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DPERATIONAL AND ADMINISTRATIVE ACTIVITIES

. COUNCIL FOR MEDICAL SCHEMES

The Council for Medical Schemes is a statutory body established by the Medical Schemes Act to serve
both the interests of the public and of members of medical schemes. The Registrar of Medical
Schemes is the Executive Officer of the Council.

The functions of the Council are:

3d

o a0

to protect the interest of members of medical schemes with regard to medical schemes matters
at ali times;

to control and co-ordinate the activities of medical schemes;

to advise the Minister on matters concerning medical schemes; -

to investigate complaints and settle disputes in relation to the affairs of registered medicat
schemes; and

to perform other prescribed functions.

The Council consisted, during the reporting period, of the following members:

Prof. N Padayachee Chairperson
Dr JE Cornell Elected Deputy Chairperson
Mr DM Brennan

Dr BA Brink

Mr BT Brooks

Dr S Guiube

Mr SJ Kgamphe

Mr AM Leveton

Dr- G Martin

Mr PT Masobe

Ms DL Pearmain

Dr SM Pillay

Mr R Sono

Dr COM Setsubi

Mr RB Speedie

The Council met on five occasions and the Executive Commitiee of Council met on ien
occasions to carry out its responsibilities.

A large amount of Coungil's time during this period went into consideration of the new Medical
Schemes Bill. Council provided the Minister with a detailed report on its comments on the Bill.
Council supported the underlying principles of non discrimination and community rating
contained in the Bill and emphasised the need to improve governance over medical schemes.

Registrar of Medical Schemes
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g OFFICE OF THE REGISTRAR
| The Registrar is the Executive Officer of Council and is at the head of its operations. The Registrar and

his staff are responsible for:

] the registration of medical schemes and amendmenis to their rules, in a manner which complies
with the provisions of the Medical Schemes Act, and the regulations framed there under as well
as resolutions adopted by the Counci! from time to time.

. financial supervision of registered schemes. This included the collection of statistical
information, audited financial statements and annual reports from both registered and exempied
medical schemes. In addition, various schemes are required to report to the Registrar with a

view to monitor their financial soundness.

) advising the public, managément of medical schemes, employers and others on matters relating
to medical schemes and the Act,

3 One hundred and seventy two medical schemes were registered during the period under review.
Details are provided in the annexures to this report.

' REGULATORY DE\_IELOPMENTS

The Medical Schemes Bill was published during 1988 for general comment. The parfiamentary process
was completed during this period and the Act was published in December 1998. The Medical Schemes
Act, 1998, Act No 131 of 1998 replaced the former Act and came into operation on 2 February 1999.

The Act introduces a new approach to governance, regulation and supervision of medical schemes and
related activities. The Act seeks to provide greater protection to the public and fo enhance access fo
private health care cover within a community rated environment, which aims 1o strengthen “he principle
of, cross_-subsidization amongst members in larger risk pools.

The new Act clearly delineates the business of a medical scheme and is complemented in this regard
by the amendments to Insurance legislation. The Act also requires that all entities that carry out the
business of a medical scheme should be required to register under the Act.

The Act will also improve substantially the governance and financial supervision of medical schemes. It
will also require that schemes maintain a solvency margin of 25%. Medical schemes will also be
required to diversify their assets in order to minimize risk. Schemes are prohibited from hoiding equity
in any administration company and any participating employer.

‘Provision is made for accreditation of medical scheme administrators, managed care organisations and
other intermediaries.

Registrar of Medical Schemes
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. LIQUIDATION

Council consented to an application to the High Court in Pietermaritzburg to liquidate Medifife Medical

gchemes in view of material irregularities with the management and administration of the scheme and

 resultant insolvency of the scheme. The High Court subsequently approved the fiquidation of the
scheme. Action has been instated against certain persons and parties who were instrumental in the

management and administration of the scheme.

The following medical scheme was liquidated during the period under review:

Medilife Medical Scheme w.e.f 1 September 19297.

East Coast Medical Plan applied for voluntary liquidation during 1998.

