benefit design- PMBs are looked at in the next section).

3.2 Prescribed Minimum Benefits

The Medical Schemes Act, 131 of 1998 introduced a mandatory minimum level of care
that schemes are required to provide, Prescribed Minimum Benefits (PMBs), and states

that the objectives of specifying a set of PMBs are two-fold:

e “to avoid incidents where individuals lose their medical scheme cover in the event of
serious illness and the consequent risk of unfunded utilisation of public hospitals”;

and

e “to encourage improved efficiency in the allocation of private and public healthcare

resources™”.

(The Department of Health, 1998)
According to the Act, Schemes must pay in full'® without any co-payments or the
use of deductibles (see section 5.1.3 and section 5.1.4), the diagnosis, treatment and care

costs of these PMBs. In addition, the funds in a member’s MSA may not be used to

“Through the explicit definition of benefits, it was hypothesised that the Government and medical

administrators could prioritise care more fairly and efficiently (Taylor et al., 2007)
15Tn December 2010 the Board of Healthcare Funders (BHF) supported by a number of medical schemes

launched a court application that sought clarity on Regulation 8 (1) that states that medical schemes
must “pay in full, without co-payment or the use of deductibles, the diagnosis treatment and care costs of
the PMB conditions” (The Department of Health, 1998). The BHF was seeking to have the Regulation
interpreted to mean that schemes must pay for PMB conditions only up to the scheme tariff, effectively
changing the meaning and purpose of the PMB provisions in the Medical Schemes Act. Their argument
was that this gave service providers a blank cheque when it came to charging for PMBs. The court ruled
that the BHF did not have the ‘locus standi’ to bring the application and so the ruling of the CMS
Appeal Board for coverage of PMBs at cost stands (Council for Medical Schemes, 2012b) (Actuarial
Society of South Africa, 2014)

22



pay for these PMBs. The Act does, however, allow the use of managed care techniques
(discussed in section 5) to limit the impact of PMBs on affordability (The Department
of Health, 1998). Such techniques include:

e formularies or medicine lists;

treatment protocols'® which includes clinical entry criteria'”;

treatment algorithms;

benefit confirmation for procedures; and

designated service providers'®.

There have been conflicting views on the impact of PMBs within the medical scheme
environment. The Council for Medical Schemes is of the view that PMBs do not push
up monthly contribution rates. They go on to say that their research indicates that since
the reintroduction of PMBs with the Medical Schemes Act 131 of 1998, the industry
has been performing well with the financial soundness of schemes providing justification
(Council for Medical Schemes, 2013). These statements are in direct contrast to those
made by the LIMS report of 2006'°, where addressing the package of minimum benefits
that schemes are required to provide was a key issue. The report found that the scope of
benefits offered needed revision, since the set of PMBs offered at the time created a high

base cost of cover in addition to driving the price of medical scheme options upward. The

16 “Protocol means a set of guidelines in relation to the optimal sequence of diagnostic testing and
treatments for specific conditions and includes but is not limited to, clinical practice guidelines, standard
treatment guidelines, disease management guidelines, treatment algorithms and clinical pathways” (The

Department of Health, 1998)

17diagnostic or laboratory tests confirming the diagnosis
18

see section 5.2.1

9Tn order to find a solution to the affordability problem, the Ministerial Task Team (MTT) initiated
a “Consultative Investigation into Low Income Medical Schemes” (Broomberg et al., 2006). Significant
stakeholders in the industry were convened to find a viable and realistic solution to the problem of

affordability.
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LIMS process stated that there exists a clear trade-off between the “comprehensiveness
of cover offered by the PMBs in the current medical scheme market, and the affordability
barrier that these PMBs create for low-income households” (Broomberg et al., 2006:22).

Many experts agree that in their current form PMBs are unsustainable owing to
“current healthcare reform, regulation, system failures and abuse by service providers”
(Theophanides et al., 2012:1). Taylor, Burns, Rust and Grobler (2007) further reiterate
the inadequacies of the current PMB package where they state that PMBs are not the
appropriate foundation for social health reform. They believe that “PMBs are failing in
their key objective of promoting efficiencies in the allocation of private resources, plus
they have been identified as being too expensive to promote medical scheme growth”
(Taylor et al., 2007:4).

Theophanides et al. (2012) state that the provision for payment of the PMBs in full
will continue to prove to be a dilemma for many medical schemes and threatens their
sustainability. Payment in full is expensive, and is compounded by the absence of a
National Health Reference Price List (NHRPL)?’, which was set with the intention of
acting as a guideline for how much providers should charge for diagnosis, treatment and
care costs. According to Doherty and McLeod (2002) it is likely that “the real cause of
the high cost of benefits is not the composition of the PMBs but the over-servicing that is
prompted by the fee-for-service (see section 5.2.2) reimbursement system” (Doherty and
McLeod, 2002:14).

PMBs combine to produce a package of benefits that appear to be unsustainable in
the long term and which limits the freedom that schemes have in designing an appropriate
and affordable package of benefits. According to Theophanides et al. (2012), in the long

term, the key components to ensure the sustainability of a minimum benefit package

20The National Health Reference Price List was intended to serve as a baseline against which medical
schemes could individually determine benefit levels and health service providers could individually de-
termine fees charged to patients. In July 2010, the Pretoria high court declared the regulations dealing
with the NHRPL to be null and void after a judge found the process by which the rates were determined

to be unfair, unlawful, unreasonable and irrational (Council for Medical Schemes, 2010)
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relies on achieving sufficient risk pooling, and consistent benefit definitions.

In order to facilitate increased risk pooling, the Chronic Disease List (CDL) was
introduced into the PMBs from 1 January 2004. The introduction of the CDL was
an attempt to improve the cross-subsidy between the healthy and the chronically ill,
however, their inclusion resulted in schemes moving away from providing cover in excess
of the CDL to avoid attracting older and less healthy members (McLeod and Ramjee,
2007). Taylor et al. (2007) comment on the introduction of the CDL into the PMBs.
They state that their introduction into the PMBs raised the cost of providing cover,
increased premiums and ultimately created hardship for those it was trying to benefit-
the consumer (Taylor et al., 2007). They go on to state there is an urgent need for effective
mechanisms for cross subsidization to be developed to counter this issue- again moving
back to the need to introduce a system of risk equalisation into the South African medical
scheme environment (Taylor et al., 2007). It is clear that the impacts of regulation on
benefit design are intertwined and one cannot talk about, for example self-sustainability
of options, without talking about PMBs or a REF.

There has recently been much talk about a further expansion of the PMBs. The
report to the South African Risk Equalisation Fund Task Group by the International
Review Panel recommends inclusion of all care that is usually delivered by primary care
physicians (Armstrong et al., 2004). The reason cited for the inclusion of primary care
was that primary care “plays a pivotal role in the realisation of efficiency gains within
a framework of social health insurance, and that the current package is not marketable
as a stand-alone product” (Taylor et al., 2007:3). Such expanded PMBs are commonly
referred to as the basic benefit package (BBP) by policymakers (Taylor et al., 2007).

The regulator has also proposed ‘common benefits’ for individual medical schemes as
an alternative expansion of the PMBs (Taylor et al., 2007). These 'common benefits’
would include the current PMB package plus all benefits common to all members of
that particular scheme- including all hospital care covered by that scheme (Taylor et al.,
2007). This contrasts with the recommendation by the International Review panel where

expansion would affect all schemes and where, in the event of a risk-equalisation fund,
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risk cross-subsidisation could be expanded across the industry. Taylor et al. (2007) argue
that such a core package is necessary to facilitate equity in healthcare “which refers to
equal access, to equal care, for equal need” (Taylor et al., 2007:3). There are, however,
numerous valid arguments against the introduction of a single, care-based package. In
particular, Taylor et al. (2007) highlights South Africa’s heterogeneous healthcare delivery
system, fragmented funding thereof, as well as the country’s highly diverse population as
being a major obstacle to the implementation of such a system.

The LIMS report (2006) found that the extension of coverage to low-income house-
holds is hampered by the high base-cost of the PMBs at present (Broomberg et al., 2006).
In order to counter this, the LIMS process (2006) looked at a revised minimum benefit
package that could be offered to low-income individuals, the LIMS minimum package
(LMPs). Since these benefits are catering to the low income brackets, who can be as-
sumed to be financially unsophisticated, there was a need for simplicity in the benefit
design for LIMS schemes (Broomberg et al., 2006). Furthermore, there was a need for
these LMPs to cost substantially less than the current PMBs within medical schemes in
order to ensure affordability of LIMS schemes (Broomberg et al., 2006).

Despite the perceived inequalities, inefficiencies and general uncertainties surround-
ing PMBs, it is important that their short term sustainability is managed. Theophanides
et al. (2012) is of the opinion that the current PMB package and their associated al-
gorithms require more clear definition in order to effectively manage and monitor their
utilisation. Furthermore, they recommended that standardised entry and verification cri-
teria, formularies as well as treatment protocols be in place together with these PMBs
(Theophanides et al., 2012). “Such protocol driven benefit definitions will ensure cer-
tainty concerning member entitlements, the ability of schemes to fairly and reasonably
manage their liabilities in respect of members, the elimination of inefficient provider or
patient conduct and ensure that PMB regulations do not result in the unfair exclusion of
defined vulnerable groups” (Theophanides et al., 2012).

Soderlund (1998) states that “by mandating a level of cover, rather than membership

of a particular fund, or indeed, contribution to the tax system, the core package ap-

26



proach stimulates competition between different insurers” (Soderlund, 1998:9). Thus, the
presence of PMBs might actually incentivise and promote competition between schemes
through limiting the extent to which risk selection can take place through benefit design.

Clearly, the presence of PMBs has a major impact on benefit design. This impact
stems from their ability to impact the characteristics of schemes’ risk-pools, contribution
rates and hence what benefits the scheme can offer on each option. It is hoped that this

analysis will shed some light on the effect of PMBs within benefit design.

3.3 Treating Customers Fairly

A recent development, whilst not directly affecting medical scheme regulation, is Treat-
ing Customers Fairly (TCF). TCF regulation was implemented by the Financial Services
Board (FSB)?' and is an outcomes based regulatory and supervisory approach “designed
to ensure that specific, clearly articulated fairness outcomes for financial services con-
sumers are delivered by regulated financial firms” (Financial Services Board, 2014). How-
ever, since medical schemes are supervised by the Council for Medical Schemes and not
the FSB, they are not required to demonstrate a commitment to TCF principles??. That
being said, the manner in which insurers’ products (and by extension medical schemes’
products) are presented to the public for sale, do indeed fall under the scope of TCF
(Rusconi et al., 2014).

Importantly, there has been little commentary on TCF within the medical scheme
environment- this section merely attempts to draw the attention of the reader to the
importance of treating customers fairly within medical scheme benefit design.

Whilst medical schemes do not directly fall under the scope of TCF regulations, they

2IThe Financial Services Board is an independent institution established by statute to oversee the
South African Non-Banking Financial Services Industry in the public interest (Financial Services Board,

2014)
22Qrganisations falling under the supervision of the FSB are expected to demonstrate six TCF out-

comes in delivering services to customers, ranging from the appropriate and accurate marketing of services
to consumers, to products performing in the way firms have led customers to expect (Financial Services

Board, 2014)
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do fall under the scope of the Consumer Protection Act (CPA)* and of course, the
Medical Schemes Act. Importantly, in circumstances where the CPA conflicts with the
Medical Schemes Act No. 131 of 1998, then the Act offering the greater protection to the
consumer will apply, which, without exception, favours the consumer-orientated CPA?4
(SAICA, 2014). Thus, in theory, all interactions between medical schemes and their
members will fall within the scope of the CPA. The following rules, inter alia, fall under

the CPA and impact on medical scheme benefit design:

e “The CPA prescribes that any representation made to the consumer should be in
plain language so that it can be understood by any ordinary person with average

literacy and understanding” (SAICA, 2014:2);

e “The Act prohibits discriminatory marketing, i.e. excluding persons from any goods

or services or targeting particular communities for exclusive supply of goods or

services” (SAICA, 2014:3).

The Medical Schemes Act is also surprisingly silent on the topic of ‘fairness to cus-
tomers’. Although the Registrar of Medical Schemes assesses any new benefit option, it
is not assessed in terms of its fairness and responsibility to the members (SAICA, 2014).
This, in theory, allows schemes to design benefit options that are financially disadvant-
ageous to members. Furthermore, “there is no prescription in terms of language in the
Act and the Act puts the responsibility of the understanding of the rules on the member,
irrespective of the industry complexities” (SAICA, 2014:7).

Rusconi et al. (2014) therefore highlighted the design of benefit options as a major
issue in the medical scheme environment and stated that “there exists improper and

inefficient regulation at present which has led to medical schemes trying to capitalise

23“The Consumer Protection Act is a set of legislation designed to protect the South African consumer
in general by establishing a legal framework that will achieve and maintain a fair, accessible, efficient,

sustainable and responsible consumer market” (SAICA, 2014:1)
24Tt is important to note, that owing to the fact that the CPA is in conflict with the Medical Schemes

Act in some instances, the Council for Medical Schemes has applied for exemption of the medical schemes

industry from the CPA (Nkonki, 2012).
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on these opportunities with the consumer bearing the brunt of these initiatives”. The
presence of conflicts of interest between the multiple stakeholders has been cited as a
major hurdle in trying to design and implement effective TCF regulations within the
medical scheme environment (Rusconi et al., 2014). Rusconi et al. (2014) also states that
members’ needs and perspectives have not been considered with sufficient attention in
that “the quality of services provided by the administrator are inadequate or the fees
paid for these services inappropriately high”.

Importantly, the Medical Schemes Act pre-dates TCF regulation and so it makes
sense that there is very little language within the Act that explicitly pertains to treating
customers fairly. Furthermore, one might argue that one of the core focuses of the Act
is the protection of the end consumer. These points are both valid, but the various chal-
lenges and issues presented by Rusconi et al. (2014) as well as the inadequate regulations
surrounding ‘fairness to customers’ in medical schemes, highlight the need to consider the
consumers perspective when analysing the current structure of benefit designs available

in the market.

4 Benefit Design in the Face of Limited Resources

Healthcare services and resources have always been rationed and will always need to be
rationed as no country can afford to provide its citizens with every healthcare service
that might be beneficial or that a citizen wants- “it is inescapable as long as the total
resources in the economy have limits” (Hicks, 2011:9). Econex (2010) defines rationing
as “allocating healthcare resources in the face of limited availability, by withholding
beneficial interventions from some individuals. It is socially inevitable and prevalent”
(Econex, 2010:2). Hicks (2011) goes on to state that since rationing is inevitable, the
issue shifts focus on to how the choice between competing alternatives is made and by

whom these choices will be made.
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Econex (2010) states that scarce®® resources in the South African healthcare system
together with the unlimited demand for healthcare, introduce the need for rationing
demand and/or supply. The medical scheme environment is not exempt?®, and rationing
thus plays a central role in benefit design.

Resources, in theory, should ideally be allocated so as to direct the scarce supply of
healthcare resources and services, firstly to those who need it most, and subsequently to
those who have lower levels of need (Econex, 2010). This involves avoiding both errors
of inclusion and errors of exclusion?” (Econex, 2010). Taylor et al. (2007) state that “as
financial limitations become starker, the challenge of prioritisation grows exponentially,
with social objectives of health, cost efficiency of different health care interventions, local
priorities, and moral considerations of distributive justice becoming critical determinants
of decision making” (Taylor et al., 2007:1). The question of rationing thus centres on
how this will be done to ensure equity and efficiency amongst all stakeholders (Econex,
2010).

Currently the private sector, largely through medical schemes, rations via a combin-
ation of price and some managed care or gatekeeping efforts. Initially, it is rationed by
price through the members’ monthly contributions (Econex, 2010). In many instances,
healthcare is then further rationed by gatekeeping and pre-authorisation in the sense that
a referral is sometimes needed from the doctor or physician, and in some cases author-
isation from the particular medical scheme, before claims will be paid (Econex, 2010).
Benefit design (through the use of contribution rates, limits and other managed care

tools), priority setting, cost containment, clinical guidelines and waiting lists are other

Z>Maynard (1999) describes scarcity in healthcare as “choices that have to be made about who will be
given the right of access to care and who, as a result of denial, will be left in pain and discomfort, and,

in the limit, to die.”

26Whilst the medical scheme environment is less constrained than the public sector, members have

higher expectations and demand a higher level of service.
27«Errors of inclusion imply service delivery to those who may need it less and errors of exclusion

refer to cases where the system fails to meet the healthcare needs of individuals who may need it most”

(Econex, 2010:2) (Hicks, 2011)
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methods currently employed by medical schemes to ration limited resources (Econex,
2010).

Construction of the PMBs in South Africa is an interesting example in rationing that
can be used to illustrate the literary evidence provided above. Soderlund et al. (1997)
were in the process of defining a core package of hospital benefits to be mandatory for
formally employed persons and their families. They cited “the system of providing free
or low cost hospital care in South Africa for the majority of the population being under
serious strain due to dwindling resources” as the primary reason that necessitated some
form of rationing mechanism (Soderlund et al., 1997:5). However, they noted the difficulty
in defining a core package of benefits in that “uncertainty regarding healthcare needs and
costs of care makes it extremely difficult to define benefits which ensure access to care
when needed, but prevent unjustified claims” (Soderlund et al., 1997:6). Furthermore,
they state that setting benefit limits imposes on the ethical issue of the Government not
providing care for its citizens (Soderlund et al., 1997). They made use of the Oregon
State experiment in America as an example of how to define a minimum benefit package.

A desire to extend cover to citizens in Oregon not covered by any form of medical
insurance in the 1980s led to a prioritisation exercise whereby the number of covered
persons would be increased at the expense of the extent of benefits offered (Soderlund
et al., 1997). The commission running the prioritisation exercise, categorised benefits
into ‘709 condition treatment pairs’, and ranked them in terms of importance (‘“using
cost effectiveness analysis, information on the urgency of care, and public preference”)
(Soderlund et al., 1997:6). The priorities then had to be modified so as to take into
account of whether or not full recovery from the condition was likely (Soderlund et al.,
1997). After conducting meetings with citizens and after extensive consultation with
experts, the final list was approved by the legislature, and was the basis for allocation of
resources in Oregon. Importantly, this study openly acknowledged the trade-offs that had
to be made between comprehensiveness (the number of conditions covered) and depth
of cover (the extent to which each condition is covered), i.e. not all conditions can be

covered comprehensively (Soderlund et al., 1997).
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The different ways in which healthcare can be rationed are outlined below.

4.1 Explicit vs. Implicit Rationing

While a variety of tools exist for rationing resources, explicit (direct) or implicit (indirect)
are the two basic methods of rationing (Hicks, 2011).

“With explicit rationing, the basis, or criteria, that are used in making the resource
allocation decisions are clearly, openly, and directly specified” (Hicks, 2011:12). Explicit
rationing might involve, inter alia, rationing the provider’s time, rationing new technolo-
gies, rationing by gatekeepers (GPs or nurses), rationing by limiting referrals, or rationing
by limiting the number of procedures (Econex, 2010).

Econex (2010) state that because the criteria to be used are more direct and open,
the results of explicit rationing are more transparent and accountable and hence “it is
easier to know what and who will be covered and what and who will not be covered”
(Hicks, 2011:13). In turn, this increased transparency results in less conflict for providers,
and puts less strain on provider-patient relationships since “both parties are fully aware
of the criteria, and the criteria are established externally to the individual interaction of
patient and provider” (Hicks, 2011:13). In addition, it is argued that the use of explicit
criteria can place simultaneous control on costs and quality through inclusion of more
effective services and exclusion of less effective services (Hicks, 2011).

However, Hicks (2011) draws on a potential disadvantage of explicit rationing in that
it may result in a loss of control for providers as decision making doesn’t lie in the hands
of the healthcare provider. Furthermore, despite the criteria being directly and openly
specified, providers may not be able to keep track of all the different rules in place.

In circumstances where explicit rationing mechanisms have not been sufficient to con-
tain demand within the constraints of the available supply, Econex (2010) state that
this might necessitate the introduction of implicit rationing mechanisms. “Under im-
plicit rationing, the criteria to be used to ration resources are implied, indirect, or not
clearly expressed” (Hicks, 2011:13). Hicks (2011) states that many times, the criteria

focus on inclusion of individuals or services, but do not directly stipulate who will be
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excluded. Rationing by inconvenience, rationing by policy, or rationing by contract®® are
all examples of implicit rationing (Econex, 2010).

Hicks (2011) states that there are a number of advantages associated with implicit
rationing. Implicit rationing implies that the results of the rationing exercise are less
visible to all parties involved (the public, the providers as well as the member) (Hicks,
2011). Consequently, implicit rationing can create the illusion that services are not being
withheld or denied- “the implicit rationing system is not directly denying an individual
access to services, but rather, the individual simply does not meet the eligibility criteria
for participating in the program” (Hicks, 2011:14). Furthermore, implicit rationing is
usually much easier to develop and apply, because fewer criteria or rules are required
(Hicks, 2011).

There are, however, a number of disadvantages associated with implicit rationing.
Econex (2010) is of the opinion that implicit rationing mechanisms are wasteful and
often unfair since in the absence of any explicit rationing strategy, healthcare workers
such as doctors may be in the position to play a role in the rationing of healthcare (i.e.
bedside rationing). They go on to state that this implicit rationing strategy ultimately
places doctors in a position where they face “the daunting prospect of being at once the
advocate for the individual patient and the arbiter of distributive justice for the practice
population” (Econex, 2010:3).

In the South African medical scheme environment, rationing occurs via a mixture of

explicit and implicit rationing mechanisms.

4.2 Price Rationing

In many markets, the prices associated with the goods and services exchanged in the
market are the typical tool for determining who gets those goods and services; i.e. price
is the rationing tool. In essence, rationing via price means that goods and services are

allocated to the individuals who have the ability and willingness to pay the price (Hicks,

28«Stating within the contract what services are covered at each level, with the patient deciding which

level and amount he or she wishes to pay” (Econex, 2010:2)
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2011). In the South African context, medical schemes employ contribution rates as the
primary price rationing tool.

It is argued that “allocation of healthcare by price amounts to bidding based on
income, and is expected to result in an overprovision of healthcare to the affluent and
under-provision of healthcare to the poor” and hence ignores the issues of equity, need and
justice ((Econex, 2010:1) ; (Hicks, 2011:22)). Consequently, members of society may be
concerned that individuals with only limited resources will not receive at least a basic level
of healthcare (Econex (2010) ; Hicks (2011)). In addition, “using price as the rationing
tool does not rank priority of treatment, need, or possible outcomes” (Hicks, 2011:15).
Econex (2010) make an important point in that rationing healthcare via price, owing
to its association with the principle of the right to life, might have harsh consequences
if one denies access to care (Econex, 2010). Thus, whilst the price system may be an
acceptable mechanism for rationing many goods and services in the economy, the social
and personal value associated with good health means that rationing via price is usually
not an acceptable rationing method for many healthcare services.

At present, price remains one of the most important constraints on demand for private
healthcare in South Africa (Econex, 2010). These prospects are concerning as they
threaten the central vision of the NHI, namely of providing equitable access to high-
quality-care. However, it is important to note that the presence of PMBs in the South
African medical scheme environment ensures that all members, regardless of their income,
have access to a minimum level of essential cover- potentially reducing the impact of ra-
tioning via price. In addition, access to public sector healthcare facilities for all members
and consumers means that there exists a safety-net in the event that cover is unafford-
able. However, if PMBs raise the minimum cost of cover, they may in fact increase price
rationing between the covered and uncovered.

The limited ability to underwrite?® through risk rating in medical schemes (owing to

open-enrolment and community rating), means that non-price rationing tools, such as

29Tt is important to note that schemes do have a limited ability to underwrite members through the

use of waiting periods and late joiner penalties.
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age or health status are rendered useless and will not be discussed further.

4.3 Demand Side vs. Supply Side Rationing

Demand-side management encompasses the principle that it is important to match the
demand for healthcare resources and services with their available supply. Supply-side
management, on the other hand, attempts to align reimbursement mechanisms with
providers that best manage their risk and performance (Econex, 2010).

“Any rationing mechanism which prevents patients from freely expressing demand
for healthcare”, such as co-payments and benefit limits, are described as demand-side
rationing (Econex, 2010:3). This is done by impacting on the price consumers pay out-
of-pocket for healthcare services, either for all services or for a selective set of services. In
theory, increasing consumers out of pocket expenditure per service should decrease their
subsequent demand thereof, and so consume fewer services than they would have (Hicks,
2011). The South African medical scheme industry currently employs this technique to
reduce demand by, for example, requiring enrolees to make a specific co-payment at the
time of service or to pay a specified amount prior to coverage (a deductible). This theory
holds in that, “the higher the co-payment or deductible, the more healthcare services
are rationed, as fewer consumers have the willingness and ability to pay for the medical
services” (Hicks, 2011:20).

Owing to the fact that demand-side rationing uses more direct methods for impacting
individuals access to healthcare services, Hicks (2011) is of the opinion that it is easier
to achieve the desired level of equity in the allocation of healthcare services- despite the
fact that methods, such as co-payments and deductibles are, by definition, inequitable
from an income perspective.

“Supply side rationing involves a number of different strategies for impacting the
choices made by the providers of healthcare services and often involves the regulation
of providers in an effort to influence or control the provision of healthcare services”
(Hicks, 2011:23). Examples of supply-side rationing include, the regulation of the phar-

maceutical market and alternative reimbursement mechanisms for providers. Alternative
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reimbursement mechanisms, which aim to control provider utilisation through a refined
remuneration approach, is a common technique currently employed in medical schemes
in South Africa to ration care. This approach is explored in detail in section 5.2.2.

If the goal is to achieve greater efficiency in the production and distribution of health-
care services, then supply side methods of rationing are usually more effective as they
focus on changing how services are produced in the market in an effort to increase effi-
ciency (Hicks, 2011). In circumstances where the scheme feels that providers are abusing
services, interventions can be designed to lower payment to providers, or directly control
the quantity supplied in the market (Hicks, 2011).

In a national health system, such as the proposed NHI in South Africa, rationing will
usually be done on the supply side. The private medical scheme industry in South Africa
currently employs a number of both demand- and supply-side mechanisms to control

utilisation and expenditure and hence reduce costs.

5 Rationing mechanisms

There are a variety of rationing mechanisms employed by schemes that impact on benefit
design, the majority of which fall under the ambit of managed care.

The third party payer function that exists in South Africa’s medical scheme industry
has resulted in the misalignment of incentives between the provider® and the payer3!
(Ramjee et al., 2011). This is compounded by the fee-for-service (see section 5.2.2)
arrangement that dominates reimbursement for healthcare delivery and creates incent-
ives for providers to over-supply and over-utilise services (Doherty and McLeod (2002) ;
McLeod and Ramjee (2007)). Consequently, managed care techniques were introduced
to align the financial incentives of the various stakeholders in an effort to remove the
problems that exist at present (Jurisich and da Silva, 1998). Additionally, managed care

aims to control the costs of healthcare whilst maintaining or improving the quality of

39medical practitioner, hospital or any other party involved in the delivery of healthcare services
31the funder, i.e. the managed care company or medical scheme in South Africa
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care (Jurisich and da Silva, 1998).

A Managed Care Organisation (MCO) sells its managed care skills to a medical
scheme®?, and as such, administrators are increasingly offering managed care as an addi-
tional service to medical schemes. Importantly, however, the Council for Medical Schemes
currently insists on the accreditation of two distinct entities, the administrator and the
MCO (The Department of Health, 1998). Whereas medical schemes are not-for-profit
entities owned by and managed for the benefit of its members, administrators and MCOs
are for-profit entities owned by shareholders (Jurisich and da Silva, 1998). Consequently,
there may be considerable tension between the conflicting needs of the medical scheme
and the desires of the administrators and MCOs (Rusconi et al., 2014).

The Medical Schemes Act 131 of 1998, created an environment of open enrolment,
community rating and prescribed minimum benefits. In this environment schemes needed
to compete on the basis of cost-effective healthcare delivery and resulted in the increas-
ing use of MCOs to meet this need (McLeod and Ramjee, 2007). Furthermore, this
‘tighter’ regulatory environment meant that administrators found it increasingly difficult
to maintain their profits through selecting low-risk members at the expense of high-risk
members, and hence, they turned to extracting higher profits from general administration
and managed care (Doherty and McLeod, 2002). In addition, one might argue that the
very limited set of risk-management tools available to schemes, particularly with regards
to PMBs which prohibited the use of other risk-management tools such as co-payments
and limits, contributed to the rise of managed care in South Africa. Since many MCOs
are owned by administrators, this provided the opportunity for profits to be enhanced
through this arrangement.

Despite the introduction of managed care into the medical scheme environment in
1996, Doherty and McLeod (2002) state that it has had no or limited effect on cost
escalation. They argue that the way in which managed care has been implemented in
South Africa has hampered its full success (Doherty and McLeod, 2002). “In the USA,

managed care is taken to mean, at the very least, the use of selective networks of con-

32it may actually be the financier of medical costs as well
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tracted providers, some means of incentivising members to use the networks, and some
degree of risk sharing with those networks” (Doherty and McLeod, 2002:22). In 2002,
they found that few schemes had taken on the essential elements of provider networks and
risk-sharing arrangements. They state that this may have been as a result of difficulties
in engaging with provider groups (in particular the ‘oligopoly’ that the 3 largest hospital
groups have on private healthcare in South Africa) (Doherty and McLeod (2002)). This
was a sentiment echoed by Amelung (2013) and van den Heever (2012). Doherty and
McLeod (2002) emphasise their argument where they state that “most schemes concen-
trate on managed care services and tools which affect utilisation but are unable to deal
with the essential problem, namely the incentives to over-supply created by the fee-for-
service reimbursement system” (Doherty and McLeod, 2002:22). They concluded that
this might not reflect the failure of managed care in South Africa, but rather that the
full implementation of managed care principles had hardly begun.

As a consequence of this perceived failure, the 2002 regulations provide a more ex-
pansive definition of managed care that emphasised the need to manage (rather than
avoid) risk, as well as to actively manage (rather than avoid) the costs of healthcare. The

2002 regulations in terms of the Medical Schemes Act define managed care as follows:

“Managed healthcare means clinical and financial risk assessment and management
of healthcare with a view to facilitating appropriateness and cost effectiveness of
relevant health services within the constraints of what is affordable, through the use
of rules based and clinical management based programmes®” (The Department of

Health, 1998).

Little research has been done on the effectiveness of managed care to contain costs in
South Africa since Doherty and McLeod (2002), however, upon examination of scheme

benefit options, it was evident that schemes have begun to fully embrace the principles of

33Rules based and clinical management based programmes are “a set of formal techniques designed to
monitor the use of, and evaluate the clinical necessity, appropriateness, efficacy, and efficiency of health-
care services, procedures or settings on the basis of which appropriate managed healthcare interventions

are made” (The Department of Health, 1998)
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managed care in order to contain costs more effectively. The section below outlines the key
tools available to schemes to manage costs through rationing mechanisms, the majority
of which focus on utilisation management (either demand- or supply-side management,

or both).

5.1 Demand-side mechanisms

The need to control the utilisation of services and resources by beneficiaries and providers
stems from the need that healthcare resources are limited. Consequently, mechanisms
employed to control utilisation are examples of exercises in rationing- demand and supply-
side rationing.

The theories behind these approaches are simple in concept, in that demand is con-
trolled by influencing consumers’ ability and willingness to pay for services- the higher
the price the less they are able to demand (Hicks, 2011). Similarly supply is rationed by

implementing strategies to impact the choices made by providers.

5.1.1 Pre-authorisation

“Pre-authorisation is a method of monitoring and controlling utilisation by evaluating
the need for medical service prior to it being performed” (Hetico et al., 2006:237). It
generally involves the healthcare provider submitting a treatment plan to the medical
scheme or MCO before treatment is initiated. The medical scheme will then review the
treatment plan, monitoring one or more of the following: the beneficiary’s eligibility,
covered services, amounts payable and any waiting periods in place (Hetico et al., 2006).

Hospital pre-authorisation is very common in the South African medical scheme en-
vironment (Doherty and McLeod, 2002). If authorisation is not granted, the claims for
the hospital stay are either not reimbursed or the scheme will only reimburse a certain
percentage with the member having to cover the residual- the exact terms will depend on
the particular scheme. Doherty and McLeod (2002) state that the “aim of this mechan-

ism is to reduce supplier-induced demand, as well as deter beneficiaries from unnecessary
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utilisation” (Doherty and McLeod, 2002:18).
The process of obtaining pre-authorisation might involve submitting the following

information to the medical scheme within 48 hours before the procedure:

e Medical scheme membership number;

e When the member or beneficiary will be admitted to hospital and the estimated

length of stay;
e The providers name, practice number and phone number;

e The diagnosis of the member or beneficiary (in terms of the appropriate ICD 10

diagnosis code);

e The procedure name and code (if available submitted in terms of the CPT4 or

NHRPL procedure code);
e The name of the hospital or day clinic;

e The date of the procedure.

Furthermore, many schemes will require the member to visit their doctor for an ex-
amination before pre-authorisation will be allowed, i.e. gatekeeping.

An investigation by Ranchod et al. (2001) found, that of the 41 low cost options iden-
tified, 40 of them insisted in pre-authorisation for major medical events. Little literature
exists on the current use of pre-authorisation in the South African medical scheme en-
vironment. However, the advancements in technology coupled with the ease and speed
of communication between the scheme, client and provider have made pre-authorisation

for procedures and treatments a common occurrence.

5.1.2 Benefit Limits

Hetico et al. (2006) define benefit limits as “any provision, other than an exclusion, that
restricts coverage in the evidence of insurability, regardless of medical necessity” (Hetico

et al., 2006:50). These limits may either be monetary on non-monetary.
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“Monetary limits are annual limits on the amount that can be claimed from a scheme
with respect to different categories of care” (Doherty and McLeod, 2002:15). The in-
tention is to deter beneficiaries from utilising services unnecessarily but may, however,
result in patients who legitimately need care being unable to obtain services when needed
(Doherty and McLeod, 2002). To this end, they are not effective in accurately targeting
those who need limits to prevent unnecessary utilisation, since it is members who are in
need of cover who are most likely to exhaust their benefits (Soderlund (1999) ; Ranchod
et al. (2001)).

Soderlund (1999) additionally states that the use of monetary limits to control util-
isation may have no effect on the efficiencies with which the healthcare is delivered. They
may also contribute to moral hazard since discretionary types of care will generally have
no limits- creating the incentive to over-utilise these types of care (Soderlund, 1999).
Furthermore, the member is virtually without cover above a certain amount and may
lead to unintended financial strain on the member (Amelung, 2013).

Non-monetary limits, such as a limit on the number of specialist consultations per
beneficiary per year are also fairly common place in the current medical scheme envir-
onment. A possible disadvantage of these limits, is that they may be viewed as norms
rather than extreme levels of utilisation by the members or beneficiaries of the option
(Amelung, 2013). Setting a limit of 10 GP consultations per annum, for example, may
give members the impression that this is the entitlement they are expected to use, as well
as restricting the cover for care for those who are chronically ill (Amelung, 2013).

That being said, there is evidence to suggest that benefit limits have proven to be an
effective way to contain costs since they are easy to specify and result in a reduction of risk
to the scheme (Soderlund, 1999). Furthermore, benefit limits are effective in controlling
utilisation of low cost-high frequency healthcare events, for example, dental and optical
(Jurisich and da Silva, 1998). Ranchod et al. (2001), however, state that the involvement
of the providers (supply-side) in the decisions to ration care is a preferred route.

As stated above PMBs must be provided in full across all schemes, and as such benefit

limits (monetary and non-monetary) may not be imposed on PMB provision. Monetary
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limits are allowed on all other conditions not included in the PMB package.

5.1.3 Co-payments and Levies

Unlike monetary limits, which relate to annual expenditure or a healthcare event, levies

and co-payments are applied to individual claims. “Levies are fixed amounts per claim,
whereas co-payments®* are defined proportions of claims that are payable by members
on each claim” (Doherty and McLeod, 2002:15). These amounts are required to be paid
by the member at the time of service before cover will commence (Jurisich and da Silva,
1998). Both of these mechanisms are intended to deter unnecessary utilisation of non-
PMB services but, like monetary limits, they can become a financial burden and reduce
access to appropriate care, especially in a situation where high prices prevail (Doherty
and McLeod, 2002).

According to Jurisich and da Silva (1998), these mechanisms aim to serve three func-
tions. Firstly, requiring a member to pay, regardless of the amount charged for treatment,
should act as a disincentive for seeking treatment, and it could therefore prevent addi-
tional claims (Jurisich and da Silva, 1998). Secondly, the co-payment serves as a cost-
sharing function and so aims to address the issues associated with the third-party-payer
function that exists in South Africa’s medical scheme environment. Thirdly, through its
cost sharing mechanism combined with its ability to impede treatment seeking behaviour,
“the co-payment can also have the effect of channelling utilisation” (Jurisich and da Silva,
1998:14). However, the proportionate nature of co-payments makes it more difficult for
the member to budget since the cost of the service may not always be known beforehand
(Jurisich and da Silva, 1998).

The level of the co-payment should be directly related to the cost of the service since
the member is responsible for some of the cost of the service (Jurisich and da Silva, 1998).
Furthermore, the co-payment should not be so high that it prevents the member from
seeking care when he requires it (Hetico et al., 2006)

Use of a co-payment is common place in medical scheme benefit design, particularly

34the term ‘co-payment’ and ‘co-insurance’ are often used interchangeably in benefit design
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in cases where the member seeks treatment outside of the PPN, obtains treatment before
the treatment or procedure has been authorised and for out of hospital benefits. In
addition, no regulation exists at present which dictates how much schemes may charge as
a co-payment, which leads to large variations in the amounts charged between schemes

and benefit options.

5.1.4 Deductibles

Deductibles can be interpreted in three different ways:

e The amount paid by the member for diagnosis, treatment or care costs prior to the

medical scheme covering the balance;

e A cost-sharing mechanism where the member pays a specified amount for covered
services before the scheme will assume liability for all or part of the remaining

covered services;

e The cumulative amount a member has to pay for services before the scheme will

cover the costs of care (often called a threshold).

(Hetico et al., 2006)

Therefore, a deductible makes the member responsible for all healthcare costs up to a
defined threshold. All medical schemes aggregate claim costs over an annual period, which
means that benefits are targeted at those whose healthcare costs exceed this threshold
(Jurisich and da Silva, 1998). Once the member reaches the threshold, the benefits
may still be subject to other cost-sharing methods mentioned above. This mechanism is
again commonly used in circumstances where the member voluntarily decides to obtain
services outside of the PPN or where the member obtains treatment prior to approved
authorisation.

McLeod and Ramjee (2007) found that increases in hospital expenditure have led to
an increasing use of deductibles by schemes as a means of discouraging elective hospital

admissions and some expensive diagnostic procedures. They go on to state that “they are
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inherently regressive in nature and adversely affect affordability for low income members”

(McLeod and Ramjee, 2007:13).

5.1.5 Medical Savings Accounts

Medical scheme contributions on options that contain a savings account are split into risk
contributions and savings contributions (the sum of which gives the gross contribution-
the amount quoted to prospective members). Prior to 2006 many options allowed mem-
bers to choose their level of savings contribution. However, this effectively gave members
the discretion to tailor their benefits according to their health needs and to pay a premium
that matched this need (McLeod and Ramjee, 2007). This was seen to be a means of
risk-rating or ‘cherry-picking’ because cover for these members becomes cheaper as they
no longer have to cross-subsidise non-hospital care for members who are more ill; con-
sequently this practice was disallowed (Doherty and McLeod (2002) ; McLeod and Ramjee
(2007)). In addition, allowing members to choose their level of MSA impacted negatively
on the equity of schemes and contributed to unaffordable cover for high-risk beneficiaries
(Doherty and McLeod, 2002). In terms of current legislation, up to 25% of a members
total contribution may be allocated to a MSA.

Most savings accounts allow the member to receive a credit in advance at the start
of the year (equivalent to 12 times the monthly savings contribution). The member will
then pay back the amount through level monthly contributions. Prior to 2012, options
did not typically offer interest on positive savings account balances and did not charge
interest on the ‘loan’ established at the start of the year (Doherty and McLeod (2002)
; Actuarial Society of South Africa (2014)). As of 2012, all interest earned on positive
savings account balances are to be paid to the member or accrued to the savings account
balances (Council for Medical Schemes, 2011a). No portion of the investment income
earned on the savings balances may be retained or used by the scheme (Council for
Medical Schemes, 2011a).

The intention of MSAs was to create the incentive for members to control their own

day-to-day expenditure by allowing any unused funds to be carried forward to the next
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year and removing cross-subsidisation, forcing patients to rely on their own resources
(Goudge et al., 2001). In essence, savings accounts were designed to encourage benefi-
ciaries to ration their own utilisation (Doherty and McLeod, 2002). According to van den
Heever (2012), schemes typically require non-hospital costs to be funded from savings
accounts, with the assumption being that historically these services were over-used by
patients (or that, at least, beneficiaries can afford to pay for this type of care out of their
own pockets, once the savings account is exhausted). Furthermore, cost increases on hos-
pitals and specialists resulted in excessive contribution increases and resulted in schemes
shifting even more non-hospital costs into MSAs to counter these increases (van den
Heever, 2012).

Despite the intention of savings accounts to increase affordability, Doherty and McLeod
(2002) found that only 20% of the 41 low-cost options available between 1999 and 2001
had savings accounts. Doherty and McLeod (2002) state that this is because “savings
accounts fail as a cost control measure as they do not tackle the incentives to over-supply
that are created by the fee-for-service reimbursement of providers” (Doherty and McLeod,
2002:16). Other reasons cited included the removal of the cross-subsidy function of large
risk pools that helps to fund PMBs as well as the fact that “savings account options
are being marketed to higher income consumers who have a higher propensity to utilise
services and are better able to reimburse providers out of pocket when the account is
used up” (Doherty and McLeod, 2002:16).

Perhaps the biggest argument against MSAs is the fact that the majority of schemes
market a medical savings account as a ‘benefit’. In theory, an MSA is a designated form
of a personal savings account- simply speaking, the consumer can get the same benefit by
putting their money in the bank and funding their own medical expenses. As such, it is
difficult to see a MSA as a ‘benefit’, but should rather be seen by consumers as the portion
of the benefit entitlement that consumers fund themselves. In addition, other techniques
described above may additionally be in place for ‘benefits’ received out of the MSA- for
example, co-payments may be in place for prescription medicine purchased outside of

the PPN. Despite these findings and the clear negative associations with MSAs, they
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continue to be utilised by medical schemes, particularly as a means to attract younger

and healthier beneficiaries.

5.1.6 Preventative Care and Incentives Programmes

Jurisich and da Silva (1998) stated that medical schemes tend to neither cover tests which
screen for diseases nor wellness programmes to encourage healthy lifestyles. However,
medical schemes in South Africa have realised the benefits of encouraging their members
to be healthy and the benefits of offering preventive care and screening tests- the limited
ability to underwrite, legislated through the rules of open enrolment and community
rating in the Medical Schemes Act 131 of 1998, meant that schemes were encouraged
to promote a healthy lifestyle in their members so as to increase the implicit cross-
subsidisation mechanism within benefit options. Furthermore, by encouraging members
to undergo screenings, earlier detection of conditions and subsequent earlier treatment
are made possible, which should save on future costs for some conditions. Jurisich and
da Silva (1998) also recognise that this is a long term strategy which will only result
in significant savings in the future. This is compounded by the fact that preventive
coverage means increased utilisation in areas such as doctors’ visits and the associated
costs (Jurisich and da Silva, 1998).

Incentives programmes, such as those that reward fitness levels and voluntary screen-
ing for certain diseases with discounted movie tickets, discounted airline tickets, and
discounts on lifestyle electronic equipment and gym or sports club membership have also
been introduced by a number of the larger schemes in the market. These loyalty pro-
grammes are not technically part of medical schemes as members typically have to pay
additional amounts to join these programmes. Furthermore, these programs are not reg-
ulated under the Medical Schemes Act and are hence distinguishable by law. Yet these
programmes are becoming more widespread and have become a major incentive for young
and healthy members to switch to certain schemes (Doherty and McLeod, 2002). Incent-
ives programmes are also used as a subtle form of risk rating by encouraging younger and

healthier members to join and so enhancing the implicit cross-subsidisation mechanism
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within benefit options.

5.1.7 Case Management and Disease Management

“Case management is the active monitoring of patients once in hospital with the aim
of ensuring that the patient receives clinically appropriate care in the appropriate set-
ting” (Doherty and McLeod, 2002:18). Furthermore, it attempts to manage claim costs
by setting best practice clinical protocols for the treatment of patients once they have
been admitted to hospital (Actuarial Society of South Africa, 2014). These protocols aim
to ensure that the member is receiving quality, cost effective treatment. Case manage-
ment aims to overcome the mis-utilisation of facilities and resources whilst maintaining
continuity of service and accessibility (Hetico et al., 2006).

In practice this might involve monitoring high-risk beneficiaries where the cost to
the scheme upon treatment is higher. Once the member has commenced treatment,
case management might involve checking that the treatment plan is in line with relevant
clinical protocols and cost benchmarks and whether ongoing treatment is being provided
in the most appropriate setting (Actuarial Society of South Africa, 2014). This may
involve moving patients to wards with a lower intensity of care once their condition
permits (Doherty and McLeod, 2002). It also attempts to match the appropriate intensity
of services with the patient’s needs over time (Hetico et al., 2006).

A disease management program (DMP), on the other hand, “involves active man-
agement by the scheme administrators of the prevention, diagnosis and treatment of
specific conditions such as asthma or diabetes” (Doherty and McLeod, 2002:19). In addi-
tion, it involves identifying members at risk, intervening where necessary, measuring the
outcomes, all whilst providing continuous quality improvement (van der Merwe, 2005).

According to van der Merwe (2005), there are three essential elements of a DMP:

e “A knowledge base that quantifies the economic structure of the disease problem

and describes care guidelines;

e a delivery system that coordinates all care; and
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e a quality improvement system to audit performance against evolving standards”.

(van der Merwe, 2005:27)

Ultimately, the aim of any DMP should be to optimize the way in which members are
managed in order to lower costs and improve health outcomes (van der Merwe, 2005).
Furthermore, many schemes aim to utilise the DMP in order to educate members about
their condition and so reduce the potential risks that the members may pose to the
scheme. Medical schemes require members to adhere to the requirements of the DMP in
order to stay on the programme. This might involve attending arranged consultations
periodically (or whenever specified) - failure to do so may result in disqualification from
the programme.

Typically, DMPs allow better collection of data on the beneficiary’s medical condition,
and the dissemination of best practice information to providers caring for the patient
(Doherty and McLeod, 2002). The claim is that this type of service provides a higher
quality of care at a more reasonable price than alternative, presumably more fragmented,
care (Hetico et al., 2006). Furthermore, participation in a DMP may enable a member
to have access to enhanced benefits (McLeod and Ramjee, 2007).

The introduction of the CDL into the PMB package saw a subsequent increase in the
roll out of DMPs, particularly in HIV/AIDS management (McLeod and Ramjee, 2007).
Consequently, DMPs have improved in recent years as scheme knowledge of their disease
profile has been enhanced considerably (“due to the introduction of the CDL, the require-
ment to submit the data during the shadow period for REF and the implementation of
compulsory ICD-10 coding for providers” (McLeod and Ramjee, 2007:20)). McLeod and
Ramjee (2007) states that the lack of ICD-10 coding prior to this, hampered the ability
to perform disease-based analyses.

Disease Management and Case Management programmes have become popular ap-
proaches in medical schemes because of their association with cost reducing strategies
and their potential for broad application (van der Merwe, 2005). No data exists on the
extent of their use within schemes, however, it is clear that their existence plays a role

within rationing mechanisms and hence benefit design.
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5.2 Supply-side mechanisms
5.2.1 Preferred Provider Networks

Medical scheme members may be restricted to obtain their healthcare services from a net-
work of providers. In South Africa these networks are referred to as Preferred Provider
Networks (PPNs) or Designated Service Providers (DSPs) where PMBs are concerned?
(importantly, PPNs encompass DSPs). A PPN is where the scheme contracts with differ-
ent providers to obtain services for its members (Jurisich and da Silva, 1998). Members
are entitled to visit any provider within the network. If the member joins a benefit op-
tion that makes use of a PPN, a visit to a provider outside of the PPN may result in the
member having to cover the cost of the service themselves or the scheme may only pay
as much as it would have cost to make use of the PPN-the member will have to pay the
difference (Council for Medical Schemes, 2014e). If the scheme expects the member or
beneficiary to use a PPN, it must inform them, and the rules of the scheme must also
state which service providers are the ‘preferred’ ones, and what the scheme will or won’t
pay if they use a provider other than the ‘preferred’ one (Council for Medical Schemes,
2014e).

PPNs were established with the aim of reducing the cost of healthcare, through nego-
tiating volume discounts from the providers or by securing agreements with providers to
practice cost effective medicine according to a defined set of clinical protocols (Jurisich
and da Silva (1998) ; Actuarial Society of South Africa (2014)). According to Amelung
(2013), the following goals are associated with PPNs:

e Cost control;
e Assurance of quality in respect to influencing the provision of services; and
e Planning certainty.