. REGISTRATION, NAME CHANGES AND AMALGAMATION OF MEDICAL SCHEMES
The following medical schemes were registered during the period under review:
Anglovaal Group Medical Scheme w.ef. 1 August 1897,
Aumed Medical Scheme w.e.f. 1 December 1997,
CSIR Medical Scheme w.e.f. 1 April 1997;
cU Health Medical Scheme w.e.f. 01 May 1998;
Engen Medical Benefit Fund w.e.f. 1 September 1997;
JCI Medical Scheme w.e.f. 28 August 1998,
Medgold Medical Scheme w.e.f. 1 January 1997,
Minemed Medical Scheme w.e.f. 1 January 1897,
Provia Medical Scheme w.e.f. 1 October 1998 ( Registered on 17 Septemer 1998);
Ingwe Health Plan w.e.f. 1 November 1999; and
Foschini Group Medical Aid Scheme w.ef. 1 January 1999 (Registered on 18 November 1998.
The following name changes were registered during the period under review:
" Aiken and Peat Medical Aid Society to KPMG Medical Aid Society;

Bonmed Mediese Skema to Malasela Group Medical Scheme;

Registrar of Medical Schemes
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RT OF THE REGISTRAR OF MEDICAL SCHEMES

Carlton Paper Medical Plan to Pharos Medical Scheme (PIMASY);
Genmed Medical Scheme to Billmed Medical Scheme;
Makro SA Medical Aid Society to Massmart Health Plan;

Masters Builders and Allied Traders Association for the OFS Goldfieids Area Benefit Fund to Free
State Medical Scheme;

Mines Benefit Society to Cawmed Medical Scheme;,

Ferromed to Kopano Healthcare;

Grinaker Electronics Medical Aid Scheme to Grintek Medical Aid Scheme,
Group Five & Everite Healthcare Plan to GBMED;

Momentum Health Medical Scheme to Discovery Health Medical Scheme;
Kap Investments Medical Aid Society to Moremed Medical Scheme;

AAC Mines Medical Scheme to Anglogold Medical Scheme; and

CU Health Medical Scheme to Resolution Health Medical Scheme.

. The following schemes amalgamated or transferred their business as indicated during the period under
review.

- Vrystaat Munisipale Mediese Skema with Munimed w.el.f. 1 January 1998;
Morcop Medical Aid Society with Tiger Oats Medical Scheme w. e. f. 1 January 1998,
SACTA Medical Aid Soclety with Protea Medical Aid Society w.e.f. 1 January 1898;

Protea Assurance Staff Medical Ald Society (PASMAS) with Mutual & Federal Medical Aid Fund
w.e.f. | January 1998;

Consolidated Employers’ Medical Aid Society {CEMAS) with Medical Expenses Distribution
Society (MEDS) w.e.f 1 January 1998;

Bloemmed Medical Society with Northern Medical Society w.e.f 1 July 1998;

Senmed Benefit Plan (an option within Alliance Benefit Society) with Finmed Medical Scheme
w.e.f 1 July 1998; :

South Atlantic Corporation Medical Aid Society (SACMAS) with Anglovaal Group Medical Scheme
w.e.f. 1 May 1998;

Registrar of Medical Schemes
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Trimed with Ferromed w.e.f. 1 July 1988;

Reunert Medical Scheme with Discovery Health Medical Scheme; and

Goldfields Medical Aid Society with Meddent Medical Scheme.

The registration of Helpmed and Malasela Medical Scheme were withdrawn with effect from 1 January
1998 since they ceased to operaie.

pMembership of international associations

The Council is @ member of the International Federation of Health Funds. The Federa‘ion held its
biennial conference in South Africa during 1998.

ANALYSIS OF AUDITED FINANCIAL STATEMENTS AND STATUTORY RETURNS

The audited financial statements of medical schemes for the 1996 and 1997 financial years have been
analysed and the results are reflected in the annexures attached to this report.

CONCLUSION

| wish to record my appreciation for the co-operation received from the Council, the Executive
~ Committee of Council, medical schemes, administrators of schemes, the various professions, the
Financial Services Board, my colleagues and consultant for their assistance, goodwill and dedication
during the period under review.
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RESULTS

" FINANCIAL SUMMARY

Funds:

financial year.

its liabilities at all times.

calendar years.

Financial statements prepared in accordance with the SAICA Audit and Accounting Guide on Medical

s shall present the state of affairs and the business of the medical scheme and the results thereof
at the end of the financial year and the surplus or deficiency of the medical scheme for the

a shall at all imes maintain its business in a financially sound condition by having assets,
" providing for its liabilities and generally conducting its business so as to be in a position to meet

include a trustees' report containing relevant information indicating whether or not the resources
of the medical scheme have been applied economically, efficiently and effectively.

" The consolidated audited financial results for the period of assessment are shown in Annexure Aand B

" The bar chart befow shows how the net asset position of the medical schemes has grown the past ten

ALL SCHEMES
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5 MEMBERSHIP

The medical schemes have been considered in terms of overall size, average membership, ratio of
dependants to average principal members and the ratio of continuation members to principul members.