These goals can be achieved as the MCO will be able to control the ratio of members

to providers in the network. Consequently, lower fees can be negotiated in return for

35The term Designated Service Provider was introduced in the PMB legislation
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increased patient volumes (Jurisich and da Silva, 1998). This sentiment was echoed by
Doherty and McLeod (2002) where they state that “when providers group together in
networks, this offers even greater potential for collective cost control as well as enhanced
geographic access to care” (Doherty and McLeod, 2002:20). However, a recent trend of
paying higher fees to providers within PPNs has been seen- for example, contracted GPs
on Bestmed Medical Scheme’s network are reimbursed R380.0 for a consultation, whereas
uncontracted GPs are only reimbursed R295.7 (ASAIPA, 2014). A possible explanation
for this trend might be that the increased engagement with and profiling of the providers
might necessitate higher fees.

In theory, public hospitals should be attractive preferred providers for schemes, since
the cost of care and the rate of cost escalation is comparatively low in this sector (Doherty
and McLeod, 2002). However, perceived quality differences between public and private
hospitals has resulted in very few schemes contracting with the public sector. This is
despite the fact that many state hospitals have set up separate wards, designed to serve
members whose treatment and hospital stay is paid for by their medical scheme and to
whom the hospital can afford to provide better service (Council for Medical Schemes,
2014e).

The PPN agreements between the scheme and MCO generally cover, inter alia, data
requirements, practice guidelines and reimbursement mechanisms for providers (Jurisich
and da Silva, 1998). In theory, this gives the MCO greater power to combat fraud in the
system and to manage care more efficiently (Jurisich and da Silva, 1998). In addition,
the existence of a PPN encourages members to develop relationships with contracted
providers, which “contributes to providing quality healthcare since the member will be
treated by a doctor familiar with their history and members will perceive a higher valued
service” (Jurisich and da Silva, 1998:17).

Importantly, PPNs are often used in combination with negotiated rates between pro-
viders and schemes (Doherty and McLeod, 2002). Doherty and McLeod (2002) state that
“in theory, such negotiations should place downward pressure on the fees providers are

able to charge” (Doherty and McLeod, 2002:20). However, South Africa’s private hospital
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sector is dominated by three main groups, which has prevented the effective contracting
of schemes with providers (van den Heever, 2012). In addition, there have been attempts
between provider groupings to collude and control prices and with the consequence being
that negotiation does not have the desired effect on cost escalation (Doherty and McLeod,
2002).

Doherty and McLeod (2002) found that the use of hospital networks was quite low
at 22% of schemes while the percentage for other types of provider was even lower (for
example, 13% for general practitioners and 7% for specialists). These results were echoed
by Ranchod et al. (2001) where they found that eight of the forty-one options they
examined made use of a network of hospitals in the private sector. Co-payments were
in place if the member used a hospital out of network (Ranchod et al., 2001). However,
these figures are likely to be considerably higher in 2014 owing to the increased usage
of managed care techniques as well as the introduction of Efficiency Discounted Options
(EDOs).

EDOs are benefit options with network arrangements for healthcare provision. They
were introduced in 2008 and allow monthly medical scheme contributions to be differenti-
ated on the basis of the healthcare providers that are utilised to provide benefits (Council
for Medical Schemes, 2014¢). This practice is in conflict with the statutory principle that
contributions may be differentiated only on the basis of income or family size, or both.
A scheme’s benefit option must therefore obtain exemption from section 29(1)(n) of the
Medical Schemes Act before it can operate as an EDO (Council for Medical Schemes,
2014c). Only open schemes have elected to offer EDOs to date and at present, 40 benefit
options are classified as EDOs- an increase of 3 from 2013 (Council for Medical Schemes,
2014c).

Importantly, EDOs were established with the intention that the discounted contri-
butions reflected the efficiencies of the PPN rather than the demographics and claims
propensities of the beneficiaries that were expected to participate in the discounted
structure. However, benefit options with network arrangements offer advantages to both

members and medical schemes. “Members receive discounts because the scheme is able
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to obtain efficiency from a selected provider network. Members’ contributions are fair
and non-discriminatory and they retain a measure of choice within the efficiency of the
network” (Council for Medical Schemes, 2014c:42). Medical schemes also achieve cost
savings because network arrangements allow schemes to negotiate better reimbursement
and healthcare delivery terms (Council for Medical Schemes, 2014c).

Importantly, with regards to PMBs, the regulations provide for instances in which it
is not possible for the member to make use of a DSP for the diagnosis, treatment or care
of a PMB condition. The three cases in which the member will be regarded as having

obtained the service involuntarily are:

e “If the service was not available from the DSP or could not be provided without an

unreasonable delay;

e If you needed immediate treatment under circumstances that prevented you from

using the DSP; and
o [f there was no DSP within reasonable proximity of your place of work or residence”.

(The Department of Health, 1998)

In such circumstances, the scheme will not be able to impose co-payments, deductibles
or other risk-management tools on the diagnosis, treatment and care costs of a PMB
condition. However, if the member or beneficiary does voluntarily obtain services outside
of the DSP then the risk-management tools mentioned in section 3.2 can be employed to

mitigate the costs to the scheme.

5.2.2 Alternative Reimbursement Mechanisms

Traditionally, providers of healthcare have been reimbursed on a fee-for-service (FFS)
basis. FFS is a reimbursement system where providers are reimbursed for each unit
of service provided, with the amount charged for a unit of service determined by the
providers and shown in their fee schedule (Jurisich and da Silva, 1998). Essentially, a

fee is paid to the provider each time the provider performs a specific service. Under this
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system the provider bears little risk and it creates perverse incentives as there is the
potential for the service provider to earn greater profits by unnecessarily over-servicing
the patient (Doherty and McLeod, 2002).

The problems with the FFS system are compounded by the structure of the South
African medical scheme environment. In essence, medical schemes act as a third party
payer, whereby the scheme settles claims invoiced by the provider on behalf of the member
or beneficiary. This shields patients from a full awareness of the costs and creates the
incentive for providers to overcharge as well over-utilise services by invoicing largely
on the basis of their own judgement (Doherty and McLeod (2002) ; Amelung (2013)).
In addition, the inherent information asymmetries that exist between the provider and
patient compounds this problem as the patient is not able to fully judge what services
are necessary- resulting in provider-induced demand (Mathes et al., 2014). This fee-
for-service problem extends to administrators themselves as their fees are sometimes
expressed as a proportion of contributions; as contributions rise, so do the administrators’
earnings (Doherty and McLeod, 2002).

Industry experts displayed broad consensus on FFS reimbursement systems. Schroeder
and Frist (2013) found that FFS reimbursement contains incentives for increasing the
volume and cost of services (whether appropriate or not), encourages duplication, dis-
courages care co-ordination, and promotes inefficiency in the delivery of medical services.
Ranchod et al. (2001) agreed, and expressed the need for the South African medical
scheme environment to abandon the traditional FFS arrangement in order to remain
viable.

Several solutions have been proposed to overcome the disadvantages with the FFS sys-
tem, with the need to move towards risk-sharing arrangements with providers as opposed
to traditional risk-transfer arrangements in order to discourage over-utilisation whilst in-
creasing the quality of service, being the most widely accepted (Ranchod et al. (2001) ;
Schroeder and Frist (2013)). The ideal long-term solution, according to Schroeder and
Frist (2013), is a system that incorporates appropriate and high-quality care, an emphasis

on disease prevention, the management of chronic conditions rather than treatment of
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illness, as well as an emphasis on the diagnosis rather than treatment of conditions. In

response to these inefficiencies, alternative provider reimbursement arrangements are be-

coming increasingly common and more widely used by medical schemes as a tool to align

the incentives of the provider and the scheme. This was done by transferring varying de-

grees of risk from the medical scheme to the provider and /or the member. It is important

to note that different mechanisms will be appropriate for different providers, however, the

goal is to structure the payment to providers in such a way that reduces costs whilst still

maintaining a high-quality level of care (Jurisich and da Silva, 1998). The most common

alternative reimbursement mechanisms are outlined below.

Capitation Under a capitation system, payment does not occur as the result of a
service being rendered but rather, it is the prepayment for services usually on a
per-member, per-month basis (Jurisich and da Silva, 1998). A provider is therefore
paid the same amount of money every month for a member regardless of whether
that member receives services or not, and regardless of the cost of those services
(Jurisich and da Silva, 1998). In essence, the service provider partly assumes the
‘insurance function’” and so capitation results in a transfer of risk from the medical
scheme to the provider (Amelung, 2013). This transfer of insurance risk to the
provider, incentivises providers to focus on utilisation management, since the lower
the utilisation of services by the provider, the higher their monthly ‘profit’® will
be (Jurisich and da Silva, 1998).

Per Diem (per day rates) This is a method intended for reimbursing hospitals.
A pre-determined amount is paid to the hospital for each day of care that they
deliver to a member, regardless of the reasons for the care and independently of
the actual costs accrued per day (Jurisich and da Silva (1998) ; Amelung (2013)).
Under a per diem system, the risk that more services are needed in the encounter
than anticipated is transferred to the hospital, while at the same time the risk of

price variability per service is removed (Jurisich and da Silva, 1998). The per diem

36

reimbursement rate less the cost of services rendered
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structure reduces the hospitals incentive to over-service the patient and encourages
the hospital to improve its profitability by managing its costs efficiently (Jurisich
and da Silva, 1998).

Case Based Under a case based system, the service provider receives a flat rate
payment for every treated case (Amelung, 2013). Payment is linked to the type
or severity of the case as well as the number of cases (World Bank, 2014). This
payment system creates incentives to focus on profitable patients, to shorten lengths
of hospital admission, to provide less care, and to admit more patients (Mathes

et al., 2014).

Fized Fees Under a fixed fee payment system, a fixed fee is set which covers the cost
of a particular procedure or diagnosis, i.e. “a fixed amount is paid to cover all of the
services during a particular hospital stay regardless of the actual services provided”
(Amelung, 2013:128). This payment method transfers a portion of the financial
risk to the provider and incentivises hospitals to reduce the length of stay and the
amount of care given to each patient (World Bank, 2014). The scheme will now
be concerned with the readmission rate which could be an attempt to charge again
for the same procedure (Amelung, 2013). This method provides incentives for the
hospital to select patients with less severe illnesses and to admit as many patients

as possible whose cost is less than the fee received for each patient (Amelung, 2013).

Global Budget A global budget is similar to a fixed fee, but “includes all professional
services delivered in relation to a particular procedure or diagnosis” (Actuarial
Society of South Africa, 2014:196). This compensation system, therefore, aims to
achieve both higher quality services while at the same time reducing healthcare
expenses (Amelung, 2013). Many argue that global budgets incite hospitals to
increase their number of admissions and encourages case selection, which may have

an influence on access to care (Mathes et al., 2014).

Salary “The doctor receive a fixed salary for the services which they provide on
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behalf of a healthcare organisation (hospital, medical scheme, MCO)” (Amelung,
2013:122). When physicians are hired and paid with a fixed salary, no incentives
emerge for the unnecessary expansion of the volume of service (Amelung, 2013).
“Therefore, this compensation form ideally enables attentive and treatment-based
care” (Amelung, 2013:122). Furthermore, administration of this system is simple
and well known and may result in the reduction of costs. Despite the perceived
advantages of this system, it lacks incentives to increase the quality of services

offered and may result in increased waiting times (Amelung, 2013).

Whilst these alternative reimbursement arrangements are not directly visible in benefit
design (i.e. members cannot see how providers are reimbursed and choose a benefit option
accordingly) it is important to recognise their existence and their potential impact on the

member.

5.2.3 Treatment Protocols and Formularies

Treatment protocols are “a set of guidelines in relation to the optimal sequence of dia-
gnostic testing and treatment for specific conditions” (The Department of Health, 1998).
Treatment protocols can therefore be seen as an addition to guidelines in which treatment
methods can be stipulated. It is not a set of rules that dictate how a treatment must be
carried out but rather how it should not be carried out (Amelung, 2013).

Most medical schemes provide services in the form of a basket of care that lists all
the services included in the protocol, for example, the number of annual consultations
allowed at a specialist. It is important to be aware that the protocols are based on the ser-
vices necessary to manage members with stable conditions (Council for Medical Schemes,
2014e). The Council for Medical Schemes dictates that “all managed care protocols be
developed on the basis of evidence-based medicine, taking into account considerations of
cost-effectiveness and affordability” (Council for Medical Schemes, 2014e:58). This means
that even if there is scientific evidence for the validity of a specific treatment, it may not

be cost effective, affordable or appropriate to prescribe in the South African environment
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(Council for Medical Schemes, 2014¢e). In addition, if a member voluntarily chooses to
use a different treatment protocol the scheme may charge a co-payment.

A formulary is a list of prescription drugs determined to be clinically appropriate and
cost effective, that are approved for use and covered by a medical scheme (Hetico et al.,
2006). As with managed care protocols, formularies must be developed on the basis of
evidence-based medicine, taking into account considerations of both cost effectiveness and
affordability (Council for Medical Schemes, 2014e). Reimbursement by schemes is then
restricted to items on the formulary; although members can obtain other products if they
are prepared to pay the difference (Doherty and McLeod, 2002). If the member suffers
from specific side effects from drugs on the formulary they will be able to put their case to
their medical scheme and ask the scheme to pay for their medicine (Council for Medical
Schemes, 2014¢). When a formulary drug is clinically appropriate and effective; and the
member knowingly declines the treatment and chooses to use another drug instead, the
scheme may impose a co-payment.

According to Doherty and McLeod (2002) the use of formularies in South African med-
ical schemes has resulted in pharmaceutical companies aggressively re-pricing products in
order to have them included on the price list- bringing down retail prices for all schemes.
These formularies are in contrast to reference pricing, which requires that drugs be cat-
egorised into therapeutic classes, with a reference drug selected in each class (McLeod
and Ramjee, 2007). The amount to be reimbursed is then set based on this reference
drug, with the consumer having to pay the difference in price if a more expensive drug
is used (McLeod and Ramjee, 2007). McLeod and Ramjee (2007) then state that “one
of the aims of reference pricing is to have manufacturers compete to be the reference
product and thereby drive prices down” (McLeod and Ramjee, 2007:19).

Despite their ability to bring down prices and reduce costs, the use and application
of formularies is strongly resisted by providers and pharmaceutical companies (Doherty
and McLeod, 2002). However, the majority of schemes in South Africa have used formu-
laries for chronic medicine since the mid-1990s and in addition, many schemes include a

chronic medicine management programme in conjunction with their formulary (Doherty
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and McLeod, 2002). Beneficiaries seeking chronic medicine benefits are required to re-
gister on this chronic medicine management programme which allows close review of each
prescription for each member (Doherty and McLeod, 2002).

The increase in the use of formularies in medical schemes has been accompanied by
an increase in the use of generic drugs®’, which tend to be far cheaper than brand name
drugs (McLeod and Ramjee, 2007). McLeod and Ramjee (2007) state that “generic items
claimed increased from 27.7% in 2002 to 43.7% in 2005”. A number of possible reasons
are provided for the increase in generic utilisation, including: the introduction of more
generic alternatives to the South African market, the role of reference pricing and formu-
laries in promoting the use of generics and greater awareness of generic products amongst
consumers (McLeod and Ramjee, 2007). In addition pharmacists are now required to sub-
stitute generic products (where cheaper), unless the prescribing practitioner has specified

otherwise (McLeod and Ramjee, 2007).

6 Elements of Benefits Design

As stated in the Introduction, little research has been conducted into benefit design in
the last decade which impeded the extent to which a thorough literature review could be
carried out. Consequently, the sections below will simply attempt to draw the attention
of the reader to common elements of benefit design and will not attempt to provide a
thorough overview of the benefits on offer- this will be extrapolated from the results.

In the previous sections, an examination of the primary tools available and utilised
by medical schemes to manage the risks associated with benefit design were described.
The sections below describe some of the major categories under which the benefits within

each option can be broadly classified. It is important to note that the tools described

37«A generic drug is a pharmaceutical product, usually intended to be interchangeable with an innov-
ator product, that is manufactured without a licence from the innovator company and marketed after
the expiry date of the patent or other exclusive rights. A generic medicine contains the same quantity

of active substances as the reference medicine” (World Health Organization, 2014a)
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previously are employed under each of these main categories in a large number of ways
in order to design options that will attract and meet the needs of as many consumers as

possible.

6.1 Hospital-Related Benefits

These benefits generally cover medical expenses incurred in-hospital (Actuarial Society
of South Africa, 2014). Each benefit option will have its own set of in-hospital benefits,

however, there are recurring themes which are prevalent within all options:

o Any limitations on choice of hospital Whether members are entitled to receive their
hospital benefit entitlement from any hospital, or are required to visit a preferred
hospital network dictated to them by the scheme rules. If the option is part of a
PPN, beneficiaries will be required to visit a hospital within the network. Penalties,
potentially in the form of co-payments, deductibles or disqualification from coverage
may be in place for voluntary use of a facility outside of the network. In addition,
members will be required to obtain pre-authorisation before being admitted to
hospital. Failure to obtain pre-authorisation may result in disqualification from

coverage or additional co-payments.

o Limits “These are limits set in respect of the maximum total major medical benefits
that a scheme will pay out in one benefit year in respect of a beneficiary or member
family” (Actuarial Society of South Africa, 2014:307). Some benefits will offer
unlimited hospital benefits whilst others will be limited- generally in the form of
monetary limits, although limits in the form of a maximum number of visits (to
specialists, for example) per year or per beneficiary may also be in place (Ranchod
et al., 2001). In addition, sub-limits may also be in place for specific categories
of expenditure or by procedure/treatment type (Actuarial Society of South Africa,
2014). Once the member has exceeded these limits they will be required to fund
in-hospital benefits themselves (except in the case of a PMB condition, which must

be covered in full). The form these limits take, differ between options and schemes.
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o Reimbursement Rate The reimbursement rate for hospitalisation will vary for the
specialists’ accounts between options and will generally be expressed as a percentage
of the specific scheme’s rate (Ranchod et al., 2001). With the NHRPL (see section
3) being declared as unlawful in 2010, all schemes typically employ their own tariff

independently of other schemes.

e Co-payments for hospital admission may be in place for hospital admissions or
specific in-hospital procedures. These will vary between each option and scheme.
Importantly, no co-payments or deductibles may be imposed on any condition clas-

sified as a PMB provided the member receives treatment within the DSP.

e Some options will cover the cost of medicines dispensed in hospital for consumption
outside the hospital. This benefit might be paid from savings, limited to a maximum
monetary amount, limited to a maximum number of days’ supply or a combination

of the above.

Ranchod et al. (2001) found that monetary limits were imposed on hospital benefits in
31 of the 41 low-cost-options analysed. However, only two options were found to combine
monetary limits with a limit on the number of days that can be spent in hospital (Ranchod
et al., 2001). They also found comparison between the different options’ limits on hospital
benefits to be extremely difficult owing to the different definitions of ‘limits’ (limits may
be for all benefits, for all major medical benefits or specifically for hospital benefits)

(Ranchod et al., 2001).

6.2 Chronic Medicine Benefits

Chronic benefit design has changed significantly over the last decade with the introduction
of the Chronic Disease List (CDL) into the PMBs in 2004. The CDL is a list of 25
chronic conditions for which the scheme is required to cover their diagnosis, treatment and
medication according to therapeutic algorithms (Council for Medical Schemes, 2014b).

These algorithms should be regarded as benchmarks or minimum standards for treatment,
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which means that the treatment the medical scheme provides should be in line with these
standards. In addition, if a member has one of the CDL conditions, their medical scheme
has to cover medicines, doctor consultations and tests related to their condition. However,
if tests for a CDL condition come back negative, the scheme will not be required to pay
for these tests.

As with the PMBs, the scheme may make use of protocols, formularies and DSPs
to manage the risks associated with this benefit (Council for Medical Schemes, 2014b).
In addition, many schemes require pre-authorisation as well as registration on a chronic
medicine management programme or disease managment programme before they will
begin to cover chronic conditions. Ranchod and McLeod (2001) state that benefit regis-
tration has the benefit of giving the scheme better access to drug utilisation data, enables
disease management programmes and interventionist action on the part of the scheme.

Since all schemes have to provide full coverage for the 25 chronic conditions specified
in the CDL, schemes have limited the extent to which they offer additional coverage
for chronic conditions over and above those alredy included in the CDL (Fish et al.,
2006). McLeod and Ramjee (2007) state that this is an attempt by schemes to risk select
prospective members; i.e. by not covering chronic conditions above the minimum level,
schemes can effectively use benefit design to ‘cherry-pick’ the young and healthy (McLeod
and Ramjee, 2007).

There exist large variations in the chronic medicine benefits offered, however, common

variations by option include:

e Chronic conditions and medicines lists Schemes will sometimes list the specific
conditions that are covered, together with the associated medicines that the scheme
will pay for (i.e. treatment protocols and formularies). However, the complex nature

of these lists means they are seldomly publicised;

o Co-payments and/or deductibles Certain medicines will be covered at cost while

others may be subject to co-payments or deductibles;

e [Limits Options will often specify a benefit limit covering non-PMB chronic medi-
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cines. These benefits are sometimes incorporated as a sub-limit within the overall

annual limit and may be implemented on a per beneficiary or per family basis;

e PPNs may also be in place which require the member or beneficiary to obtain their

chronic benefit from the network of providers as specified in the scheme’s rules.

In addition, schemes will often employ a combination of these tools, for example:
co-payments may be in place in addition to overall annual limits.

One might expect Oncology benefits to be included within Chronic Benefits. However,
schemes typically have an additional category catering specifically to cancer and cancer
related benefits. Typically, these benefits specify limits applicable for oncology cases (for
both treatment and medication), the choice of oncology provider as well as whether or
not the scheme will pay for high cost, speciality oncology medicines (and what limits may

be applicable).

6.3 Day-to-Day Benefits

Day-to-day benefits (DtD) are intended to provide cover in respect of medical expenses
incurred out-of-hospital (for example, in a day-clinic, in doctors’ rooms or in an optical
or dental clinic). DtD refers to those medical expenses incurred by members that are not
related to major illness or major surgery (Actuarial Society of South Africa, 2014). In
addition, these expenses tend to be incurred more frequently and are of a less catastrophic
nature than major medical expenses (Ranchod et al., 2001).

Options have different limits, sub-limits, co-payments and other managed care tech-
niques in place, affecting how much cover is available for DtD expenditures. In addition,
the treatments and procedures that will be covered will vary considerably between each
option and scheme.

Some options offer additional benefits, called Above-Threshold-Benefits (ATBs). The
ATB is a benefit that comes into play once the member has reached a defined level of
spending, called the threshold, dictated by the individual scheme and benefit option. The

DtD claims that you submit to a scheme are added up at the scheme’s rate. Once the
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claims add up to a certain amount, known as the Annual Threshold, your claims start
paying from the ATB. This threshold benefit may apply to both options utilising a MSA
as well as those that do not. The idea behind ATBs is that you have a financial cushion if
your annual DtD medical expenses exceed a certain amount. The ATB is not unlimited,
with many options placing limits or sub-limits on certain benefit categories. Ranchod
et al. (2001) identified threshold benefits as being a feature of higher cost plans where
the member can afford to spend more on DtD benefits in order to reach the threshold.

Options that utilise a MSA to provide for DtD benefits have to consider an addi-
tional spend, called the self-payment gap. If the member runs out of money in their
MSA and before their claims add up to the Annual Threshold, they will have to pay
for their DtD medical expenses themselves- this is called the self-payment gap. The
self-payment gap can be calculated by subtracting the annual amount available in the
savings account from the threshold at which the ATB applies. Options that do not have
a MSA require the member to pay for all day-to-day medical expenditures themselves,
i.e. out-of-pocket (OOP), until the sum of these amounts has reached the threshold level.
Once the threshold is reached the ATB kicks in and the member will be covered by the
scheme, subject to terms and conditions.

This ATB is often accompanied by a complex set of rules, some of which will now
be highlighted. Each scheme will have different rules about which claims and what
percentage of the claim will count towards the threshold. In addition, the rules that
determine how claims add up to the threshold may differ from the rules that apply to
which claims can be paid from the savings account. Consequently, the balance in the MSA
may be depleted faster than the rate at which the claims count towards the threshold.
This means that the MSA may be depleted before the threshold is reached, resulting
in more out-of-pocket payments by the member being required. Schemes may, however,
allow the payment of claims from the MSA at the full price, but these claims will only
count towards the threshold at the scheme’s rate. Furthermore, schemes also allow certain
claims to be paid from the MSA but exclude them when it comes to accumulating claims

towards the threshold, for example vitamins and homeopathic medicine.
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6.4 Contribution Rate Structures

According to the Medical Schemes Act, 131 of 1998, contribution rates are only allowed
to vary by income and family size. This has led to contribution rates being structured in

two ways:

e Rates varying by number of beneficiaries only- i.e. there will be a rate for a single
member, a rate for a member with one dependant, a rate for a member with two
dependants (and so on) (Actuarial Society of South Africa, 2014). There is often a
maximum to the number of dependants which are taken into account. Not many

schemes use this structure anymore, with the majority using the second structure.

e Rates varying by the number of adult beneficiaries and rates varying by the number
of child beneficiaries (Actuarial Society of South Africa, 2014). Separate rates are
typically set for the member, for each additional adult beneficiary and for each ad-
ditional child beneficiary. This investigation looked at contribution rates structured

in this way.

In addition, a number of options employ income bands in setting contribution rates.
This means that the rate charged on the particular option will vary according to the
income level of the principal member. Kaplan (2013) found that only 34 out of 169 benefit
options employed income bands in setting contribution rates. Furthermore, Kaplan (2013)
showed that options that used income bands showed significantly improved affordability
compared to other options owing to the increase in income cross-subsidisation within
the option. McLeod and Ramjee (2007) comment on the use of income bands, where
they state that “the reduction in the use of income bands in setting contribution rates
disadvantages the low income members of medical schemes by reducing the extent of

income cross-subsidies” (McLeod and Ramjee, 2007:7).
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6.5 Plan Types

All medical scheme benefit options can be classified into the following plan types:

e Traditional: A traditional benefit option is one that is considered to offer both com-

pulsory insured major medical benefits and insured day-to-day benefits (Ranchod

et al., 2001). Any unused balance at the end of the year is not carried forward.

e New Generation: This is an option that combines an insured major medical benefit

with a medical savings account. The risk pooled benefit will provide cover for

major medical events, such as hospitalisation and chronic medicine benefits. The

savings component will generally provide cover for day-to-day expenses, such as GP

consultations, dentist visits and over-the-counter medication.

e Hospital Plan: Here, benefits are paid out of risk-pooled funds and provide cover

for major medical events. There is limited cover for out-of-hospital and day-to-day

expenses. The term ‘hospital plan’ is an outdated concept since all options, even if

described as a ‘hospital plan’ must provide cover for PMB conditions.

e Hybrid: Hybrid plans are a mixture between Traditional and New Generation Plans,

with major medical benefits paid out of risk-pooled funds and the majority of day-

to-day benefits paid out of a savings account. However, certain out-of-hospital and

day-to-day benefits are covered from risk benefits.

e Networked: Networked plans describe options where the member is required to

obtain, either or both, of their major medical benefits and out-of-hospital benefits

through a network of providers (or PPNs). The network of providers differs between

schemes and options and the intention is to enable a reduction in contribution rates

through the improved efficiency of using an established network with established

provider relationships.

38For the purposes of comparison, a ‘plan type’ might be thought of as a collection of options displaying

the same day-to-day benefit characteristics
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Clearly, the plan type provides an indication as to how the day-to-day benefits are
covered. For example: Traditional plans represent all options where DtD cover is provided
by available funds in the insured risk benefit, whilst New Generation plans represent all
options where DtD benefits are covered by available funds in the medical savings account.

There has been a clear shift in medical scheme benefit design over the last few years,
“driven partly by the strong increases in hospital expenditure and the shifting of out-
of-hospital expenses to MSAs, and is underpinned by the PMBs emphasis on major
medical benefits” (McLeod and Ramjee, 2007:13). According to the Council for Medical
Schemes Annual Report (2014), the largest component of healthcare benefits paid across
all schemes can be attributed to hospital expenditure® (which consumed 35.3% of all
amounts paid to healthcare providers in 2013 (Council for Medical Schemes, 2014c).
Payments to medical specialists, for medicines dispensed by pharmacists and providers,
and to general practitioners consumed 24.5%, 16% and 7% respectively of total healthcare
benefits paid in 2013 (Council for Medical Schemes, 2014c).

This is again emphasized when looking at the historical trend in benefit expenditure.
Major medical expenditure accounted for 42.5% of pooled funds in 1974, 71.4% in 2005
and 72.2% in 2013 (Council for Medical Schemes, 2014c¢) (McLeod and Ramjee, 2007).
(Clearly, medical scheme benefit design has shifted away from covering both major medical
and out-of-hospital benefits to primarily covering major medical benefits (hospitals and
specialists) (McLeod and Ramjee, 2007).

In 2001, Ranchod et al. (2001) investigated common benefit design features of options
classified as ‘low cost’. At the time they found that of all low cost options 39% were
Traditional plans, 20% were New Generation plans and 41% fell under the broad category
of Managed Care plans’® (Ranchod et al., 2001). Whilst, Managed Care plans as defined
by Ranchod et al. (2001) do not currently exist, for comparative purposes we can compare

them to Networked plans as defined in this investigation. Of the ten cheapest options,

39includes: ward fees, theatre fees, consumables, medicines and per diem arrangements
40“Managed Care plans refer to options that offer a capitated primary care benefit, making use of a

network of primary care clinics” (Ranchod et al., 2001)
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70% were found to be Managed care plans, 20% New Generation and 10% Traditional
plans. One might expect New Generation plans to be the cheapest owing to the large
transfer of risk (day-to-day expenditure risk) from the scheme to the member, however,
this was not reflected in their findings. One possible explanation was provided, in that
“new generation options are being marketed to higher income groups who have a higher
propensity to consume health” (Ranchod et al., 2001:42).

In addition, Ranchod et al. (2001) found that the focus of the lowest cost benefit design
was on private sector day to day benefits. Access to private sector hospital benefits was
also included since contracting with the public sector for hospital services was not well
established owing to the perceived quality differences that exist between these two sectors.
These findings were echoed by the LIMS report (2006) (Broomberg et al., 2006).

The LIMS process (2006) conducted a nationwide household survey in order to identify
the key characteristics of benefit design that low-income households favour. They found
that low-income households place greater value on coverage for out-of-hospital benefits
than for in-hospital benefits- “the relative value placed on comprehensive out of hos-
pital care was approximately 50% higher than that placed on private hospital cover”
(Broomberg et al., 2006:63). Based on these findings, the LIMS process (2006) sug-
gested that any new product offered to the lower-income market should have superior
out-of-hospital, cost effective benefits, with services to be provided mainly in the private
healthcare sector. Furthermore, State facilities should only be incorporated as service
providers where they are on a par with the private sector. In addition, a product for this
low-income market must have no co-payments, levies or savings plans. It must be simple,
and facilities must be easily accessible (Broomberg et al., 2006). No research exists on

the benefit preferences of higher income households.
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7 Methodology

7.1 Analysing Affordability of Medical Scheme Contributions

Kaplan (2013) performed an investigation into the affordability of medical scheme con-
tributions. Whilst the primary aim of this dissertation is not to identify the number of
affordable options available to a set of benchmark families, the model used by Kaplan
(2013) will be a useful tool in analysing the benefits available to particular segments of the
population. The methodology used to identify the number of affordable options in this
dissertation, was identical to that of Kaplan (2013), with the relevant figures adjusted

for inflation.

7.1.1 Eligible Medical Schemes

The investigation is based on open schemes as not all families have access to restricted
membership schemes. A list of all 24 open-membership schemes comprising of 172 benefit
options was obtained from the Council for Medical Schemes (Council for Medical Schemes,
2014c).

Contribution rates and a detailed description of the benefits offered for each option

were obtained from the individual scheme’s website.

7.1.2 Construction of Benchmark Families

This investigation tested affordability on 18 benchmark families which varied by both
income (three income levels were tested) and composition (six family structures were
tested to identify how affordability changes as family size changes). Furthermore two
levels of employer subsidy were tested as well as the updated medical scheme contribution
tax credit. The sections below outline the assumptions used and how they were applied

to test affordability.

7.1.2.1 Income Bounds and Test Levels
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In this dissertation, income was taken as the individual income of the principal mem-
ber. This was done for comparative ease as this is the basis upon which medical scheme
contributions are calculated.

The LIMS report (2006) suggested a personal gross monthly income threshold of
R6 500 and a lower monthly income threshold of R2 000 (both in 2005 Rands). Anywhere
above or below, and the individual would no longer be eligible for cover under LIMS. The
LIMS process (2006) chose these income levels, since at the time of the investigation
87 per cent of all households in this band were without cover (Broomberg et al., 2006).
Furthermore, they chose an income level that did not “trap too many people between
LIMS and current schemes, thus avoiding the situation in which large numbers of people
who could not afford current schemes being excluded because they earned above the LIMS
threshold” (Broomberg et al., 2006:112).

The income bounds used in this investigation were the bounds suggested by the LIMS
process in 2006 which were then inflated to 2014 Rands using Consumer Price Index
(CPI) data published by Stats SA (Stats SA, 2014). Figure 4 shows the evolution of the
income band and tax threshold*' from 1 October 2009 to 1 October 2014. The target
population is thus all households whose highest income earners earn between R3 498.55
and R11 370.28 per month. This approach was based on the methodology used by
Makofane (2009).

41 The tax threshold stipulated by SARS each year, source:(Tomasek, 2013)
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Figure 4: Evolution of the LIMS income band and tax threshold

It was decided to test affordability of medical scheme contributions using three dif-
ferent, monthly income levels. The income levels used were those suggested by Kaplan
(2013), adjusted for inflation: R4 760 (2013: R4 500), R7 090 (2013: R6 700) and R10 580
(2013: R10 000) (pre-tax). Kaplan (2013) chose these income levels to gauge the effect of
the tax regime on the affordability of contributions. This was done by choosing income
levels above and below the tax threshold (R5 891.67)%2.

The reason for choosing only one income level below the tax threshold while choosing
two above was owing to the nature of the inflated LIMS income bounds. The 2014
income bounds determined were R3 498.55 and R11 370.28. Clearly there were a greater
number of potential scenarios above the tax threshold than below owing to the skewness
of the bounds in relation to the tax threshold. Furthermore, choosing three income levels
increases the sensitivity of the model and will provide a more accurate picture of the

medical scheme environment.

7.1.2.2 Family Structure

42GARS prescribes an annual income tax threshold of R70 700 or R5 891.67 per month, anywhere

below and the individual is exempt from paying personal income tax (SARS, 2013a)
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The affordability investigation required a set of benchmark families to be constructed.
The methodology used for construction of these families came from studies done by Fish
and Ramjee (2007) and Makofane (2009).

Fish and Ramjee (2007) constructed 4 benchmark families (1 structure and 4 income
levels) in order to assess the proportion of medical scheme options affordable to each.
Fish and Ramjee (2007) chose the structure of their family based on the work done in
2001 by Ranchod, McLeod and Adams, where they found that the most common family
structure that contributed towards a medical scheme was that of a single adult or principal
member followed by a family consisting of a principal member, one adult dependant and
two child dependants (19.22% of households had this structure) (Ranchod et al., 2001).
An investigation conducted in 2009 by Makofane constructed 10 benchmark families (5
structures and 2 income levels) (Makofane, 2009). Makofane used the South African
Advertising Research Foundation (SAARF) in order to help choose family structures
based on the commonality or prevalence of the structures in society. It was decided
to use a similar methodology to that of Makofane as it allowed for more variation and
flexibility of the family structures.

Eighty20, a specialist actuarial consulting firm with an online data solutions tool,
was used to obtain data to determine the household characteristics. AMPS2012B House-
hold (All Media and Products Survey conducted by the South African Advertising and
Research Foundation) was used as the primary survey to extract data. AMPS is a con-
tinuously evolving survey of questionnaires and interviews of South African adults over
the duration of the calendar year (all individuals 15 years and older) (South African
Advertising Research Foundation, 2013). The survey uses “personal in-home interviews
with thousands of people representative of the total South African adult population. In
addition, there is a host of questions about... personal and household details” (South
African Advertising Research Foundation, 2013). This sample population is then scaled
up in line with population estimates to represent a realistic model of the South African
population.

AMPS was used as it is a continuously evolving survey with up to date data that is
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easy to extract and manipulate. Furthermore, it was decided to use the most common
household structures across the entire population and not just across households who are
covered by a medical scheme, which is what AMPS provided. This was done since this
investigation was taken from the perspective of a prospective medical scheme member.
If XAYC is a household structure comprising of X adults and Y children then,
AMPS data suggested that amongst all households and not just households with medical
scheme cover, the most common family structures were 1A0C (18.84%), 1A1C (11.67%),
1A2C(10.31%), 1A3C(8.41%), 2A0C (7.79%), 2A2C (7.61%) and 2A1C (6.43%). For
comparative ease it was decided to use the following family structures in this investig-
ation: 1A0C, 1A1C, 1A2C, 2A0C, 2A1C, 2A2C. Households with more than 2 adults
were not considered as the Income and Expenditure Survey 2010/2011(used to determine
households propensity to spend on health) assumes that amongst households there are
at most 2 income earners per family. 1A2C was used instead of 1A3C as this makes

comparison with the 2A2C structure possible.

7.1.3 Propensity to Spend on Health

The Income and Expenditure Survey 2010/2011*3 (IES) was used to determine the house-
holds propensity to spend on medical schemes and to gauge how much of their income was
spent on out-of-pocket payments (OOP) for healthcare. The IES was used as it measures,
amongst other things, annual household consumption on health and the propensity of a
household to spend on health. Furthermore, the IES was used by both Fish and Ramjee
(2007) and Makofane (2009) to determine the proportion of income that families were
willing to spend on healthcare.

According to the income distribution specified in the survey, the target population for
this investigation (see section 7.1.2.1) lay roughly between the second and sixth deciles.
This was found by comparing the income bands used in this project (deflated to March

2011 Rands to give R2 878.03 as the lower bound and R9 353.59 as the upper bound)

43The income and expenditure survey collects income and expenditure information from households

and identifies goods and services purchased by a household (Stats SA, 2012)
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to the income deciles specified in the IES (see Table 1). The upper bound was then
multiplied by 2 (to give R18 707.19), as the income bounds pertain to individual income
while the IES distribution pertains to household income**. The lower bound, however,

was not multiplied by 2 as the lowest earning household will have only one income earner.

Table 1: Percentage distribution of annual household consumption expenditure by income

decile
Income Deciles
Lower 2 3 4 5 6 7 8 9|Upper [TOTAL
2 271,50 4543 7215 9886 15444, 50) 21002 39051 57099 57100
Out of pocket expenditure 1,6 1,5 1,3 14 1,4 1,5 1,5 1,6 1,5 1,4 1,4
Insurance connected with
health 2 11 08 13 1,2 1,7 3,3 5,1 7,8 7.7 5,7
Percentage of income spent on
health 3,6 2,6 2,1 2,7 2,6 3,2 4,8 6,7 93 9,1 71

Medical scheme contributions and medical insurance fell under miscellaneous ex-
penditure in the IES (limiting the extent to which an accurate assessment of how much
households were willing to spend on medical schemes alone, could be made) (Stats SA,
2012). Within the appropriate income bands this spending ranged from 2.1% of income
to 3.6% of income with the average over all deciles equal to 7.1%. For this project it was
decided to test three different propensities to spend on health, 2.6%, 7.1% and 10.0%
of post-tax income. These propensities to spend on health were similar to those used
by Makofane (2009) where he tested using 2.1%, 4.7%, 5% and 10% of the principal
member’s income.

The reason for testing three levels was to establish the interaction between propensity
to spend on cover and income level with affordability, and how this changes as income
and propensity increase. 10% was used as the upper threshold for households to spend on
medical schemes and will be used as the cut off point for affordability (an approach echoed

by Fish and Ramjee (2007) and Makofane (2009)). 2.6% was the average proportion

“4Household income is assumed to be the income of all those economically active and since we have at

most 2 adults in each household, household income is assumed to be the income of the 2 income earners
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spent within the income bracket and 7.1% was used since the IES estimates it to be the
average amount spent on medical schemes over all households. Testing more than one
level will also increase the sensitivity of the model, providing a more accurate picture of
affordability.

“The IES classifies health expenditure as out-of-pocket expenditure by households”
(Stats SA, 2012) and households in the income range determined above spent on average
1.4% of their income on out-of-pocket health care expenditure. For this investigation
OOP payments were thus taken as 1.4% of the principal member’s income (a figure

necessary for the modelling of tax).

7.1.4 Impact of Subsidies

7.1.4.1 Employer Subsidy

There has been little research done on the prevalence of an employer subsidy in the
workplace. The majority of research into its use comes from studies done in 2005 (Old
Mutual Healthcare Survey) and 2006 (LIMS process).

An Old Mutual Survey in 2005 found that “65% of employers offered a 50% subsidy
and 15% offered a ‘sliding scale’ that decreased with income” (Old Mutual Actuaries and
Consultants, 2005:20). The LIMS process also suggested using an employer subsidy of
50% after they investigated 40 companies, 36 of which indicated that they subsidise their
employee’s medical scheme contributions. Of these 36, 58% said they offer an employee
subsidy of 50%, 22% offered a two thirds subsidy and the rest of the companies offered a
range of different subsidies (Broomberg et al., 2006). Fish and Ramjee (2007) arrived at
this same assumption. It was thus decided to use 50 per cent as one of the levels for an
employer subsidy.

Many companies have moved towards a cost-to-company approach for financing med-
ical schemes (Ranchod et al., 2001). What this means is that employers are including an
amount equal to the cost of medical scheme contributions into the actual salary package
(SA Medical Aid, 2013). This has implications for affordability if we consider that med-

ical scheme contribution increases have been increasing at a rate that far exceeds that of
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average wage increases (Mclntyre, 2010). Ranchod, McLeod and Adams investigated the
change in employers’ subsidies for workers back in 2001. While this was some time ago,
their findings are still relevant today. In the 1990’s it was commonplace for employers to
offer a 50% subsidy or higher. Their findings showed that this was not the case anymore,
with employers constantly seeking to minimise expenditure and hence contributions on
behalf of their employees (Ranchod et al., 2001). It was thus decided to also use a 0 per
cent employer subsidy, to gauge the effect of no employer subsidy on affordability.

7.1.4.2 Tax Basis

As of 1 March 2012, the tax system pertaining to medical scheme contributions
changed. A medical scheme fees tax credit in the form of a tax rebate was introduced
that replaced the deduction from taxable income*® allowed in respect of medical scheme
contributions paid by a person.

The before-mentioned tax system was discontinued as it was found to be inequitable,
in that it afforded a greater benefit to higher income taxpayers for necessary services like
health, through the “effect of the progressive marginal rate structure” (National Treasury,
2011). The purpose of this reform was thus to achieve greater equality and fairness in
the treatment of medical scheme contributions across income groups, with the ultimate
aim of improving affordability of medical scheme contributions for lower income groups
(SARS, 2013b).

The tax credit for the 2014/2015 tax year was R257 per month for the principal
member and the first dependant and R172 for each additional dependant after that
(SARS, 2014). Individuals qualified for a further deduction in taxable income in the
form of a tax rebate of 25% of the amount by which all contributions as exceeded four
times the annual tax credit plus all qualifying out-of-pocket (OOP) expenditures were

greater than 7.5% of taxable income (SARS, 2014). Out-of-pocket expenditures were

45The principle difference between a tax deduction and tax credit is that medical tax credits reduce
a taxpayer’s tax liability, whereas deductions reduce a taxpayer’s taxable income (National Treasury,

2011)
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also considered in this tax reform and individuals were able to claim for qualifying OOP
expenditures. Furthermore, employers’ subsidies were “included as fringe benefits in the
hands of the employee” (National Treasury, 2011).

While the impact of this tax reform is not to be tested, all bases and assumptions
are to be applied on a model that uses the new 2014/2015 tax credit. Furthermore, the
methodology used in this investigation considered the net of tax position, after applying

the assumptions mentioned above.

7.2 Modelling

Six family structures were tested on three different income levels, giving 18 benchmark
families. For each of these constructed families a list of contribution rates was drawn for
all 172 benefit options available in the current open scheme market.

The test for affordability was done on 6 different bases. Basis A assumed a propensity
to spend on medical schemes of 2.6%, Basis B a propensity to spend on medical schemes
of 7.1% and Basis C a propensity to spend on medical schemes of 10% (the cut off point
for affordability). These three bases all assumed an employer subsidy of 50%.

Basis AA assumed a propensity to spend on medical schemes of 2.6%, Basis BB
a propensity of 7.1% and Basis CC a propensity of 10% (again the cut off point for
affordability). However, these three bases all assumed a 0% employer subsidy. Table 2

provides a summary of the bases.
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Table 2: Summary of the bases that were used to test affordability

Income C::;{r' " Propensity E::{ii‘:ﬁ;r
4760 No
Basis A 7090 Yes 2,60%
10580 Yes
4760 No
Basis B 7090 Yes 7,10% 50%
10580 Yes
4760 No
Basis C 7090 Yes 10%
10580 Yes
4760 No
Basis AA| 7090 Yes 2,60%
10580 Yes
4760 No
BasisBB | 7090 Yes 7,10% 0%
10580 Yes
4760 No
BasisCC | 7090 Yes 10%
10580 Yes

The net cost of each option was calculated as the annual contribution less the employer
subsidy, less the annual tax credit and less the amount allowed as an additional tax rebate.
The hurdle cost for each family was calculated as the annual income (post-tax) multiplied
by the propensity to spend on medical schemes (the three propensities specified above).
Where the net cost of each option was less than the hurdle cost the option was deemed

affordable. A summary of the formula is outlined below.

Net cost of each option = Annual contribution- employer subsidy-annual tax credit-

additional tax rebate
Hurdle Cost = Annual post-tax income * Propensity to spend
Option is affordable if Net cost < Hurdle Cost

The investigation counted all affordable packages for each of the constructed families.
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7.3 Benefit Option Analysis
7.3.1 [Eligible Benefit Options

A total of 118 benefit options (out of a possible 172 available in the market) were analysed
for their benefit offerings. These 118 benefit options (See Appendix B for a full list
of benefit options analysed) were offered by 11 schemes and made up 92.63% of all
beneficiaries in open schemes (Council for Medical Schemes, 2014¢). These schemes were
chosen for analysis as they contained at least 30 000 beneficiaries and offered at least four
registered benefit options- all other schemes not meeting these criteria were disregarded.

In South Africa, the regulator (the Council for Medical Schemes) divides medical

schemes into the following categories by size of membership:

e Small- Between 2500 and 6000 beneficiaries
e Medium- Between Small and Large schemes

e Large- Over 30 000 beneficiaries

The criteria of analysing only large schemes was founded on the logic that compar-
ing only large schemes would, perhaps, provide a more accurate comparison of benefit
design; since, in the absence of some form of a risk-equalisation mechanism, these schemes
would be competing on a more equal footing as they have a sustainable number of bene-
ficiaries and hence a greater chance of “claims volatility tending to claims predictability”
(Actuarial Society of South Africa, 2014:292).

In addition, the criteria requiring schemes to offer at least 4 benefit options was
chosen so that the impact of different benefit designs within each scheme could be seen;
for example, are the different benefit designs within each scheme catering to different
segments of the population and hence are schemes using different designs to risk-select

or ‘cherry-pick” members?
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7.3.2 Analysing Benefit Design

Whilst affordability was tested on 3 income levels and 6 family structures, the analysis
of benefit design was restricted to a family with a single member and 1 child dependant
(IA1C), with the principal member earning R10 580 per month. It is important to
note, however, that most schemes cover the same benefits regardless of family size and
merely create higher limits for each additional dependant included. Thus, although a
1A0C family structure was the most common family structure (with 18.84% of all families
having this structure) identified by Kaplan (2013), a 1A1C family structure was used (the
second most common family structure, with 11.67% of all families having this structure),
in order to gauge the impact of additional dependants on benefit design.

An income level of R10 580 was used to analyse benefit design since it was the income
level identified by Kaplan (2013) that was able to afford the most number of benefit
options- the lack of affordability over the other income levels meant that the risk of not
being able to contextualise affordability and benefit design ran too high.

Scheme brochures were obtained for each benefit option and subsequently analysed.
The benefits offered under each option were classified and recorded under five main cat-
egories. These categories were then broken down into further sub-categories to capture

6

all benefits on offer and associated conditions*® respectively. The categorisations that

were made are outlined below:

46<conditions’ here denotes terms of usage and any limits, risk-management or managed care techniques

employed
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Figure 5: The grouping and categorisation of the core aspects of benefit design

In order to assist with benefit comparison across all options and schemes, an Excel
workbook was compiled which captured all essential features of the benefits outlined

above. This entailed:

1. Entering all information on the benefits offered under each aspect of benefit design

outlined above;

2. Within each subcategory (for example, “Choice of hospital”), all possible benefit

offerings across all options were identified;

3. In order to assist with comparison, homogenous characteristics identified across the

offerings were grouped together into further categorisations (for example, all options
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offering “cover at any hospital of choice” were grouped, options offering “cover
within a PPN only” were grouped, options offering “cover within state facilities

only” were grouped, etc.);

4. The homogenous groupings were then assigned a unique identifier (for example, all
options offering “cover at any hospital of choice” were assigned a 1, options offering
“cover within a PPN only” were assigned a 2, options offering “cover within state

facilities only” were assigned a 3, etc.);

5. Once this process was completed for all possible offerings under all categories and
sub-categories identified in Figure 5 above, a count of the unique identifying num-
bers for each sub-category was done, i.e. all the 1’s, 2’s and 3’s assigned were

counted;

6. The results found were analysed in order to get a sense of the offerings under each

option and plan type.