The overall size provides an indication of economies of scale while the other statistics provide an
indication of the main characteristics of membership demographics, which affect overall claims
experience. Continuation Members tend to claim significantly more per beneficiary than ordinary
members. Similarly, members with a relatively high number of dependants are expected to claim more

per principal member than members with few or no dependants.
Detailed results for the period of assessment are shown in Annexure C,GandH

The size of the Registered Medical Schemes {by number of Principal members) at 31 December 1997
are shown below:

REGISTERED SCHEMES
BY NUMBER OF MEMBERS
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TRAR OF MEDICAL SCHEMES

The bar chart below shows how the membership position of the medical schemes has fluctuated over
{he past ten calendar years.

BENEFICIARIES COVERED BY MEDICAL SCHEMES
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'BENEFITS PAID

When accounting for claims (benefits paid), a fund charges to the income statement the total estimated
cost of settling all claims, net of members' portions, arising from healthcare events that have ocecurred in
the period, whether or not reported by the end of the period. Provisions or accruals are made at the
end of the period for the estimated cost, net of re-insurance, members' portions, of all claims not settled
at that date less amounts already paid, whether arising from events occurring during that period or
earlier periods, and whether or not notified before the close of the accounting period.

Net Claims Incurred represent the amount of claims incurred in respect of benefits for which the
scheme is at risk. Where the relevant information has been provided, Net Claims Incurred has been
calculated as Gross Claims lncurred less re-insurance recoveries, discount received, and claims
towards savings plans, plus noflow claim bonuses, and net increase in provision for outstanding claims.

It is important to note that due to the issue of the SAICA guide, the comparative figures have been
restated. Therefore the resuits calculated for schemes in different years may not be direcily
comparable.

Registrar of Medical Schemes
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RAR OF MEDICAL SCHEMES

Benefits paid (Gross Ciaims incurred) have been compared as a percentage of Gross and Net
Contribution Income and as a Rand amount per principal member per month, based on the average
number of principal members during the year.

Detailed information for the period of assessment is shown in Annexure D, G and H. The benefits paid
are in respect of both that for which the scheme is at risk and not at risk.

The foliowing graphs indicate how benefits paid have increased mainly due to a tariff increase for
providers of services, members using the services more frequently and benefit limits for services being
increased in instances where maximum benefit allocations per financial year applied.

PER MEMBER CALCULATIONS PER MEMBER CALCULATIONS
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EDICAL SCHEMES

The pie chart below shows the benefits paid distribution

BENEFITS TO MEMBERS: 1997
(EXCLUDING PROVISIONS)
MEDICINES
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The bar chart illustrates the fluctuations in the cost drivers for the past ten calendar years
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REVIEW OF OVERALL BUSINESS

Medical schemes are accounted for on an accrual basis. Financial statements prepared in accordance
with the SAICA Audit and Accounting Guide on Medical Funds separately identify contributions and
claims in respect of benefits for which the scheme is not at risk.

A medical scheme may either employ administration staff (i.e. a self-administered scheme) or appointa
professional administrator to administer the scheme. In some instances, the administration functions
are performed by other medical schemes to achieve econormies of scale.

Where the relevant information has been provided, administration expenses do not include Health Care
Management expenses.

The Operating Profit/(Loss) is the result for which the scheme is at risk for the current accounting
period, including any adjustments arising from previous outstanding claims provisions and other related
estimates, and results of re-insurance arrangements, but excluding investment income and profits and
" losses on the sale of assets. '

“'Net Contribution Income represents the amount of contribution income in respect of benefits for which
the scheme is at risk. Where the relevant information has been provided, Net Contribution Income has
* been calculated as Gross Contribution Income less re-insurance premiums, contributions towards
- savings plans and pre-funding plans, and any other contributions in respect of benefits for which the
scheme is not at risk.

* Where the relevant information has been provided, Net Claims Incurred has been calculated as Gross
- Claims Incurred less re-insurance recoveries, and discounts received. It is inclusive of any change in
provisions for outstanding claims and any noflow claim bonuses that have accrued. The Operating
 Result is therefore sensitive to the particular method and assumptions used when calculating the
 provision for outstanding claims. :

Since the information provided generally confains consolidated results for all benefits options of each
scheme, the restlts shown in this report will not indicate the performance of a particular benefit option
of a scheme.

Total incdme includes operating income and investment income. The Accumuiated Funds of a scheme
will increase/(decrease) during the period of assessment by an amount equal to total income less total
expenditure, adjusted for any transfers to/from specific reserves.