The process above was, however, limited in that it was a simplification of a complex
and intricate environment that required in depth analysis and review. As such, further
analysis through observation of each benefit option was done by looking at the schemes’

brochures. Any outliers or other findings identified were included in the results.

7.4 Contextualising Benefit Design and Affordability

The affordability of all 118 benefit options, analysed for their benefit design, was tested
using the identical methodology described in section 7.2. Importantly, for simplicity, it
was decided to test affordability on one family structure (1A1C) and one income level
(R10 580) only. Two levels of employer subsidy (0% and 50%) were, however, tested.
Contextualisation was done by observing the benefits offered by those options found to

be affordable as compared to those options found to be unaffordable.
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8 Results

The 118 benefit options analysed, were offered by 11 medical schemes, administered by 7
administrators and had 4 490 063 beneficiaries under their administration (representing
92.63% of the open-scheme market). Discovery Health Medical Scheme was the largest
scheme, with 57.1% (2 564 313) of all beneficiaries analysed. This was followed by Bon-
itas Medical Fund with 14.6% (650 600 beneficiaries). These two schemes stood out in
terms of market share, with Medihelp coming in third with 5% of the market (220 710).
Appendix A contains a full list of all schemes analysed together with their corresponding
administrator and market share of beneficiaries analysed. The large size of Discovery
Health Medical Scheme is demonstrated when looking at their 5 largest options (from
largest to smallest): Classic Saver (494 169 beneficiaries); Classic Comprehensive (421 848
beneficiaries); KeyCare Plus (378 568 beneficiaries); Coastal Saver (377 795 beneficiar-
ies); Classic Priority (237 210 beneficiaries). Each of these options individually, contained
more beneficiaries than the sum of beneficiaries in the third largest medical scheme.

In order to overcome the complexity associated with the benefit design environment
and to facilitate comparison, options were grouped according to plan type (see section
6.5). 29% of options (34) were Hybrid plans, 22%, (26) were Hospital plans, 19% (23) were
New Generation plans, 17% (20) were Traditional plans and 13% (15) were Networked
plans. In addition, New Generation plans made up 29% of the beneficiary market share
across all options, followed by Hybrid plans with 27%, Traditional plans with (18%)
,Hospital plans with (13%) and finally Networked plans with (13%) of the market share.
Interestingly, despite Hospital plans making up 22% of all options available, they only
catered to 13% of the market.
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Figure 6: Share of options analysed versus beneficiary market share by plan type

The average beneficiary age varied considerably across the plan types, with Networked
plans having the lowest average beneficiary age (34.2) and Traditional plans having the
highest average beneficiary age (42.6). This trend was also seen upon examination of
the pensioner ratio?” across options, with Networked plans having the lowest average
pensioner ratio (9.6%) and Traditional plans having the highest average pensioner ratio

(18.9%) (see Figure 7).

4TProportion of members of medical schemes who are 65 years or older (Health Systems Trust, 2014)
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Figure 7: Average beneficiary age and pensioner ratio comparison across the plan types

However, since Figure 7 represented unweighted averages, the results were potentially
distorted by a benefit option that had a small number of beneficiaries but a higher average
beneficiary age and pensioner ratio. Thus in order to get a more accurate picture of the
distribution of ages and pensioner ratios across the plan types, the averages were weighted

by the number of beneficiaries within each option. The results are displayed in Figure 8.
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Figure 8: Weighted average beneficiary age and pensioner ratio across the plan types

The weighted analysis shows a vastly different picture to that of Figure 7. The pre-
vious results showed that Traditional plans had the highest average beneficiary age and
pensioner ratio, however, now both Hospital and Hybrid plans have higher average be-
neficiary ages and pensioner ratios. Furthermore, the average beneficiary age of New
Generation plans dropped by 6 years, with Networked and New Generation plans now
displaying the lowest average beneficiary age and pensioner ratio. The large disparity
between the weighted and unweighted analysis demonstrated that there were benefit op-
tions, within each plan type, with a smaller number of beneficiaries but significantly
higher age and pensioner profiles that were bringing up the averages. Whilst a full stat-
istical analysis of the demographic differences between each plan type was not within
the scope of this paper, these findings appear to illustrate that there were observable
differences in the demographic characteristics across the options and plan types.

Figure 9 provides an overview of the contribution rates across all plan types. Hospital
plans appeared to have, on average, the lowest monthly contribution rates, whilst Hybrid
and Traditional plans appeared to have the highest average monthly contribution rates.

Networked plans were found to have lower average monthly contribution rates than New
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Generation plans. The presence of EDOs (see section 5.2.1) might provide a possible
explanation for this result. However, it was found that of the 30 EDOs present (within
the 118 options), only 10% of them were classified as Networked plans. The reason for
this, was that these options provided day-to-day cover within a Network of providers,
whereas the 90% of EDOs not classified as Networked plans, either did not provide DtD
cover or were not restricted to providers for their DtD cover. As such, it is important
to emphasize now, that the plan types were named for the way in which they cover DtD

benefits and not in-hospital benefits.
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Figure 9: Variation in monthly contribution rates across plan types

There was a 10% increase in the average contribution rate between Hospital and
Networked plans. A 21% increase in contribution rates was observed between Networked
and New Generation plans, 53% between Traditional and New Generation, with only a
7% increase between Hybrid and Traditional plans. Furthermore, there was an 118.2%
increase in contribution rates between the cheapest plan type (Hospital) and the most
expensive plan type (Hybrid).

In addition, there existed a broad range of contribution rates within each plan type-

evidenced by the fact that the lowest Hybrid option’s contribution rate was R1 710
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and the highest Hybrid option’s contribution rate was R8 533 (a difference of R6 823).
The range of contributions was much lower in Hospital, Networked and New Generation
plans, evidenced by the fact that the contribution range within New Generation plans
was R2 715 (R3 654 -R1 464). It is hoped that an analysis of the benefit designs of each
option, might provide a possible explanation to for these differences.

However, once again, the contribution analysis might be distorted as it did not take
account of the number of beneficiaries within each option. Consequently a weighted
analysis (by the number of beneficiaries within each option) of the differences between

contribution rates across the plan types was carried out. The results are displayed in

Figure 10.

4000

3500
L

& 3000
=
o

= 2500
=
-

= 2000
S

> 1500
=

= 1000
o
=

500

0 N
Hospital Networked EW. Traditional Hybrid
Generation
B Weighted Contribution Rate 1703,8 1809,9 2420,80 2606,00 3511,30

Figure 10: Weighted average monthly contribution rates across the plan types

The average contribution rates for Hospital and Networked plan types did not change
significantly. The weighted contribution rate for New Generation plan types increased
by R127.8 to R2 420.8. The most dramatic difference could be seen when looking at
Traditional plan types- the weighted contribution rate was R901 lower than the average
observed in Figure 9 (from R3 507 to R2 606).

Furthermore, combining the age analysis with the contribution analysis shows that

Networked plans appear to be catering to the young and healthy who have a greater

87



need for DtD cover, whilst Hospital plans appear to be catering to the elderly who have
a greater need for in-hospital cover. Traditional plans appear to be offering a broad
range of products that cater to both the young and healthy, as well as the old and sick.
In addition, despite New Generation plans having the second lowest weighted average
beneficiary age, they have higher contribution rates than both Networked and Hospital
plans which might be explained by the presence of MSAs that are raising the gross
contribution rates. Hybrid plans had both the highest weighted age and contribution
profile, indicating that these options should have the most extensive benefits for both
in and out-of-hospital cover where the benefits are catering to the older segments of the
population.

A 0.67 correlation coefficient was observed between the average beneficiary age and
contribution rates of the benefit options, demonstrating that options with higher average
beneficiary ages have higher average contribution rates- corroborating the findings above.
The results of these analyses appear to suggest that there are observable differences
between contribution rates as well as beneficiary characteristics between plan types. This

points to the suggestion that the benefits offered are likely to differ significantly as well.

8.1 Day-to-Day Benefits

Day-to-Day (DtD) benefits provide cover for those expenses incurred out-of-hospital,
for example, physician and specialist consultations, dentistry, optometry and pathology.
Each benefit option will provide different DtD cover according to its own set of protocols
and guidelines.

In order to facilitate comparison, each benefit option was classified into one of the

following categories:
e Options that offered no DtD benefit (Hospital plans);

e Options that made use of a medical savings account (MSA) to pay for DtD claims

(New Generation plans);
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e Options that placed an annual monetary limit on DtD claims, provided these be-

nefits were provided in a PPN (Networked plans);

e Options that made use of both a MSA and a DtD risk benefit to cover these claims
(Hybrid plans);

e Options that made pure use of a DtD risk benefit to cover these claims (Traditional

plans).

Owing to the presence of PMBs, no medical scheme can provide no coverage for DtD
claims. Schemes must pay the cost of certain consultations and diagnostic tests associated
with the 25 conditions on the Chronic Disease List. Schemes will, however, require both
pre-authorisation and the correct clinical protocols to be followed before coverage can
commence. The majority of schemes do not make a mention of this fact in their scheme
brochures and merely state, for example, that “this plan does not offer this benefit”
(Discovery Health Medical Scheme, 2014b).

Across all options, 21% (25 options) offered no DtD coverage, 34% (40 options) offered
a benefit that was paid from available funds in the MSA, 13% (15 options) offered a limited
monetary benefit, 15% (18 options) made use of both an insured DtD benefit and a MSA
and 17% (20 options) had a dedicated DtD risk benefit that was used to cover claims.

All Networked plans made use of a limited monetary amount to pay for DtD claims, on
condition that these services were obtained from a PPN. This limited monetary amount
was only applicable for certain benefits, such as GP consultations, optical, dental, ra-
diology and day-to-day medicines included on the scheme’s medicine list. Furthermore,
visits to a provider outside of the network resulted in additional co-payments or a re-
duction in how much the scheme was willing to cover (for example, only covering GP
visits at 50% of the scheme’s health rate). As an illustration, the Networked plan with
the highest beneficiary market share, Discovery Health’s KeyCare Plus option, required
its members to visit a GP on the KeyCare GP Network (1 out-of-network GP visit was
allowed per beneficiary per annum). Blood, urine and other fluid tissue tests were also

covered in the KeyCare Network. The scheme covered medicine, if the medicine was on
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the Discovery Health medicine list and was prescribed by a GP in the KeyCare network.
Dentistry consultations, fillings and tooth removals were also covered at a dentist in their
network. Each beneficiary was additionally allowed 1 eye-test per year and could choose
glasses provided they were on a list specified (Discovery Health Medical Scheme, 2014e).

All Hospital plans, barring 1 option (Fedhealth Ultima 200 Savings Only), excluded
coverage for DtD claims all together. In addition, this 1 option made use of a very
small savings account, with only a R264 annual benefit for a 1A1C family. This small
savings account was the only benefit available for DtD expenses and once this amount
was depleted the individual had to cover their DtD claims themselves. Whilst an option
with a savings account would generally not be included as a Hospital plan, its small size
and limited DtD benefit did not justify its inclusion into another plan type.

All 20 Traditional plans made exclusive use of available funds in their insured DtD
benefit to cover these claims. The amounts covered varied depending on the number
of dependants included on the option. Once these funds were depleted, the member
or beneficiary was required to pay for these claims themselves. 4 Traditional plans did,
however, make use of an Above Threshold Benefit. This meant that once the member had
used up available DtD risk benefits they would enter a self-payment-gap period. If the
member exceeded the threshold of this self-payment-gap period, they would again receive
cover from risk benefits. This ATB was limited, and ranged from R8 900 to R19 900
per beneficiary, per annum. The Bonitas Standard option had the highest beneficiary
market share of all Traditional plans (341 435 beneficiaries). It was thus decided to use
this option as an example of the benefits offered on a Traditional plan.

Twelve GP consultations per annum were allowed- 1 out-of-network visit per bene-
ficiary or 2 visits per family (to a maximum of R800 coupled with a 20% co-payment)
were allowed. Acute medication was covered provided it was included on Bonitas’s medi-
cine list. Over-the-counter medication was covered but limited to R205 per beneficiary
per annum and a maximum of R70 could be claimed at any one event. Three special-
ist consultations were covered but limited to R2 400 per beneficiary per annum. All

other benefits, such as radiology or pathology were only allowed upon referral from a GP
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(Bonitas, 2014).

All 23 New Generation plans made exclusive use of a MSA to cover DtD claims.
Whilst medical schemes market the existence of a medical savings account as a benefit
to the consumer, in reality, MSAs merely represent consumers using their own money to
pay for medical services and medicines that they need. Despite this fact, their popularity
was evident, with 57 out of the 118 benefit options making use of a MSA. The large
variation in contributions, coupled with the fact that no regulations exist that dictate
how much schemes must contribute to a MSA, means that that there exists a large
variation in the level of MSA offered. Over all options offering MSAs, the maximum per
annum savings level for a 1A1C family was R14 628 and the minimum was R264. This
large variation adds to the difficulty and complexity that consumers face in choosing an
appropriate option.

Discovery Health’s Classic Saver option had the highest market share of any option
with 494 169 beneficiaries. This option allocated 25% of each member’s monthly contri-
bution to the member’s savings account. This option had an additional benefit, called
the “Insured Network Benefit” (INB). DtD medical expenses (visits to healthcare pro-
fessionals, radiology and pathology) were covered from the member’s MSA, as long as
money was available. Once the member’s MSA was depleted, Discovery allowed addi-
tional, limited, visits to a GP on their network- the member then had to cover all other
DtD expenses themselves. Six consultations to a GP were allowed per family per annum.
Eight antenatal consultations and two 2D scans were also covered from the MSA. Im-
portantly, the existence of funds in the MSA meant that members were allowed to visit
any provider, however, only once funds were depleted in the MSA did the member have
access to the INB and was required to visit a network GP- hence this option was not
classified as a Networked plan.

All 34 Hybrid plans made use of a combination of a dedicated MSA and risk benefit

to cover DtD claims. However, the form of this benefit differed across the options. Ten

48The only regulation that exists at present, is that members of schemes are only allowed to contribute

a maximum of 25% of gross annual contributions towards a MSA
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options covered certain benefits from available funds in the MSA and other benefits from
available funds in DtD risk benefits. The remaining 24 options first made use of a MSA
to cover DtD benefits. If these benefits were depleted, the member moved into a self-
payment-gap period. If the member exceeded the threshold in the self-payment-gap they
then moved into their ATB.

Discovery Health’s Classic Comprehensive option had the highest market share of all
Hybrid plans, with 421 848 beneficiaries. With this option, the member’s DtD benefit
consists of a MSA with an annual value of R11 088 for the main member plus R2 208
for a child dependant (25% of gross contribution); once the MSA was depleted an INB
as described above came into play; and finally once the threshold level was reached
(R12 590 for the main member plus R2 380 for a child dependant) an unlimited ATB
kicked in. When the member claimed, Discovery added up the following to get to the
Annual Threshold:

e For specialists they had a payment arrangement with, they added up the Discovery
Health Rate. For specialists they did not have a payment arrangement with, they
added up 100% of the Discovery Health Rate;

e For GPs and all other healthcare services, they added up 100% of the Discovery
Health Rate;

e They added up 100% of the Discovery Health Rate for medicine on their list. For
medicine not on their list, they added up to 75% of the Discovery Health Rate for

medicine;

e Over-the-counter medicines, vaccines and immunisations did not add up to the

Annual Threshold or get paid from the Above Threshold Benefit.

(Discovery Health Medical Scheme, 2014a)
Over all options, 75% (89 options) did not offer an Above Threshold-Benefit. The
25% (29) of options that did offer this benefit were more expensive options having an

average monthly contribution rate of R3 991.83 compared to R2 743.16 over all options.
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Table 3 shows the number of options that contained an ATB across the different plan

types.

Table 3: The number of options containing an ATB across the different plan types

Number of options
Plan Type containing an ATB
Networked 0
Hospital 1
New Generation 0
Hybrid 24
Traditional 4

One Hospital plan contained an ATB. Since this option contained no day-to-day be-
nefit, the existence of an ATB indicates that some level of DtD benefit coverage (in this
case an unlimited ATB) came into existence if the member exceeded a defined threshold
level (in this case R11 350 per annum). In addition, of the 29 options that offered ATBs,
15 options offered unlimited ATBs with the remaining 14 options having varied levels
of an ATB (ranging from R8 500 to R19 900 per annum). It is important to recognise
that even though some benefits stated an unlimited ATB, many benefit options placed
sub-limits within certain benefit categories and restricted the member to a PPN (the use

of a non-PPN necessitated a co-payment).

8.2 Hospital Benefits

96% of options (113) offered unlimited*® hospital cover. Five options (4%) placed an

overall annual limit on hospital coverage, all of which were Networked plan types which

required the member to obtain services from a hospital on the schemes’ network.
Whilst schemes may have stated that they offered unlimited hospital benefits, there

were certain procedures that generally had limits in place (despite stating ‘unlimited

49Unlimited means that no overall annual limit (benefit amount) or period (e.g. a 3-year cycle) applies
to the specific service/procedure. This does not refer to the number of days spent in hospital or the

number of procedures applicable. (Medihelp Medical Scheme, 2014)
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cover’) including, inter alia:

e Cochlear implants, auditory brain implants and processors;

Hip, knee and shoulder joint prostheses;

Mental health benefit;

Alcohol and drug rehabilitation;

e Compassionate care;

Chronic dialysis.

In order for the member to be eligible for coverage under any of the 113 options
offering unlimited hospital benefits, they had to meet a number of qualifying conditions.
All options required pre-authorisation for hospital admissions. Members were required to
obtain authorisation at least 48 hours before being admitted (some schemes recommended
as much as 14 days prior-notice) or within 2 working days after admission or treatment in
an emergency. In addition, members were required to visit their GP or specialist before
obtaining authorisation so as to see if admission was medically necessary. Failure to
obtain pre-authorisation resulted in claims not being paid or a reduction in the amount
schemes would normally cover.

All options that made use of a PPN to provide hospitalisation services (see page 98)
required the member to obtain services inside the network. Failure to obtain services from
a PPN resulted in a number of ‘penalties’: Certain schemes would only reimburse up to
a percentage of their individual scheme’s rate (for example, 50% of the scheme’s health
rate) upon voluntary use of a non-PPN facility. Furthermore, if the provider charged
above the scheme’s rate, the member would be responsible for the difference between
what the provider charged and the schemes rate. Other schemes made use of deductibles
which they required to be paid before cover could commence. Others disqualified the

member from any cover altogether.

94



As an illustrative example, consider the following options: Discovery’s Coastal Core
Option (biggest market share of any Hospital plan), Discovery’s Classic Comprehens-
ive option (biggest market share of any Hybrid plan), Discovery’s KeyCare Plus option
(biggest market share of any Networked plan), Discovery’s Classic Saver option (biggest
market share of any New Generation plan) and Bonitas’s Standard Option (biggest mar-
ket share of any Traditional plan). On Discovery’s Coastal Core option, the member
had to visit a hospital on the Coastal network of hospitals- “If you don’t use a coastal
hospital, we pay up to a maximum of 70% of the hospital account and you pay the
difference” (Discovery Health Medical Scheme, 2014b). To simplify the analysis, all Dis-
covery Health beneficiaries on any option (excluding KeyCare options) had to follow the

following process before hospital admission:

e The beneficiary had to see their doctor- the doctor would then decide if it was

necessary for the beneficiary to be admitted (i.e. gatekeeping);

e The beneficiary then had the choice of which hospital they wanted to be admitted

to;

e The beneficiary needed to obtain authorisation for hospital admission at least 48

hours before they went in;

e Failure to obtain authorisation before admission meant that Discovery would only

pay 70% of the costs they would normally cover.

On Discovery’s KeyCare Plans, the beneficiary had go to a hospital in the KeyCare
Hospital Network. “If you don’t use a KeyCare Hospital Network for planned admission,
you will have to pay the claims yourself” (Discovery Health Medical Scheme, 2014b).

On Bonitas’s Standard option the following requirements applied: “ for your hospital
admission to be covered, you must pre-authorise any planned hospital admissions at least
48 hours in advance. Failure to authorise a procedure will result in no benefits being
paid. In an emergency, authorisation must be applied for within two business days after

treatment” (Bonitas, 2014).
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In addition to limits being placed on hospital benefits, all schemes reimbursed pro-
viders (hospitals and healthcare professionals) at their own scheme’s rate. An important
note here, is that healthcare professionals and hospitals are billed separately and reim-
bursed at different rates. Until 2010, the National Health Reference Price List (NHRPL)
was a list of benchmark tariffs (or rates) published by the National Department of Health
and used by medical schemes to set their reimbursement rate. In 2010 the NHRPL was
declared unlawful.

This ruling applied to the latest published NHRPL at the time, which was the 2006
NHRPL. All subsequent NHRPL publications were ruled invalid. However some schemes
still use the 2006 NHRPL to set their rates (each using different inflators each year).
This ruling thus mean t that medical schemes needed to set their own rate. This rate
determines the amount the scheme will pay for a particular benefit category, such as con-
sultations, procedures and examinations. It’s important to note that this is an indication
of the amount payable, but may not be the rate at which healthcare providers charge.
Furthermore, hospital tariffs are not covered by the NHRPL.

Since healthcare professionals are entitled to set their own rate, some of them will
charge the scheme’s rate whilst others may charge more. In cases where their rate was
more than the scheme’s rate, the member would be required to pay the difference between
the scheme’s rate and the amount that the healthcare provider charged. Options that
had a MSA, and when the balance in the MSA was positive, then the difference would
generally be paid from these funds. Where options contained an ATB, only the scheme’s
rate would typically accumulate to the threshold level resulting in an increase in the
members’ self-payment-gap.

As an illustrative example, under Discovery’s Coastal Core option, if the member
visited one of the hospitals on the scheme’s network, they were reimbursed at 100% of
the Discovery Health rate for specialist, GP and other healthcare professional services.
Under Discovery’s Classic Comprehensive option, “We pay for specialist claims up to
200% of the Discovery Health Rate from your Hospital Benefit as long as their accounts

are part of an approved hospital admission. If your Medical Savings Account pays out
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at cost, we pay the full amount from your available Medical Savings Account and add
up to 100% of the Discovery Health Rate to your Annual Threshold” (Discovery Health
Medical Scheme, 2014a). Under Bonitas’s Standard option, major medical expenses were
covered at 100% of the Bonitas rate (Bonitas, 2014).

The reimbursement rate for healthcare professionals providing treatment for author-
ised hospital admissions (hereafter referred to as the ‘specialist reimbursement rate’)
ranged from 100% of the scheme’s rate to 300% of the scheme’s rate. 65% of all options
reimbursed specialists at 100% of their schemes rate, 31% reimbursed at a rate between
150% to 250%, with only 4% having reimbursed at 300% of the scheme’s rate (the re-
maining option’s reimbursement rate was spread thinly over the entire range). Figure 11

shows a breakdown of the specialist in-hospital reimbursement rate by plan type.
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Figure 11: The number of options reimbursing at the different specialist in-hospital reimburse-

ment rates by plan type

Hybrid and Traditional plans (found to have the highest average monthly contribution
rates) appeared to reimburse specialists at the highest rate with 9% and 10% of their
options reimbursing specialists at 300% of their scheme’s rate. In contrast, Networked

plans (found to have the second lowest average monthly contribution rate) all reimbursed
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specialists at 100% of their scheme’s rate. A specialist reimbursement rate of 100% was
the mode across all plan types (i.e. more than 50% of options reimbursed specialists
at this rate). A high number of New Generation plans (43%) reimbursed specialists at
a rate between 151% and 200%. This could potentially be explained by the fact that
New Generation plans are providing less DtD coverage owing to the existence of a MSA,
freeing up space to provide more comprehensive in-hospital coverage.

It is important to emphasise that an in-hospital specialist reimbursement rate of 100%
for hospitalisation on one scheme might not equate to an in-hospital specialist reimburse-
ment rate of 100% on another scheme. However, the National Health Reference Price
List described in section 3 was generally used as a benchmark for a large number of
schemes, which made comparison acceptable®®. In addition, whilst these rates are the
one’s marketed to consumers, many schemes reimbursed differently for certain proced-
ures (for example, in 2014, Keyhealth medical scheme reimbursed GP consultations at a
tariff of R299.50 whilst Liberty medical scheme reimbursed at a tariff of R355.70 for GP
consultations (ASAIPA, 2014)).

There were three choices on offer with regards to selection of a hospital. 59% or
70 options allowed members to visit any hospital of their choosing, 39% (46 options)
made use of a network of hospitals and 2% (2 options) required members to visit a state

hospital. Figure 12 provides a breakdown of choice of hospital by plan type.

50Tt is important to note that since the NHRPL was discontinued in 2010, many schemes have simply
applied increases to the NHRPL to bring them in line with current Rand amounts. It is these increased

NHRPL figures that are being referred to here
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Figure 12: Proportion of options within each plan type that made use of the different hospital

networks

Two Networked plans allowed their members to visit any hospital, which at face value
might appear contradictory. However, these benefit options were classified as Networked
as they made use of a network for their members’ primary care visits (DtD benefits). Two
Networked options also made use of State facilities to provide their member’s hospital
services. These two options (Discovery’s KeyCare Access option and Momentum’s Ingwe
Hospital State option) offer unlimited cover for emergencies, trauma and childbirth in the
schemes’ network of private hospitals. Other conditions (for example, cancer conditions
included in the PMBs) were covered in a contracted network of state facilities. Despite
their use of private hospitals for a number of procedures, their use of some form of State
facility justified their separate classification.

Ten Hospital, 11 New Generation, 8 Hybrid and 6 Traditional plans made use of a
contracted network of private hospitals. The remaining options under each plan type
allowed their members freedom of choice in choosing a hospital.

No upfront payments for hospital admissions were required except in circumstances
where the beneficiary voluntarily obtained services outside the scheme’s network. How-

ever, upfront payments were necessary for certain procedures- for example the Fedhealth

99



Ultimax option had a co-payment of R3 170 for extraction of wisdom teeth and a co-
payment of R1 900 for an Appendectomy (Fedhealth, 2014).

All options that made use of a network to provide hospital services required members
to pay a co-payment or an up-front payment for voluntary use of a hospital outside the
network. These co-payment amounts ranged from a fixed amount per event (ranging from
R1 000 per event to R8 000 per event), to a percentage of the elective procedure®® being
performed (ranging from 20% to 30% per procedure). In addition, certain options only
required a co-payment on the use of a non-PPN hospital for certain procedures; all other
procedures not specified were covered without a co-payment. Other options precluded
cover all-together if the member obtained services outside of the hospital network; the
member was then required to pay the full cost of the procedure or stay themselves.

As an illustration, consider the following examples:

e On Discovery Health’s options, the following applied for hospital admission for a
CDL condition: “Where a member voluntarily uses a non-DSP we pay at 80% of the
Discovery Health rate or the health plan entitlements, subject to benefits. The co-
payment which the member is liable for is equal to 20% of the Discovery health rate
and any amount the provider charges above that rate” (Discovery Health Medical

Scheme, 2014d).

e Discovery’s Classic Delta Comprehensive option stated the following: “for planned
admissions outside of the Delta Hospital Network, an upfront payment of R5 950
must be paid to the hospital” (Discovery Health Medical Scheme, 2014b).

e Liberty’s Hospital Select option stated the following: “Any planned admission to a
hospital outside the Liberty Network (or Designated Service Provider (DSP) in the
case of a PMB condition) is subject to a co-payment of R8 000” (Liberty Medical
Scheme, 2014).

51An elective procedure refers to any procedure that is non-essential and not life threatening, and

which is opted for by a patient, for example, a hip replacement.
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e On Momentum’s Ingwe options “If you choose Ingwe Network hospitals as your
preferred provider for Major Medical Benefits and do not use this provider, you will

have a co-payment of 30% on the hospital account” (Momentum Health, 2014).

e Discovery’s KeyCare Core option stated the following: “If you do not use hospitals
in your plan’s networks, you will have to pay all costs” (Discovery Health Medical

Scheme, 2014b).

Co-payments for specific in-hospital procedures, either in a hospital or day-clinic,
existed in 79% of options (93), with the remaining 21% (25) of options not requiring
a co-payment for any specific procedures. The following procedures often required a

co-payment:

e Endoscopic investigations (gastroscopy, colonoscopy, sigmoidoscopy, hysterectomy

and proctoscopy);
e MRI and CT scans;
e Joint replacements and prostheses; and

e Laparoscopic procedures.

Every benefit option had its own set of rules with regard to these co-payments, which
made analysis and comparison a highly complex task and a full comparison of these co-
payments did not fall within the scope of this paper. However, for comparative purposes
a broad classification of ‘Yes’” and ‘No’ for the existence of a co-payment for specific
procedures was applied so that comparison across plan types could be made. Table 4

illustrates the findings.
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Table 4: The existence of a co-payment for specific in-hospital procedures

Yes No

Networked 5 10
Hospital 26 0
New Generation 22 1
Hybrid 26 8
Traditional 14 6

33% of Networked plans, 100% of Hospital plans, 96% of New Generation plans, 76%
of Hybrid plans and 70% of Traditional plans, required co-payments for specific in-hospital
procedures. It thus appeared as though Networked plans offered the most comprehensive
benefit for this aspect of benefit design- despite the fact that one might expect the more
comprehensive and hence more expensive options (Hybrid and Traditional plans) to have
a lower proportion of options containing co-payments. One might argue that this result is
indicative of the target market for Networked plans (typically lower income ‘blue collar’
workers). These individuals cannot afford the normal level of co-payments used. Another
possible explanation is that the use of co-payments is a highly effective tool that schemes
employ to prevent anti-selection. As an illustration, Networked plans are the cheapest
(on average) and have the lowest age profile of all plan types. As such, one might expect
the younger and healthier individuals to join these plans. These younger individuals have
less need for in-hospital cover and as such the scheme does not need to employ as many
co-payments for specific procedures. In contrast, the more comprehensive plans need to
employ more co-payments to prevent anti-selection by the elderly and more ill.

While the aspects above represent the primary hospital benefits offered, certain pro-
cedures, medicines or new technologies are covered but need separate approval while you
are in hospital. This paper did not explore these additional benefits.

In addition, the findings above represent a simplified view of reality in order to fa-
cilitate comparison. As such, it is important to remember that each scheme as well as
benefit option applied their own rules, limits, clinical guidelines and policies, which had

be followed in order for claims to be paid- the scope of this paper does not enable a full
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analysis of these intricacies.

8.3 Medicine Benefits

In this dissertation, medicine benefits refers to the chronic diseases and prescribed med-
ication that the scheme is willing to pay for. Before continuing, it is important to draw
a distinction between ‘Chronic’ and ‘Acute’ medication. Acute medication refers to the
type of medicines your doctor will prescribe if the medicine is intended to treat a short-
term illness (for example, if you developed a throat infection that required a course of
short-term antibiotics for treatment). Chronic medication is taken to treat a long-term
condition on an ongoing basis, for example, Asthma, Hypertension and HIV /AIDS.

The following aspects of chronic benefits included in benefit design were examined:
e The number of chronic conditions covered by the benefit option;

e Whether or not the benefit option paid for high cost specialist medicine;

e The different formularies utilised by medical schemes/options.

It is important to remember that all schemes are required by legislation to cover the
diagnosis, treatment and care costs of 25 chronic conditions as specified in the PMBs’
Chronic Disease List (CDL). The diseases included in the CDL were chosen as “they are
the most common, they are life-threatening, and are those for which cost-effective treat-
ment would sustain and improve the quality of the member’s life” (Council for Medical
Schemes, 2014b:1). Importantly, a medical scheme does not have to pay for diagnostic
tests that establish that the beneficiary is not suffering from a PMB condition. In addi-
tion, schemes need to approve authorisation for the beneficiary’s treatment before they
will cover their chronic condition. This means that beneficiaries have to meet a minimum
level of clinical requirements in order to access the benefit and, if accepted, conditions
may be subject to disease management interventions and periodic review. Furthermore,
schemes require the application form to be filled in by the relevant healthcare professional

in order for the application form to be accepted.
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In order to facilitate comparison, the number of chronic conditions covered above the

CDL on each option were counted and grouped into 6 categories:
e (: i.e. the scheme only provides cover for PMB conditions as specified in the CDL;
e 1: between 1 and 10 additional conditions are covered;
e 2: between 11 and 20 additional conditions are covered;
e 3: between 21 and 30 additional conditions are covered;
e 4: between 31 and 40 additional conditions are covered;
e 5: more than 41 additional conditions are covered.

Table 5 displays the distribution of the number of chronic conditions covered across

all options.

Table 5: Distribution of the number of chronic conditions covered above those included within

the CDL

Number of chronic | Proportion of all
conditions covered options

0 56,8%
[1:10] 10,2%
[11:20] 5,9%
[21:30] 6,8%
[31:40] 15,3%
>41 5,1%

Clearly, the majority of options (56.8% or 67) only provided cover for CDL conditions.
Interestingly, quite a high percentage of options (15% or 18 options), provided cover for
between 31 and 40 additional conditions. Upon examination it was found that these 18
options had significantly higher average beneficiary ages with the average beneficiary age
across these options being 42.5 (38.9 across all options) and an average pensioner ratio
of 17.9% (13.5% across all schemes). It thus appears as though these 15% of options are

catering to those older beneficiaries who are more likely to be chronically ill and claim
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for chronic benefits. This analysis was then done for all categories in order to see if any

distinguishing features emerged. The results are displayed in figure 13.
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Figure 13: Average beneficiary age, pensioner ratio and monthly contribution rates for options

grouped by number of chronic conditions covered

As expected, options offering cover for more than 41 additional conditions had the
highest average beneficiary ages and contribution rates. However, options offering between
21 and 30 additional conditions had the highest average pensioner ratio- a somewhat con-
tradictory result. Upon analysis it was found that these options were either Traditional
or Hybrid plans, barring 1 option which was a Networked plan (Bestmed’s Pulse 2 option
with an average beneficiary age and pensioner ratio of 69.8 and 75.2%. This option had
the highest contribution rate of any Networked plan, R4 014)). In addition, a 0.78 correl-
ation coefficient was observed between the number of conditions covered on an option and
its corresponding contribution rate. The only clear distinction was that options offering
more than 21 additional conditions had higher average beneficiary ages, pensioner ratios
and contribution rates compared to options offering cover for less than 21 additional con-

ditions. In order to further understand these results, the analysis was broken down by
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plan type. A full analysis of the distribution of additional conditions covered across the

plan types in displayed in figure 14.
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Figure 14: Distribution of the number of additional chronic conditions covered across plan

types

Traditional and Hybrid plan types (the plan types with the highest contribution rates)
represented the majority of options offering cover for more than 41 additional conditions
(5 out of 6 options). Thus, these results appear to show either, the selection effect that
exists in medical schemes or the intentional risk-selection techniques that schemes employ
to ‘cherry pick” members through designing options that cater to the needs of different
segments of the population.

Furthermore, whilst the list of CDL conditions covered is identical across all schemes,
the list of additional conditions covered varies considerably. Consider the following ex-
ample of the conditions that Bonitas’s Standard option covers versus the conditions

covered on Discovery’s Classic Comprehensive option (Figure 15).
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Figure 15: The chronic conditions covered on two different options

A high cost specialty medicine benefit is intended to provide coverage for those ex-
pensive medicines required to treat certain chronic conditions (for example, a member
who requires a drug called Pegasys in order to treat Hepatitis C). Many schemes refer to
these medicines as ‘biologicals’. It was found that 34%, or 40 out of 118 options, provided

cover for specialty medicines. Of these 40 options, 17 were Hybrid plans, 9 were Hospital
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plans, 8 were New Generation plans, with Traditional and Networked plans covering the
remaining 4 and 2 options respectively. Figure 16 compares the market share of plans

that provide a specialty medicine benefit to their respective share of all options analysed.
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Figure 16: Distribution of options that pay for specialty medicines by plan type

Interestingly, whilst Hybrid plans only cater to 29% of options analysed, they repres-
ented 43% of all options providing this benefit. Since Hybrid plans had a higher average
beneficiary age (41.35) and a higher average contribution rate compared to other plan
types, this result was not unexpected, since older beneficiaries are more likely to require
this benefit. Whilst Hospital and New Generation plans only cater to 22% and 19% of
options respectively, they make up 23% and 20% of all options providing this benefit.

All schemes offering this benefit placed an annual limit on the amount they would
cover. As an example, the Fedhealth Ultimax option (Hybrid plan) provided an annual
limit of R280 370 per family for specialty medicines, whereas Discovery’s Executive option
(Hybrid plan) offered an annual benefit of R200 000 per beneficiary.

Whilst every medical scheme will specify its own formulary in its brochure, it is
common practice for the MCO to develop this formulary. Owing to the fact that some
MCOs cater to more than one scheme, it is commonplace for many schemes to utilise the

same formulary. However, the overriding principle governing these formularies is that the
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medicine list employed by each scheme must comply with guidelines issued by the Council
for Medical Schemes in that “the medicine on the list must be safe, clinically appropriate
and cost effective for the treatment of a specific condition” (Council for Medical Schemes,
20144).

All schemes stated in their rules that they would only cover the beneficiary, if their
doctor prescribed a drug on their formulary (Council for Medical Schemes, 2014d). With
regards to any additional cover provided for conditions not included in the scheme’s formu-
lary, some schemes stated that they would only cover approved medicines for conditions
up to a monthly amount. Typically, more expensive benefit options covered medicines
that were not on the medicine list, or a combination of medicine on and off the medicine

52 subject to approval and up to a monthly

list that were in the same medicine class
amount.

Often the medicines on the list were generics and if the beneficiary wanted to use a
brand name medicine which was not on the list, the beneficiary’s scheme refused to pay
for that medicine, or it would cover only part of the bill and the beneficiary would have
had to pay the difference between the price of the medication they used and the one
on the formulary. For example, Discovery’s Executive option stated the following “We
pay approved medicine not on the medicine list up to a monthly Chronic Drug Amount,
which has been allocated for that medicine class. You will be responsible to pay any
shortfall yourself” (Discovery Health Medical Scheme, 2014c).

While these rules apply in general, all schemes had their own formulary or list of
medicines they were willing to cover and conditions in place that dictated whether or
not claims would be reimbursed. The large variation in formularies as well as amounts
covered restricted a quantitative comparison across schemes and did not fall within the
scope of this paper. In addition, no scheme provided cover for experimental, unproven
or unregistered treatments or practices. Furthermore, it is important to remember that

the medicine list employed by each scheme will change every year owing to new drugs

52The medicine class is a grouping of medicine with a similar effect for the management of the condition

(World Health Organization, 2014b)
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or improvements on old drugs, and hence it will only apply for the year for which it is
designed.

In addition to covering the cost of medicines, a large number of schemes employed
disease management programmes for the ongoing monitoring of members and beneficiaries
so as to ensure that they were receiving the correct and most cost-effective treatments
(these programs were generally managed by external managed care companies if an in-
house program was not present). These disease management programs also provided
cover for a specific number of consultations and tests, for example blood tests, scans and
x-rays listed in the treatment guidelines, for both the diagnosis and ongoing management
of a condition. This varied between plan types and was generally excluded on low-
cost, less-comprehensive options where members were required to pay for these medicines
and treatments themselves (excluding conditions included in the PMBs which would be
covered by the scheme in full). A full analysis of these disease management programmes

was not within the scope of this paper and presents an opportunity for further research.

8.4 Oncology Benefits

All schemes analysed included a separate category for oncology benefits in addition to the
existing chronic conditions covered. Three aspects of the oncology benefit were analysed

from each benefit option:
e The limits that applied to oncology benefits;
e Whether or not the member had a choice over which provider to visit;
e Whether high cost, specialist oncology medicines were covered.

The limits applicable to oncology benefits varied considerably between the options.
20% of options (24) only covered oncology benefits that were included as part of the PMB
package. 40% of options (47) placed a monetary limit whereafter the members had to
pay for the benefit themselves. Of these 47 options, 37 placed a limit that ranged from
R91 000 to R300 000 per beneficiary per annum, whilst 10 options placed a limit between
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R300 000 and R475 000 per annum (Bonitas’s BonComprehensive option). 32% of options
(38) placed an annual monetary limit whereafter a co-payment applied if the member
exceeded this limit- this monetary limit ranged from R200 000 to R400 000 whereafter
a co-payment applied (which ranged from 10% to 20%). Only 8% of options (9 options)
said they would provide unlimited cover for oncology benefits (these options additionally
required oncology services to be obtained from a provider in their network). All options
required the member to obtain pre-authorisation on the schemes’ Oncology Management
Programme before claims would be covered. Each scheme additionally required their
members to follow their set of treatment protocols.

Figure 17, provides an indication of how oncology benefits were covered across the

plan types.
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Figure 17: Distribution of how options cover oncology benefits by plan type

Seven out of the 9 options that offered unlimited coverage for oncology benefits were
Hybrid and Traditional plans- their higher average monthly contribution rates coupled
with their higher average beneficiary ages, as identified early, could have justified this
increased benefit. However, quite a high percentage (20%) of Traditional plans only

provided coverage for oncology benefits included in the PMBs- providing somewhat con-
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tradictory results. 80% of all Networked plans only provided coverage for PMBs, whilst
the other 20% provided coverage for a limited monetary amount that ranged from R68 900
per beneficiary per annum to R179 500 (on condition that the member used a PPN on
the scheme’s network).

As an illustrative example of the complexities involved in comparing oncology bene-
fits, consider the following five options: Medihelp’s Dimension Prime 1 option (a Hospital
option with 14 821 beneficiaries), Discovery’s Classic Comprehensive option (a Hybrid
option with 421 848 beneficiaries), Bonitas’ Boncap option (a Networked option with
54 834 beneficiaries), Momentum’s Incentive-Choice of Provider option (a New Genera-
tion option with 25 558 beneficiaries), and Medshield’s MediPlus option (a Traditional
option with 77 482 beneficiaries).

Medihelp’s and Bonitas’s options only provided cover for PMBs. Discovery’s Classic
Comprehensive option covered the first R400 000 of approved treatment, whereafter it
would only pay 80% of the Discovery Health Rate for treatment and the member was
then required to pay the balance. In addition, if the provider charged more than the
Discovery Health Rate, the member would have had to pay the difference between the
amount charged and what Discovery was willing to cover. Momentum’s option also
covered the first R400 000 of treatment, whereafter a 20% co-payment came into play.
Medshield’s option had an annual limit of R230 000 per family. In addition, 2 options used
the ICON network and protocols to provide treatment, whilst the other 3 options used
their own scheme’s network and protocols. Any deviation in these protocols resulted in
additional co-payments being charged (dependant on the particular circumstances of each
case). Furthermore, each option required pre-authorisation and approval on an Oncology
Management Programme- each scheme’s programme and the benefits and conditions of
membership differed (an examination of these programmes was not within the scope of
this paper).

The Independent Clinical Oncology Network (ICON) protocols were applied by many
benefit options. ICON is a network of specialists in oncology with whom, according

to ICON (2014), 80% of South African oncologists are registered. In essence, ICON
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is a managed care organisation that specialises in providing “innovative, cost-effective
oncology services and solutions” (ICON, 2014). Whilst ICON was not examined in detail,
it is important to recognize their prevalence amongst schemes with 38% (45) of benefit
options and 9 out of the 10 administrators examined being served by the ICON network.
Interestingly, most schemes did not use the ICON network for all options with many
not utilising this network on their more comprehensive /expensive options. For example,
only the Discovery KeyCare options utilised this network- all of Discovery’s other options
were part of Discovery’s network.

Only 5% or 6 options were required to obtain their oncology services from a State
facility. However, 60% or 71 options did make use of a network to provide their benefits.
The remaining 35% (41) of options allowed their members to obtain services from any

provider. Figure 18 breaks this analysis down by plan type.
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Figure 18: Do members have a choice of their oncology provider?

All Networked plans made use of a network to provide this benefit. Six out of the 15
Networked plans made use of a network of State facilities- no other plan type utilised the

State to provide this benefit.
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The specialised medicine benefit gave members access to specific high cost medicines.
All benefit options required their members to apply and obtain authorisation from the
scheme before any cover for specialised medicine would commence. Depending on the
medicine being covered and the particular situation surrounding the application, certain
medicines may have been accompanied by a co-payment which would vary according to
the specific scheme’s rules. Furthermore, if members utilised a pharmacy outside of the
schemes’ network, members would be required to pay the difference between what the
scheme was willing to pay (the scheme’s tariff rate) and what the pharmacy or provider
was charging. This rule pertained to co-payments as well; if the member utilised a
provider within the network a certain co-payment would apply- use of a provider outside
of the network resulted in a higher co-payment. In addition, schemes would not pay for
medicine and treatment that was not approved or registered by the Medicines Control
Council of South Africa (MCC). This included treatment that had not been sufficiently
tested as well as herbal or traditional treatments.

78% or 92 options did not provide cover for these high cost specialised medicines. The
22% or 26 options that did provide cover appeared to be the higher cost options, with an
average monthly contribution rate across the 26 options of R4 012.96 which is significantly
higher than the average contribution over all options (R2 743.16). Furthermore, these
options appear to be catering to the older segments of the population who are more prone
to be chronically ill as the 26 options had an average beneficiary age of 47.8 (38.9 across
all options). In addition, of the 22% that provided coverage, 9% only provided a limited
monetary amount per beneficiary per annum (ranging from R103 000 to R322 500 per
beneficiary per annum) and 13% provided a benefit as a sub-limit of the overall oncology

benefit (a large variation owing to the multiple values for the overall oncology benefit).
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Figure 19: Proportion of options within each plan type which pay for specialist oncology

medicine

Figure 19 above, illustrates these results. The most expensive plan types, Hybrid and
Traditional plans, provided the highest proportion of coverage with 38% of Hybrid and
25% of traditional plans covering this benefit. Evidence that this was, perhaps, a benefit
associated with more comprehensive plans could be seen by the fact that only 1 Networked
plan covered this benefit (Bestmed Pulse 2 option with an annual limit of R100 000 per
beneficiary per annum). Of the 3 New Generation options that provided cover for this
benefit, one required a co-payment of 10% before cover commenced (Liberty Saver Plus),
one had an annual limit of R300 000 (Medshield Premium Plus) and one had an annual
limit of R200 000 (Medshield Standard Cover). Of the 5 Traditional plans that provided
this benefit, one offered unlimited cover on condition that it was obtained at a PPN
and after registration on the Oncology Management Programme (Liberty Traditional
Ultimate). Medshield’s 80% option had an annual limit of R250 000. Topmed’s Rainbow
Comprehensive option had an annual limit of R200 000 with additional co-payments of
20% that applied. The remaining 2 options (Medshield’ Bonus and Plus options) offered
this benefit as a sub-limit of the oncology benefit, which was R450 000 and R230 000
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respectively.

8.5 Additional Benefits

Additional benefits included all in and out-of-hospital benefits that could not be classified

into the other benefit categories above, including inter alia:
e Cover for in-room procedures;
e Any post-hospital benefit available; and
e Any screening and prevention benefits on offer.

An in-room procedure refers to a healthcare service or procedure performed by a
healthcare professional in their consultation rooms, attached theatre, in a day ward or at
a day clinic. There are more than 60 procedures that can safely be performed in-room

including, inter alia:

e (Circumcision;

Drainage of superficial abscess;

Superficial foreign body removal,

Gastroscopy;

Breast biopsy;

Excision of a nailbed; and

e Scopes.

Owing to the reduced costs of covering in-room procedures, their popularity has in-
creased dramatically. As an example, endoscopies were not performed in the doctors’
rooms in the past, however, endoscopic procedures such as colonoscopies, vasectomies,

diagnostic laparoscopies and gastroscopies, are now performed in the doctors’ rooms with
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the doctor’s own equipment. Furthermore, co-payments that were charged for having the
procedure performed in-hospital were not charged if they were performed in any of the en-
vironments mentioned above. For example, on Liberty’s Hospital Plus option, endoscopic
investigations had a co-payment of R1 600 if performed in-hospital and no co-payment if
performed in the doctor’s rooms (Liberty Medical Scheme, 2014).

As with hospital admission, beneficiaries were required to obtain pre-authorisation
for procedures now often performed in the doctor’s rooms. This entailed obtaining the
following information from the provider: date of procedure, reason why procedure was
being done/ICD 10 code, CPT4 and/or NHRPL codes, the doctor’s practice number
and other supporting clinical information. This information would then be assessed
and the beneficiary either accepted for coverage or denied. For example, Medshield
medical scheme required pre-authorisation before admission to the hospital, for in-hospital
procedures and for specific procedures that may be conducted in the doctor’s rooms.
As with in-hospital benefits, failure to obtain pre-authorisation may have resulted in
disqualification from coverage or the payment of a deductible or co-payment.

This benefit displayed broad coverage with only 2% or 2 options offering no benefit.
The options that did offer this benefit, covered it from a variety of sources. Either the
benefit was paid from available funds in the MSA (2% or 2 options), or the benefit was
paid from available DtD risk benefits (14% or 16 options), or the benefit was covered
from available funds in the major-medical risk benefit (82% or 97 options). 1 Hospital
and 1 Networked plan offered no benefit at all. This Hospital option had the lowest
monthly contribution rate of all options (R1 117) and the Networked plan had the lowest
pensioner ratio over all options- clearly these options were less expensive options that
catered to the young and healthy.