The net assets of a scheme include accumulated funds, asset revaluation resetves, other reserves set
aside for specific purposes and any long term liability.

The solvency of each scheme have been measured by calculating the ratio of accumulated funds at the
end of the period of assessment to Net Contribution Income during the period of agsessment.

The accumulated funds shown do not include reserves set aside for specific purposes, provided that
these reserves have been separately identified.

Registrar of Medical Schemes
Page:13




STRAR OF MEDICAL SCHEMES

" Net Contribution Income in respect of the solvency ratio represents the amount of contribution income
in respect of benefits for which the scheme is at risk. Where the relevant information has been
. provided, Net Contribution Income has been calculaied as Gross Contribution Income less contributions
ipwards savings plans and pre-funding plans, and any other contributions in respect of benefits for

which the scheme is not at risk.

1t is important to note that due to the issue of the SAICA guide, the comparative figures have been
restated. Therefore the results calculated for schemes in different years may not be directly -

" comparable.

Detailed resulis for the period of assessment are shown in Annexure E and F

The following graph indicates how operating results and net results, which include invesiment income,
have fluctuated over the past ien calendar years.
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“ The bar chart below shows how the operating results, as a percentage of contributions, have fluctuated
. over the past ten calendar years.

OPERATING RESULTS AS % OF CONTRIBUTIONS
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The graph illustrates how the Net Contribution percentage increase, the benefits paid percentage
“increase and the medical inflation percentage increase (per Statistics South Africa), have fluctuated

" over the past ten calendar years.
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_ SCHEDULES OF RESULTS
QN_'SOLIDATED BALANCE SHEET ANNEXURE A

REGISTERED EXEMPTED CONSOLIDATEDR
1997 1986 1997 1996 1897 1996
R'0CO R'000 % Changg] R'C00 R'DC0 % Change| R'000 R'000 % Change

4,327,794 3,450,912 25%| 65,848 (113,650) -158%| 4,393,642 3,337,263 32%

119,096 110,837 7% - - 0% 119,096 110,837 T
NDING PLAN RESERVE 265,420 - 100% - - 0% 265,420 } 100%
178,170 - 100% - - D%| 178,170 - 100%)

g24,132 735,906 26% 4,281 6,236 -31%| 928,414 742,142 25%

MEMBERS' FLUNDS 5.814,612 4,297,655 35%| 70,120 (107.444)  -165%| 5,884,741 4,190,242 40%
URRENT LIABILITIES 364,923 12,400  2843%| 185,999 - 100%| _ 550,822 12,400  4343%|

-ding plan liability 84,253 1 100w 4 0% 84,253 100%
i 193,433 {1 100%| 67642 J 1oo%| 261,075 {  100%
26,162 12400  111% | i 0% 26162 12,4000  111%

61,075 4 100% 118,357 1 oow 179,432 1 1009

6,178,535 4,310,055 43%| 256,128 (107,414)  -338%| 6,435,664 4,202,642 53%)|

PLANT & EQUIPMENT 156,039 170,837 -9%| 13,495 5,687 137%| 169,534 178,524 -4%
NT! 4,407,462 4,567,879 -4%{ 152,707 93,942 63%| 4,560,168 4,661,822 -2%]
ENT ASSETS/(LIABILITIES)| 1,616,034 (42B,662) -477% 89,927 (207,043) -143%| 1,705,961 (B35,704) -368%
\ 4,774,727 2,338,625 104%] 403,220 248,852 B2%! 5,177,847 2,587.478 100%

1,374,650 1 ,339,666 3%| 157,887 130,998 21%)| 1,532,537 1.470,663 49

1,339,084 998,559 34%| 229,451 117,856 o5% 1,568,539 1,116,815 40%

shand cash equivalents 2,060,993 E 100%] 15,881 E 100%! 2,076,874 E 100%
3,158,683 2,767,287 14%| 313,283 455,895 .31%| 3.471,986 3,223,182 8%

nd provisions 1,312,814] 1,120,14 17%| 86,803 271,756 -68%| 1,399,617 1,391,800 1%

g claims provision 1,652,248 1,401,718 11%j 216,165 179,300 21%| 1,868,413 1,671,018 12%
64,327 45,898 40% 3,731 3,839 -3% 68,059 49,737 37%i

128,303 109,522 18% 5,504 1,000 559% 135,897 110,522 23%|

6,179,535 4,310,055 43%| 256,129 (107.414)  -338%| 6435664 4,202,642 53%
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