Interestingly, all New Generation plans paid for this benefit out of available funds
in major medical risk benefits- a surprising result owing to the existence of a MSA.
However, many schemes used this benefit to deter beneficiaries from hospital admission,
since hospital admission meant reimbursing both the hospital and associated medical

staff required to perform the procedure. The high prevalence of this benefit could thus
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be explained by the fact that it is cheaper for the scheme to pay for these procedures in-
room. As an illustration, Discovery’s Coastal Saver option stated the following: “Where
scopes are done in hospital, a co-payment or deductible applies to the hospital account.
For scopes that are done in the doctor’s rooms, the co-payment or deductible does not
apply. We pay for the scope without using the member’s day-to-day benefits” (Discovery
Health Medical Scheme, 2014b).

Importantly, whilst coverage may have been in place, each benefit option would specify
the exact in-room procedures it was willing to cover, which would differ between options.

A post-hospital benefit refers to cover for follow-up treatment that is required after
discharge from hospital, including inter alia, supportive and rehabilitative services. The
intention of this benefit is to improve the physical, psychological, emotional, and social

wellbeing of beneficiaries after an in-hospital event. Typical benefits included, inter alia:
e Medicine;
e Radiology;
e Pathology;
e Medical devices, including wheel-chairs;
e Psychologists;
e Physical Therapists;
e Speech Therapists.

This benefit displayed broad coverage across the options, with 79% or 93 options offer-
ing some form of benefit. The remaining 25 options did not offer any form of post-hospital
benefit. Interestingly, of the options not offering any form of benefit, 3 were Networked
plans and 22 were Hospital plans- despite that fact that one might expect Hospital plans
to offer more comprehensive cover for this benefit owing to the fact that its intention is to

prevent re-admission into hospital and hence deter unnecessary hospitalisation. All other
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plan types provided some form of cover for this benefit. Limits, sub-limits of overall day-
to-day benefits as well as co-payments all applied across a broad spectrum of the benefit
options. The lack of standardised conditions limited an accurate comparison across the
options and made a quantitative comparison redundant.

As an illustrative example, consider Fedhealth’s Ultimax option (a Hybrid plan with
the highest monthly contribution rate of R8 533). This option offered a post-hospitalisation
treatment benefit for up to 30 days after discharge from hospital- “It includes complica-
tions that might arise from hospitalisation, physiotherapy, occupational therapy, speech
therapy, x-rays, ultrasounds and pathology tests” (Fedhealth, 2014). The benefit covered
treatment at 100% of the Fedhealth rate and post-hospital treatment up to 30 days from
the date of discharge from hospital. This benefit was paid from risk benefits so as “not to
deplete your day-to-day benefit” (Fedhealth, 2014). In addition, the benefit was condi-
tional on obtaining pre-authorisation prior to the treatment date and only treatment as a
result of a hospital event would be covered, i.e. related to the original diagnosis. Failure
to obtain authorisation meant that the benefit was paid from the beneficiary’s MSA Fed-
health (2014). In contrast, Medihelp’s Dimension Elite option (a Traditional plan with a
monthly contribution rate of R3 654) offered this benefit for up to 30 days after discharge
from a private hospital. This benefit covered occupational therapy, physiotherapy and
speech therapy at 100% of the scheme tariff. However, this benefit was limited to R1 500
for the main member and R2 000 per family per year.

The screening and prevention benefit typically included:

Baby immunisations;

Flu vaccines;

e Mammograms;

Eye examinations; and

A range of early detection tests e.g.: dental examinations, pap-smears, prostate,

cholesterol, blood sugar and HIV tests.
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A screening and preventive benefit was common across all schemes, with 100% of
New Generation, Hybrid and Traditional plans offering some form of preventive screening
benefit. Only 3 Networked and 1 Hospital plan required their member’s to pay for this

benefit themselves.

8.6 Affordability Investigation

Whilst the benefit option analysis looked at a subset of the open-scheme market, the
affordability analysis involved an examination of 172 open-scheme options.

The minimum monthly contribution over all 172 options and income levels was R415
for a single member earning R4 760 per month (11.5% of monthly income). The max-
imum monthly contribution over all options and income levels was R16 077 for a family
comprising of a main member, 1 adult dependant and 2 child dependants and earning
R10 580 per month (151.9% of monthly income). The average monthly contribution
varied greatly from R2 002.03 for a single member earning R4 760 per month (42.1% of
monthly income- far above the 10% cut off point for affordability) to R5 009.00 for a
family with a main member, 1 adult dependant and 2 child dependants earning R10 580
per month (47.3% of monthly income). The average deviation away from the mean also
varied greatly. Interestingly the variation was smaller for the higher income bands, evid-
ent in that the average deviation was R881 for a single member family earning R10 580
per month but R913.98 for a single member family earning R4 760 per month. This
pattern was seen for all family structures and across all income levels and bases.

Figure 20 and Figure 21 represent the number of affordable options under the different

bases respectively.
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Figure 20: Number of options found to be affordable under the different bases and income

levels using a 50% employer subsidy
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Figure 21: Number of options found to be affordable under the different bases and income

levels using a 0% employer subsidy

These results show that there is a substantial difference in the number of affordable
options for income levels above and below the tax threshold respectively. The number
of affordable options at an income level of R4 760 with a 50 per cent employer subsidy
was low, even for households willing to spend 10% of their income on medical scheme
contributions (over all family structures the number of affordable options ranged from
0% to 13.37% under Basis C). For this same income level no options were affordable to
a family with two adults and at least one child under any of the bases, with 23 options
being the largest number of affordable options, but only for a single member household
at the highest propensity to spend. With a 0 per cent employer subsidy there were only
3 affordable options to a household earning R4 760 per month and even then, this was

only for a household with a single member and with the highest propensity to spend on
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contributions (10%).

Above the tax threshold the results improved dramatically. At an income level of
R7 090 the proportion of affordable options over all family structures and bases ranged
from 4.07% to 68.02%. This increased number of affordable options as compared to
households below the tax-threshold appears to demonstrate the effect of the tax credit and
further tax rebate in improving affordability. The impact of family size on affordability
was seen when splitting this range by the number of adults in the household. Over all
households with 2 adults and any number of children the proportion of affordable options
ranged from 4.07% to 31.98%, however, for households with a main member and no adult
dependants the proportion of affordable options ranged from 8.14% to 68.02%. These
results appear to demonstrate that family size has an impact on affordability (a fairly
intuitive result). When looking at the same ranges and structures of households but when
a 0% employer subsidy was in place, the results differed significantly. Over all household
structures and bases the proportion of affordable options ranged from 0% to 9.3% (a
household with a single member with the highest propensity to spend on health). As an
illustration of the impact of an employer subsidy, a single member household (with a 10%
propensity to spend on health) earning R7 090 per month could afford 68.02% of options
under a 50% employer subsidy but only 9.3% of options under a 0% employer subsidy.

With an income level of R10 580 affordability of options, as one might expect,
improved once again. Over all households and bases the proportion of affordable op-
tions ranged from 0.58% to 86.05% (a household with a single member with the largest
propensity to spend on health). Again the impact of family size can be seen when we
split the range by number of adults in the household. Households who had 2 adults, over
all bases, and any number of children could afford between 0.58% and 50.58% of options
and households with 1 adult and any number of children could afford between 8.14% and
86.05% of options. The impact of an employer subsidy was again evident in that the
range of affordable options over all households and bases was only 0% to 23.26% when a
0% employer subsidy was in place.

There were 39 (23%) options that used income bands in setting contribution rates in
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2014- a slight increase on the 34 (20%) in 2013. At an income level of R4 760 and under
all bases, all options deemed affordable were options that used income bands (except for
a 1A0C family structure under Basis C, of which 83% of those deemed affordable used
income bands). Under Basis A, B and C and using an income level of R7 090 on average
55% of all options deemed affordable used income bands. With no employer subsidy,
under Basis AA, BB, CC, on average 94% of all options that were found to be affordable
used income bands. At the highest income level tested, R10 580, the results differed
dramatically with, on average, only 36% of all options that were found to be affordable
using income bands (see Appendix C for a summary of the income band analysis).

The impact of the tax credit could be seen when looking at the results under Basis A
in particular. Interestingly, more options were affordable to larger households compared
to the number affordable to households with no dependants, i.e. there were more options
affordable to 1A1C and 1A2C families than there were affordable to a 1AQC family, for
example. However, this result did not hold under the other bases, potentially showing
that the tax-credit has a larger impact on affordability at lower propensities to spend
on health- a full statistical analysis would need to be done to fully test the impact of
the tax credit, family size and employer subsidy on affordability, however, this was not
within the scope of this paper. Despite the absence of a statistically meaningful result,
it does appear to indicate that the tax credit is having a positive impact on improving
affordability, particularly for households not willing to spend a large proportion of their

income on contributions. Figure 22 illustrates this hypothesis.
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Figure 22: The impact of the tax-credit on affordability

8.6.1 Affordability and Benefit Design

The 118 benefit options analysed for benefit design were contextualised in terms of their
respective affordability. Figure 23 displays the number of options found to be affordable

under the different bases respectively.
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Figure 23: Number of options found to be affordable under the different bases

As was found in section 8.6, the number of affordable options increased with the
member’s propensity to spend on health, i.e. more options were affordable for prospective
members willing to spend 10% of their income on medical scheme cover compared to those
willing to spend 2.6% or 7.1%. The impact of the employer subsidy was again evident
in that more options were affordable under a 50% employer subsidy than under a 0%
employer subsidy, i.e. Basis A, B and C had more affordable options than Basis AA, BB
and CC.

Thirteen out of the 118 options analysed used income bands in setting contribution
rates- 12 of which were Networked plans with only 1 option being a Hybrid plan. Sur-
prisingly, unlike the findings in section 8.6, the options that used income bands did not
appear to demonstrate increased affordability with only 2 of the 15 affordable options
under Basis A ;| 12 of the 63 affordable options under Basis B and 12 of the 84 affordable
options under Basis C utilising income bands.

Affordability was then looked at under the different plan types respectively. The
results are displayed in Figure 24.
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Figure 24: Number of affordable options under the different bases and plan types

These findings tended to corroborate with the contribution analysis, in that the plan
types with the lowest average monthly contribution rates (Hospital and Networked plans)
appeared to be the most affordable. However, in order to achieve a more accurate picture
of affordability over the plan types, it was decided to assess the proportionate number of

affordable options for each plan type. Figure 25 displays the results.
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Figure 25: Proportionate number of affordable options under the different bases and plan

types

Prospective members with a 10% propensity to spend on health (Basis C) achieved
the highest number of affordable options- 100% of Hospital plans, 93% of Networked
plans and 96% of New Generation plans were affordable under Basis C. However, only
50% of Traditional plans and 35% of Hybrid plans were affordable. Whilst Hybrid and
Traditional plan types did have the highest average monthly contribution rates, the results
once again appeared to show that these options were catering to higher income individuals
who could afford to spend more on their healthcare.

It was interesting to see that Hospital plans were best able to cater to those willing
to spend the least on healthcare (Basis A with 2.6% propensity to spend on health) with
42% of all Hospital plans as opposed to 13% of Networked plans being affordable under
Basis A. In contrast, Networked plans and Hospital plans appeared to achieve a similar

proportionate number of affordable options under Basis B with 93% of Networked and
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92% of Hospital plans being affordable. Remarkably, whilst New Generation plans were
far less affordable than Hospital or Networked plans under Basis A and B respectively,
they achieved a high level of affordability under Basis C (96% of all New Generation plans
were found to be affordable). Importantly, although it may have been better to test the
affordability of New Generation plans using their pure risk contributions, it was decided
to test their affordability on their gross contributions since this was the basis upon which
benefit design was analysed across the plan types.

Networked plans, in addition to making use of PPNs to increase efficiency, also made
effective use of income bands in setting contribution rates, with 80% or 12 out of 15
options utilising this mechanism. In addition, of the Networked plans found to be af-
fordable, 100% of them under Basis A used income bands, 86% under Basis B and C
respectively and 100% under Basis CC used income bands in setting contribution rates.
This result appears to demonstrate that the use of income bands does facilitate and
improve affordability of membership to the consumer.

The 1 Networked option that was not affordable under Basis B and C (Bestmed’s Pulse
2 option) did not use income bands. In addition, this option was the only one offering
cover for additional conditions in excess of the CDL (providing cover for 50 chronic
conditions). Furthermore, it was one of only two Networked options to offer cover for
high cost specialist medicines. This option had an average beneficiary age of 69.8 and an
average pensioner ratio of 75.2%- significantly higher than the average beneficiary age and
pensioner ratios over all Networked plans (34.2 and 9.6% respectively). This option thus
appears to be catering to the elderly. Furthermore, this option had the highest average
monthly contribution rate of R4 014 compared to the average over all Networked plans
of R1 900. These were the only ‘stand-out’ differences observed between this option and
the other Networked plans, and appears to demonstrate the high cost of providing cover
in excess of the PMBs.

In order to test this hypothesis the analysis was carried out for Hospital plans. Since
all Hospital plans were affordable under Basis C, Basis B was used. 24 out of 26 Hospital

plans were affordable under Basis B. The 2 options that were not affordable were the
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only options offering cover in excess of the PMBs (Discovery’s Classic Comprehensive
Zero MSA option offering cover for 32 additional conditions, and Fedhealth’s Ultima 200
Savings Only option offering cover for 40 additional conditions). However, whilst the
Fedhealth option had a higher than average beneficiary age and pensioner ratio (52 and
30.2% respectively), the Discovery Health option did not (with an average beneficiary
age and pensioner ratio of 36 and 7.8%)- a somewhat contradictory result. Furthermore,
both these options had the highest contribution rates as compared to other Hospital
plans (the average contribution rate over the 24 affordable options was R1 652.86) with
the Discovery option having a monthly contribution rate of R3 025 and the Fedhealth
option having a rate of R2 726. In addition, this Discovery Health option was the only
Hospital plan to offer an Above Threshold Benefit. No other observable differences could
be seen between these options and the remaining Hospital plans found to be affordable.
Thus one might state that covering additional conditions in excess of the PMBs appears
to dramatically increase the cost to both the consumer and the scheme. In order to test
whether or not an ATB has an effect on affordability, it was decided to look at Hybrid
plans and their affordability.

Once again, Basis C was looked at for comparative purposes as this basis displayed
the highest number of affordable Hybrid plans. Of the 22 Hybrid plans found to be
unaffordable, 20 offered cover for additional conditions in excess of the PMBs (ranging
from 11 to 41 additional conditions) and 17 had an ATB. Of the 2 remaining options found
to be unaffordable and offering no additional cover in excess of the PMBs, 1 option had
an ATB. In addition, these 22 unaffordable options had significantly higher contribution
rates, average beneficiary ages and pensioner ratios (R4 311, 43.39 and 19.03% on average)
compared to the average over the affordable options (R2 729, 37.07 and 9.7% on average).
No other observable benefit differences could be found between those options found to be
affordable and those found to be unaffordable. It thus appears as though the presence
of both additional coverage for chronic diseases and an ATB has a negative effect on
the schemes contribution rates, average beneficiary ages and hence their affordability. In

order to accurately verify these results, however, one would have to run a full statistical
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analysis perhaps in the form of a generalised linear model- this presents an opportunity
for further research.

New Generation plans were then examined. Under Basis C, 22 out of 23 options were
found to be affordable. The 1 unaffordable option (Medshield’s Premium Plus option)
offered cover for 55 additional chronic conditions and had the highest contribution rate of
all New Generation options (R3 654 per month). In addition, the average beneficiary age
of this option was 49, with a pensioner ratio of 32.3%. These were significantly higher
than the average beneficiary age and pensioner ratio over the affordable New Generation
options (36.7 and 10%). However, it is important to note that 9 other New Genera-
tion options that offered coverage for additional conditions were found to be affordable
(although six of these only covered an additional 7 conditions, 1 covered an additional
six conditions and 1 option offered an additional 38 conditions). Interestingly, 7 options
that were found to be affordable whilst still offering cover for additional conditions were
EDOs- which could provide a possible explanation for them being comparatively more
affordable.

The analysis of Traditional plans provided similar results. Under Basis C, 10 out of
20 options were found to be affordable. Nine out of the 10 options that were found to
be unaffordable offered coverage for additional conditions in excess of the CDL (ranging
from covering an additional 7 to 125 chronic conditions). In addition, all three options
that offered an ATB were found to be unaffordable. As has been noted above, substan-
tial differences were observed between the contribution rates, average beneficiary ages
and pensioner ratios of those options found to be unaffordable (R4 784.50, 52.05 and
31.04% respectively) versus those found to be affordable (R2 229.20, 34.27 and 8.19%
respectively).

It is thus evident that the majority of options found to be unaffordable had higher
than average contribution rates, average beneficiary ages as well as pensioner ratios. In
addition, although we cannot state for certain, the presence of cover for additional condi-
tions in excess of the CDL and an Above Threshold Benefit might have been contributing

factors.
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The converse of the analysis of the unaffordable options will, of course, apply to those
options that are affordable- i.e. they will have lower average beneficiary ages, pensioner
ratios, contribution rates, and the absence of coverage for additional conditions and an
ATB. However, options that were found to be affordable at the lowest propensity to
spend on health (2.6% under Basis A) and without an employer subsidy (Basis CC) were
analysed for factors contributing to their ‘affordable’ status.

The 2 Networked options found to be affordable under Basis A and CC (Discovery’s
KeyCare Core option and Momentum’s Ingwe Hospital State- Ingwe Primary Care Net-
work option) both made use of a network of hospitals to provide major medical benefits-
they were, however, not alone in this. In addition, Momentum’s option also made use
of state facilities to provide hospital benefits and is also a registered EDO- both factors
which could be contributing to it having the lowest contribution rate of all Networked
plans (R1 299) and a significantly lower pensioner ratio of 0.4% (compared to the average
of 10.5%). There were no other distinguishing factors between these 2 affordable options
and the remaining 13 options found to be unaffordable.

Eleven Hospital plans were found to be affordable under Basis A. None of these options
offered coverage for additional chronic conditions in excess of the CDL. In addition, all
these options reimbursed specialists at 100% of their scheme’s rate for in-hospital events.
Five of the 11 options allowed their beneficiaries to obtain their hospital services from any
private hospital whilst the remaining 6 restricted their members to a network of facilities.
Interestingly, only 3 of the 11 affordable options were registered as EDOs.

Only 3 Hybrid plans were affordable under Basis B. All 3 options offered no additional
chronic cover and only reimbursed specialists at 100% of the scheme’s tariff rate for in-
hospital events. Surprisingly, 2 of these 3 options allowed their beneficiaries to visit any
private hospital of their choice, with only 1 option using a network to provide hospital
services. Furthermore, 1 option (Medihelp’s Dimension Prime 2 Network option) is a
registered EDO.

There were no other observable and distinguishable differences that provided explan-

ations as to why these options were affordable and what aspects of benefit design they
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included or excluded. The only constant factors observed across all affordable options
was that they all reimbursed at 100% of their scheme’s rate, none of them provided cov-
erage for additional conditions or contained an ATB and they all had lower than average
contribution rates, average beneficiary ages and pensioner ratios. However, there was no
‘golden-egg’ observed that would provide a clear and definitive answer as to why and how
these options were able to charge a lower contribution rate. The only other explanation
not considered, is that these options employed more managed care techniques, limits,
sub-limits and other mechanisms to control beneficiary and provider utilisation. Since
the complexity of these rules and large variation impeded analysis, the recurring theme
of ‘implicit benefit design’ emerges as a possible explanation for these options being more

affordable.

9 Discussion and Conclusions

This dissertation set out to analyse the structure and nature of benefit design in the South
African medical scheme environment. The findings of the analysis frame a medical scheme
environment that is facing challenges on multiple fronts, from regulatory changes to risk
pool fragmentation, resulting in the extensive use of benefit design to counteract these
challenges. This section first attempts to bring together the numerous results identified
above so as to provide a coherent, concise and accurate picture of benefit design in the
current medical scheme environment. This is followed by a discussion on the limitations
that the analysis faced as well as further research necessary to address these limitations.

Owing to the existence of PMBs, every benefit option provided coverage for both in-
and out-of-hospital events. However, there were large, observable differences between the
benefits offered for non-PMB conditions with some options only providing comprehensive
cover for in-hospital events whilst others provided comprehensive cover for both in- and
out-of-hospital events. Hybrid plans, which had the highest average monthly contribution
rates, appeared to offer the most comprehensive cover for both in- and out-of-hospital

events, with 70.5% of Hybrid plans offering an Above-Threshold-Benefit for DtD bene-
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fits. Conversely, Hospital plans, which were found to have the lowest average monthly
contribution rates, focused their benefit offerings on in-hospital events with the majority
of options falling under this plan type offering no DtD benefits.

It was clear that there existed observable and verifiable differences in the beneficiary
characteristics across the different benefit options and plan types, including their average
beneficiary age and corresponding pensioner ratios. In addition, there appeared to be
a correlation between these characteristics and benefit richness. As an illustration, the
average beneficiary age and pensioner ratio of options only covering CDL conditions was
35 and 8.5% respectively, compared to the average beneficiary age and pensioner ratio of
52.2 and 28.9% for options covering more than 41 additional chronic conditions. These
findings corroborate with those of McLeod and Ramjee (2007) where they found that the
introduction of the CDL resulted in schemes moving away from providing cover in excess
of the CDL to avoid attracting older and less healthy members. Options containing
an ATB provide a further example, illustrated by the fact that they had an average
beneficiary age of 41.9, whilst options not offering this benefit had an average beneficiary
age of 37.8. Coupled with these findings, was the large variation in the average beneficiary
age of options within schemes. The average beneficiary age of Discovery’s KeyCare Plus
option was 27.2, compared to the average beneficiary age of their Essential Comprehensive
option of 40.9; and the average beneficiary age of Bestmed’s Pulse 2 option was 69.8
compared to the average beneficiary age of their Beat 2 option of 27.8 (an age difference
of 42 years).

Contribution rates were also shown to differ significantly between options with the
lowest monthly contribution rate being R1 117 and the highest being R8 533. In addition,
there existed a broad spectrum of rates within each plan type (for example, Hybrid plan
types had contribution rates which ranged from R1 710 to R8 533). The differences
between contribution rates appeared to be partly explained by the differences between
benefit offerings on these options and partly by the differences in the demographics of

the options’ beneficiaries. Table 6, provides an example of these differences.
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Table 6: An example of the differences in the benefit design and demographic characteristics

of two Hybrid plans

Medihel
Fedhealth] = "coneP
. Dimension Prime 2
Ultimax
Network
IContribution Rate R& 533 R1 710
Average Age 61.3 31.8
Pensioner Ratio (%) 49.5 11.24
umber of Chronic
66 PMB: |
Eondit:‘ons Covered > ony
pecialist
eimbursement Rate 300% 100%
for Hospitalisation
ATB? Yes No|
Hospital of Choice? Yes No|

There was a 0.67 correlation coefficient observed between the average beneficiary age of
benefit options and their corresponding contribution rates. Whilst this appears to provide
further substance to support the theory that older and less healthy individuals join more
comprehensive and hence more expensive options, without having access to more data
it would be incorrect to conclude causality- for example, it could just as easily be that
the options are more expensive because older individuals have joined them. However,
broadly speaking, options with higher average beneficiary ages, had higher contribution
rates and the benefits on options with higher average beneficiary ages appeared to cater
to older members- as the example in Table 6 above illustrated. These findings appear to
support the hypothesis that schemes are ‘cherry-picking’ members by designing options
with different benefits that cater to particular segments of the population.

However, whilst the arguments above appear to support this hypothesis, this may
not be the case. ‘Cherry-picking’ as a concept, solely focuses on trying to attract the
young and healthy to a scheme and does not provide a full explanation for the differences
observed. A more plausible explanation is the need for schemes to separate members
into more homogenous risk pools, as opposed to ‘cherry-picking’, so that different benefit
options have different risk profiles- which will facilitate the cross-subsidisation process

across the scheme (particularly with community rating occurring within options and in
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the absence of a REF and mandatory membership). Furthermore, it is difficult to identify
whether or not it is ‘cherry-picking’ or anti-selection that is taking place- again, draw-
ing back to the argument that one cannot conclude causality. For example, if members
are selecting options that best meet their needs (as opposed to the scheme specifically
designing options to attract members with particular risk profiles), then one would con-
clude that anti-selection by members as opposed to ‘cherry-picking’ by schemes is taking
place. In addition, one might argue that the market is actually functioning well if the
appropriate target markets are being reached.

It was also clear that contribution rates differed between plan types. Hospital and
Networked plan types were found to have the lowest contribution rates, Traditional and
Hybrid plans were found to have the highest, whilst New Generation plan contributions
fell in the middle. The correlation coefficient identified above was justified in that Hospital
and Networked plans had the lowest average beneficiary ages and pensioner ratios, whilst
Traditional and Hybrid plans had the highest average beneficiary ages. Interestingly, New
Generation plans had significantly higher contribution rates than Networked or Hospital
plans, this was despite the presence of medical savings accounts which are intended to
transfer DtD insurance risk onto the beneficiary and encourage them to ration their own
utilisation.

Whilst examining scheme brochures it was evident that schemes market a MSA as
a ‘benefit’. However, in reality a MSA is merely a dedicated savings account where
money is put aside in order to cover medical expenses. In essence members are paying
for DtD benefits out-of-pocket and one would thus expect a reduction in contribution
rates - however, this did not appear to be the case. As an illustration, take Discovery’s
Essential Saver option (a New Generation plan) with a total monthly contribution of
R2 198 (the pure risk contribution was R1 869) and an average beneficiary age of 28.7,
and Bestmed’s Beat 1 option (a Hospital plan) with a monthly contribution of R1 357 and
an average beneficiary age of 33.2. These 2 options offer the same ‘core’ major medical
benefits (both offer no additional coverage for chronic diseases above those included in

the PMBs, for example) and yet the one option, despite the fact that the risk of DtD
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claims has been transferred to the beneficiary, is more expensive - more extreme examples
than these 2 particular options did exist. Regardless of the existence of loyalty programs
and additional supplementary benefits, the price differential between these two options
should not be so large, as major medical benefits and DtD benefits make up the majority
of claims expenditures for schemes (Council for Medical Schemes, 2014c).

Doherty and McLeod (2002) offered one possible explanation for MSAs being more
expensive than expected, where they stated that “savings accounts fail as a cost control
measure as they do not tackle the incentives to over-supply that are created by the fee-for-
service reimbursement of providers” (Doherty and McLeod, 2002:16). Another possible
explanation was provided by Ranchod et al. (2001), in that “new generation options
are being marketed to higher income groups who have a higher propensity to consume
health” (Ranchod et al., 2001:42). However, delving deeper into potential reasons for the
differences observed fell outside the scope of this paper but presents an opportunity for
further research.

Thirteen out of the 118 options used in the analysis of benefits made use of income
bands® in setting contribution rates. However, these 13 options made up 13% of market
share with 571 594 beneficiaries. It was found that the use of income bands helped
improve the affordability of contributions for consumers, for example, 86% of Networked
options identified as affordable under Basis C utilised income bands, whilst 100% of those
identified under Basis A used income bands (although that represents only 2 options).
The low prevalence of income rated contributions disadvantages the low income members
of medical schemes by reducing the extent of income cross-subsidies. Furthermore, since
pensioners tend to have lower incomes they are included in the group that would benefit
from their use. This might provide a possible explanation for their low usage as options
with income bands will be more attractive to pensioners which impacts negatively on
a schemes risk profile. The competitive pressure and incentive to risk select are thus
contributing factors to the decline in the use of income bands (McLeod and Ramjee,

2007).

53differentiating contributions for a benefit option based on the principal member’s income
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EDOs which are exempted from section 29 (1) (n) of the Medical Schemes Act (which
states that contributions can only be differentiated on the basis of income or family size)
did not show significant increases in affordability, despite members’ being entitled to pay
a discounted monthly contribution if they choose to restrict freedom of choice to a PPN
(a network identified by the scheme on the basis of cost-efficiency). As an illustration,
9 Hybrid options were registered EDOs, but only 3 of them were found to be affordable
under Basis C (12 options were affordable under Basis C). In addition, EDOs had an
average beneficiary age and contribution rate of 35.6 and R2 353.80, compared to an
average beneficiary age and contribution rate over all other options of 39.8 and R2 881.90
respectively.

Importantly, however, EDOs were established with the intention that the discounted
contributions reflected the efficiencies of the PPN rather than the demographics and
claims propensities of the beneficiaries that were expected to participate in the discounted
structure. As such, only slight differences in demographic characteristics are not that
unexpected. Furthermore, an affordability investigation might not be that useful (as this
is not what EDOs are ultimately trying to achieve), a more useful comparison would be
to compare 2 options with one of these options being a sub-option of the other (and is
registered as an EDO). As an illustration, take Discovery’s Classic Comprehensive option
and Discovery’s Classic Delta Comprehensive option (an EDO option). These 2 options
offer similar benefits (both offer the same amount of cover for non-CDL conditions and
in-hospital benefits), however, the EDO option achieves a R402 discount owing to the
efficiencies created from using a network of providers. Furthermore, both options had
similar average beneficiary ages, with the EDO option having an average beneficiary age
of 36.6 compared to the average beneficiary age of the non-EDO option of 37.2. In theory
then, consumers can attain the same benefits with a R402 discount, the only requirement
being that they have to obtain these services from a PPN.

The analysis was then carried out on all EDO options. On average, EDOs were able to
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achieve a R523 discount from their respective ‘primary’®* options. In addition, the average
beneficiary age and pensioner ratios of the EDO options was 33.1 and 7.6%, which were
lower than the respective figures for their primary options (37 and 10.2%). Despite their
ability to achieve discounts for consumers, EDOs displayed low popularity, as they only
contained 374 448 beneficiaries (representing 7.2% of the open-scheme market).

Options covering additional conditions in excess of those covered as part of the CDL
appeared to show reduced affordability- evidenced by the fact that all options (barring 1
Hybrid option) offering coverage for additional conditions were found to be unaffordable
(under Basis C). This was the only distinctive and observable difference in benefit offer-
ings between those options found to be affordable and those found to be unaffordable.
However, with Hybrid and Traditional plans it was difficult to state with certainty that
this was a deciding factor that contributed to the option being unaffordable, owing to
these plan types generally offering more comprehensive cover. The presence of an ATB
in Hybrid and Traditional plans appeared to be an additional benefit that contributed to
an option being unaffordable. Importantly, it is not possible to state with certainty that
these benefits are driving unaffordability without performing a full statistical analysis
(perhaps in the form of a Generalised Linear Model). However, this was not within the
scope of this dissertation.

These findings corroborate with those of Fish et al. (2006) where they found that
owing to the strong relationship between age, chronic illness and the propensity to claim,
“the level of chronic benefits offered can be expected to have a strong influence on the
risk profile of beneficiaries attracted to an option” (Fish et al., 2006:26). They also
found that prior to the implementation of CDL, the level of chronic benefits offered by
an option impacted on the age profile of that option which appeared to demonstrate
that prior to the implementation of the CDL some schemes used chronic medicine benefit
design to effectively risk rate. They then went on to state that “prescribing a package

of minimum benefits that all schemes are required to offer, limits to some extent, the

54Primary option here, refers to the option that does not restrict services to a PPN and is the option

from which the EDO is registered as a separate sub-option
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ability of schemes to use benefit design to separate members on the basis of health
status” (Fish et al., 2006:28). However, the findings of this analysis do not appear to
support this hypothesis, with 56.8% of options in 2014 and 42.5% of options in 2006 only
providing cover for the CDL (Fish et al., 2006). Furthermore, the options offering cover for
additional conditions over-and-above those included in the CDL had significantly higher
average ages and pensioner ratios. Thus, it appears as though schemes are moving away
from offering additional cover for chronic conditions as this benefit adversely impacts on
the demographic characteristics of its beneficiaries- a result that supports the hypothesis
that this benefit is being used as a means of ‘cherry-picking” members.

Viewed from the perspective of beneficiaries and not options, the impact on benefi-
ciaries with non-CDL conditions is more significant. In 2003 (before the implementation
of the CDL) 86.2% of beneficiaries had cover for more than 40 diseases, in 2004 83.4% of
beneficiaries were covered for 40 or fewer diseases (Fish et al., 2006) and in 2014 99.8% of
beneficiaries were covered for 40 or fewer diseases. The results are more dramatic when
viewed from the perspective of the number of beneficiaries in each category. The propor-
tion of beneficiaries with no cover for non-CDL conditions increases from 13.5% in 2003
to 53.0% in 2004 (Fish et al., 2006) to 69.6% in 2014. This change in the behaviour of
schemes to manage their costs and risks through the use of benefit design is thus evident.
(Clearly, the extent of coverage for chronic conditions within benefit options gives schemes
the ability to manage their risks and reduce their costs® by ‘cherry-picking” members.

The examples above demonstrated that options that covered conditions in excess of
the CDL and that contained an ATB had higher average beneficiary ages and pensioner
ratios. A possible explanation is that it is more likely that an older and less healthy
person will join an option with such benefits, and hence a scheme that offers these benefits
exposes themselves to anti-selection and the risk that more claims will be paid out than
expected. Consequently, contribution rates need to be raised- resulting in the option

being unaffordable. As such, this result was not an unexpected one, but it did emphasise

55 As mentioned earlier, these costs have increased with the introduction of the CDL into the PMBs,

as schemes are now required to cover these conditions in full which creates affordability constraints
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the value in offering more benefit options for a scheme. For illustrative purposes, consider
a hypothetical medical scheme environment where a scheme only offers one benefit option
which happens to provide cover for a large number of chronic conditions and has an ATB
in place - this option is likely to attract older, less healthy members who are more likely
to claim. Consequently, this scheme would be paying out more claims than it would be
receiving contributions as there would be less cross-subsidisation from the healthy to the
sick. Thus, whilst offering a large number of benefit options creates complexity for the
consumer, it does potentially allow schemes to offer more affordable cover to members who
are less healthy and more likely to claim. This illustrates the importance that schemes
place, on both attracting younger and healthier individuals and offering multiple benefit
options.

Whilst the impact of PMBs on benefit design was not analysed quantitatively, they
were looked at from a qualitative perspective. Despite PMBs being compulsory to offer,
schemes used a number of risk management tools to control the costs of providing for
these PMBs, including inter alia: formularies or medicine lists; treatment protocols that
included clinical entry criteria®®; and DSPs. So whilst PMBs may be a standardised
benefit offering across all schemes, each scheme employed their own risk-management
techniques which hindered comparability across the options. As an illustration, Bonitas
Medical Scheme applied a 40% co-payment, whilst Discovery Medical Scheme applied a
20% co-payment if a beneficiary voluntarily obtained diagnosis, treatment and care in
respect of a PMB condition outside the DSP network.

In addition there were a number of conditions that needed to be satisfied in order for
PMBs to be covered in full. Schemes required their members to obtain pre-authorisation
for a PMB condition in order for claims to be covered in full. The schemes then assessed
the application against their clinical entry criteria, which guided their funding decision.
Based on the information provided, the scheme then chose how the claim would be paid:
either in full, or part payment. Furthermore, schemes would only pay for diagnostic tests

associated with a PMB condition if the tests showed that it was indeed a PMB condition.

6diagnostic or laboratory tests confirming the diagnosis

141



In addition, payment of PMB claims related to chronic conditions were dependant on
members registering on the schemes’ chronic disease management programme. Schemes
were also strict when it came to submitting claims for a PMB condition- accounts related
to PMB conditions needed to contain valid ICD-10 codes, failure to submit valid codes
would result in non-payment or the scheme using available funds in the member’s DtD
benefits (MSA or ATB in the case of New Generation or Hybrid plans) to pay for these
claims.

The examples above are used to illustrate that whilst PMBs as a benefit offering
are a standardised package, the risk-management tools used by schemes to manage the
costs associated with PMBs make direct comparison across the options difficult and
further hampers the complexity for the laymen consumer. It is also evident that the
existence of PMBs restricts benefit design and limits the extent to which schemes can
lower contribution rates®”. Their presence might provide a possible explanation as to the
lack of affordability for low-income consumers identified in the affordability investigation.
This was a finding echoed by the LIMS Report (2006) where they stated that there exists
a clear trade-off between the “comprehensiveness of cover offered by the PMBs in the
current medical scheme market, and the affordability barrier that these PMBs create for
low-income households” (Broomberg et al., 2006:22).

The impact of PMBs on benefit design leads to a point that needs consideration, the
cost of regulation on benefit design. The literature presented in section 3 demonstrated
that the pooling of risks and the ability to attract as diverse and as large a group of
risks as possible is fundamental to the long-term sustainability of any medical scheme.
However, the structure of the medical scheme environment as it stands, is incomplete.
Open-enrolment, community rating and PMBs without mandatory cover and some form

of a risk equalisation mechanism, has created the incentive for schemes to design benefit

57In 2001, it was determined that the industry community rate for PMBs was R199.69 per benefi-
ciary per month (R419.16 in 2014 Rands). However, this was before the introduction of emergency
medical conditions (2003) and the CDL (2004), which would likely raise the community rate for PMBs
substantially (McLeod, 2005)
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options in a way that enables them to both ‘select’ their risk profile in order to achieve
as young and as healthy a risk pool as possible as well as separate beneficiaries into more
homogenous sub-pools®® - with the results above demonstrating that schemes appear to
be doing just this. In the absence of a REF, the community rate for PMBs within each
option differs depending on the age and health profile of the option. The consequence of
this is that members are paying different prices for the PMB package in different options.
The REF and Circular 8 of 2006 (see section 3.1) were both proposed solutions to this as
they would have ensured that, either across the scheme or across the industry, members
paid the same amount for PMBs.

In addition, the impact of this incomplete regulatory framework is compounded by
the presence of MSAs (which reduce the size of risk pools), an ageing medical scheme
population, the absence of a risk-based capital approach and the large disparity in the
size of different schemes. Thus, the need to attract as large and as diverse a group
of members as possible provides credence to the need to have multiple benefit options.
Furthermore, the more options there are, the more sub-pools there are, and if each of
these is relatively homogenous, the more likely the member is to be paying an amount
that closely approximates their risk rate. Whilst this might increase the complexity for
the consumer and hamper decision making, by offering options that cater to the healthy
and to the sick, the scheme can diversify their risk pool while at the same time create
more homogenous risk pools- and hence achieve greater cross subsidisation across the
options. The schemes design decisions, might then be seen as rational choices given the
incomplete regulatory environment that currently surrounds them.

In addition to these regulatory factors, the current structure of South Africa’s dual
healthcare system, with the perceived quality differences that exist between the pub-
lic and private healthcare delivery sectors brings its own set of challenges into benefit
design. Whilst a limited number of benefit options (6) were identified as using state

facilities to provide treatment for certain procedures, the remaining options made use of

58This argument, again, ties back to the fact that schemes may not necessarily be designing options

to ‘cherry-pick’” members
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private facilities to provide the majority of services. Since the private healthcare sector
is more expensive, this limits the extent to which schemes can lower contribution rates
for consumers and ultimately limits the benefits that schemes can offer to beneficiaries.

Whilst the findings of the analysis show the deep complexities involved in analysing
benefit design, it is also evident that this complexity might be necessary and serve an
important purpose in the current regulatory framework. Since healthcare resources and
the resources of the schemes are limited, medical schemes need to ration the benefits on
offer to beneficiaries. As such, complexity in benefit design acts as a form of implicit
rationing- i.e. if beneficiaries are unaware of the benefits available to them, they will not
claim. This implicit rationing function serves as a possible explanation to the ‘implicit
benefit design’ features observed throughout the benefit options. In addition, in a hypo-
thetical medical scheme environment where members can easily compare benefit options,
it is inevitable that there will be a large anti-selection effect. That is to say, if beneficiar-
ies could easily compare available alternatives they will pick the option that best meets
their needs for the least cost. This will, in all likelihood, result in a destabilisation of
risk-pools and the unaffordability of coverage to the elderly and the sick owing to the
reduced cross-subsidies occurring within benefit options.

After examining all medical scheme brochures, it is difficult to state, based on obser-
vation, whether or not members of medical schemes are being treated fairly. The implicit
complexity of South Africa’s health system, the regulations surrounding medical schemes
and of healthcare in general (complicated medical terms and jargon) make marketing a
benefit option to a consumer in a manner they will understand, a complex task. However,
despite this implicit complexity, it is clear that medical schemes can do more to better
enable their beneficiaries to make better and more informed decisions. Rusconi et al.
(2014) agreed with this sentiment, where they stated that there are a number of compel-
ling reasons justifying increased transparency in the medical scheme environment. As an
illustration, with regards to PMBs, many schemes failed to elaborate where they stated
that “hospital benefits would only cover the costs of PMBs”- a laymen consumer might

not know what this would entail, what benefits this would entitle him/her to and what
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conditions and guidelines they would need to follow in order for their claim to be covered.
In addition, schemes often stated that certain categories of benefits offered ‘unlimited’
cover. However, in reality, this would often entail covering only the first, say R500 000 of
expenses, and thereafter the beneficiary would have to pay a co-payment for any further
cover. These ‘implicit benefit design’ features potentially serve as the most harmful to
consumers.

This point leads to an interesting observation- the role of brokers within the benefit
design environment. With 172 options on offer, complex terminology used in brochures,
different protocols, rules and terms of coverage in place, and the lack of any form of
standardisation of benefit design across schemes, the need for brokers is evident. Fur-
thermore, as a consequence of this complexity, consumers may not have the capacity,
time or technical expertise to accurately judge which option is best for them and their
family. However, a reliance on brokers to sell these options and to act as intermediaries
to prospective members creates its own set of challenges. In a system where brokers are
relied upon to sell products, the remuneration structures that schemes have in place for
brokers becomes a key determinant as to the number of members the scheme is likely
to attract and hence the resulting risk profile of the scheme. This finding corroborated
with McLeod (2005) where she stated that “the presence of brokers in the open scheme
market is intimately connected to the competitive dynamics between open schemes and
the short-term nature of the industry” (McLeod, 2005:21).

Whilst remuneration of brokers (commissions allowed per member is capped) is reg-
ulated, this does not restrict other incentive structures being put in place to motivate
brokers to have preference of one scheme over another. For example, the commission
structures for bringing members onto a scheme’s loyalty program and indirectly onto the
scheme’s membership can have their own remuneration structure. Furthermore, since
brokers are remunerated as a percentage of monthly contributions, there is also the in-
centive for brokers to encourage growth at the high end of the market (despite the cap in
commission payable) with low-income consumers thus losing out the most. This is com-

pounded by the fact that low-income individuals are generally less educated and perhaps
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require the most assistance in deciding on which benefit option to join. The LIMS Report
(2006) also arrived at this conclusion where they recommended that the current broker
business model be altered to enable distribution in the low-income market (Broomberg
et al., 2006). Broker activities might also provide a possible explanation as to why be-
neficiaries might join a more expensive option that offers identical benefits to a cheaper
option.

‘Implicit’ has been a word used throughout this paper and it is now clear why. Health-
care, and by extension medical schemes, is a ‘layered’ industry, in that there are numerous
outcomes possible from any number of circumstances. Take for example, a patient dia-
gnosed with cancer, there are multiple varieties of cancer, all of which will require their
own treatment and different combinations of medication. Thus it is difficult to put every
detail into a medical scheme brochure that will cater to every single member’s healthcare
needs and deal with all the terms and conditions necessary to provide a complete picture
of benefits available. ‘Implicit benefit design’ thus refers to all the nuance and niché
benefit offerings, any penalties for non-compliance of scheme rules and any mechanisms
employed by a scheme to control member utilisation (such as co-payments and deduct-
ibles) which may not be directly visible on the schemes brochure without doing more

in-depth analysis.

9.1 Limitations and Further Research

Medical scheme benefit design represents a large and complex environment. Consequently,
to have a clearly defined research question the scope of this dissertation needed to be

carefully outlined which necessitated a number of limitations.

9.1.1 Benefit Options

The investigation into the affordability of medical scheme contributions looked at all 172
open-scheme options, whilst the analysis of benefit design was done on a subset of 118

options. Although these options represented 92.63% of the beneficiary market share of
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all open schemes, inclusion of the remaining options presents a further area for research.

In addition, whilst affordability was tested on 3 income levels and 6 family structures,
the analysis of benefit design was restricted to a family with a single member and 1 child
dependant (1A1C), with the principal member earning R10 580 per month. It is im-
portant to note, however, that most schemes cover the same benefits regardless of family
size and merely create higher limits for each additional dependant included- the primary
difference would thus be the monthly contribution paid. Thus, this limitation may not
change results significantly, but analysing benefit design from multiple family structures
and income levels might provide additional information that cannot be captured when

restricting the study to one family and income level.

9.1.2 Benefits

This dissertation was limited in that the analysis of benefit design focused on the ‘core’
medical expenditure elements of benefit options, namely: in-hospital benefits, day-to-day
benefits, chronic benefits and additional medical benefits available. However, it did not
look at any supplementary non-medical benefits on offer, such as the existence of a loyalty
programme.

This area of non-medical-benefits requires further exploration in order to fully ascer-
tain the value® members get from joining a particular medical scheme or loyalty program.
In addition, the existence of a loyalty program might provide possible explanations to
questions that arose out of this dissertation, such as why consumers chose to join an
option that was more expensive and yet offered the same ‘core’ medical benefits as an
alternative option. The area of value-for-money could then be explored as a fully.

There has been little research conducted into medical scheme benefit design in South
Africa in the last decade. The consequence being, that this dissertation needed to deal
with the high level results before being able to conduct a more detailed analysis of partic-
ular aspects of benefit design. Expanding on this study and delving deeper into certain

results identified would be useful in providing a more accurate and comprehensive pic-

59price versus benefit
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ture of the benefit design environment. In particular, a detailed analysis of the implicit
benefit design features used throughout the schemes, such as the co-payments and other
risk management mechanisms employed, would provide a more complete explanation as

to the price differentials observed between different options.

9.1.3 Findings

This study identified that options offering cover for additional chronic conditions in excess
of those covered on the CDL appeared to be less affordable than options not offering this
benefit. In order to fully verify such a result and ascertain the drivers that make benefit
options unaffordable one would need to run further analysis, potentially in the form of
a Generalised Linear Model. In addition, since this analysis was largely done from a
qualitative standpoint, it would be useful, and perhaps provide more significant results,
to run a full statistical analysis of the results identified and of the differences between
benefit options.

Whilst conducting a quantitative analysis of benefits would be useful, there are a
number of limitations that prohibit the analysis. In particular, some sense of member
preferences would be necessary in order to ascertain what benefits are favoured by differ-
ent consumers- this would assist in assigning weights to the various benefit categories. If
these preferences were not available, detailed claims distribution data would be necessary
in order to identify what aspects of benefit design are most frequently consumed- one
would then be looking at data for some assumed population, which would then need to
be scaled-up in line with the actual population. Such data might be difficult to obtain,
particularly at the beneficiary level, and justifies the need for some form of a qualitative
analysis to be carried out beforehand so that the parameters for a quantitative study can
be clearly defined.

The impact of regulation on benefit design was touched on earlier, and whilst this
project explored the qualitative impacts visible on benefit design, it did not explore the
quantitative impacts. As an illustration, this project identified PMBs as an obstacle that

limited schemes ability to innovate and lower contribution rates. These findings were
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not in isolation with many studies identifying PMBs as being too expensive and hence
limiting schemes’ ability to innovate within the benefit design environment. Quantifying
the costs of regulation on benefit design and examining the limitations that regulations
pose on benefit design therefore present areas for further research.

The complexity of benefit design coupled with the large number of benefit options on
offer, identified the need for brokers and advisers in order to facilitate the selling pro-
cess. Exploring the impact that brokers have on member movement between options and
between schemes represents an area for further research and might provide explanations

for a number of findings identified in this analysis.

9.2 Final Comments

This section illustrates that whilst the methodology of this dissertation faces a number
of limitations, it also represents a useful framework for the future analysis of medical
scheme benefit design. In particular, the analysis of benefits by plan type and the break-
down of benefits into the ‘major’ or ‘core’ aspects of benefit design, provides a useful tool
with which to convey key results and to explore benefit design further. Thus, despite the
difficulty in carrying out a full, extensive comparison of benefit design and the possibil-
ity of missing out on differences between options (owing to implicit elements of benefit
design), there is value in doing a high-level comparison using the dimensions identified
in this dissertation. Development and expansion of this methodology would thus enable
greater and more accurate comparison of benefit design and assist in the making of more
informed decisions necessary to reform the medical scheme environment. As such this
approach represents a significant opportunity for the South African medical scheme en-
vironment to achieve greater understanding regarding benefit design and its implications
on consumers and schemes.

This dissertation set out to analyse benefit design in open schemes with the intention
of providing an overview of the structure and nature of benefits available to consumers,
together with how and why these benefits differed between options. It was clear that ob-

servable and verifiable differences existed between the benefits offered on the options, the
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demographic characteristics of the beneficiaries these options serve, together with their
corresponding contribution rates. Whilst this dissertation demonstrated the complexity
that the consumers face in analysing benefit options, it is clear that this complexity serves
a vital purpose in order to ensure the short-term sustainability of schemes’ risk pools- a
consequence of the incomplete regulatory environment surrounding the schemes. How-
ever, despite the necessity of complexity, increasing the transparency with which schemes
market their benefit options might overcome a number of pitfalls, particularly with re-
gards to ‘implicit benefit design’. This dissertation has merely scratched the surface of
medical scheme benefit design, which requires much attention in order to facilitate ex-
pansion of coverage and to assist in the reforming of the environment which is undergoing

significant change.
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Appendices

A List of Medical Schemes
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B List of Benefit Options
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C Proportion of affordable options using income bands

Table 7: Proportion of affordable options using income bands under a 50% employer subsidy
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Table 8: Proportion of affordable options using income bands under a 0% employer subsidy
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