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INTRODUCTION
In March 2005, the Ministerial Task Team on SHI and the Council for Medical Schemes established a Consultative Investigation into Low Income Medical Schemes (LIMS). The Terms of Reference of LIMS are attached. In brief, its objectives are to consult widely with health sector stakeholders in order to establish the main obstacles to extending medical scheme coverage to low income households, and to propose solutions to overcome these obstacles.

As a result of its brief, LIMS has a strong interest in the impact of the National Treasury (NT) proposals regarding tax treatment of medical scheme contributions on current low income members of medical schemes, and on potential expansion of coverage to low income families. For this reason, LIMS commissioned Deloitte to do some analysis on the potential impact of the NT proposals on low income scheme membership. This document summarises those findings briefly. The Deloitte report is attached. 

It should be noted that this submission does not constitute a mandated consensus position of the LIMS stakeholders, as there has been insufficient time to obtain such a consensus. It is nonetheless submitted in the interests of adding to the information available to NT as it considers its final proposals. 

IMPACT OF NATIONAL TREASURY PROPOSALS ON LOW INCOME EMPLOYEES
1. The NT proposals will make medical scheme coverage marginally more affordable to the relatively small group of low income employees who already obtain subsidies from their employers. 

2. As a result of low marginal tax rates, the incremental tax benefit of the NT proposals will not be sufficient to encourage presently uncovered employees to take out cover, nor to extend cover to uncovered dependents. The fundamental obstacle to extending coverage is the net cost to the employee of the medical scheme premiums. These remain too high for most low income employees, given low disposable income and other competing claims on such income.

3. One way to reduce the net cost to employees would be for employers to extend subsidies to these employees. However, there is much evidence, including the recent Old Mutual Healthcare Survey, which confirms that employers are unwilling to do so to any great extent at present. This situation is unlikely to change as a result of the NT proposals.
4. For these reasons, the current NT proposals are unlikely to make any material progress towards the stated objective of expanding risk pooling amongst low income families. For this reason, the NT projections of incremental cost to the fiscus due to increased medical scheme take-up are unlikely to materialise.
PROPOSAL FOR A DIRECT PREMIUM SUBSIDY TO LOW INCOME MEDICAL SCHEME MEMBERS

1. To the extent that NT is willing to make an incremental contribution to the quantum of subsidies for medical scheme coverage, a much more direct and effective mechanism would be to provide a direct premium subsidy to members of qualified low income medical schemes.

2. The LIMS process is developing proposals for a new class of medical schemes (LIMS schemes), open only to those earning below a defined threshold income. Such schemes may be exempted from the requirements of the Prescribed Minimum Benefits (PMBs), and would hence be able to offer lower cost and more affordable packages. This will hopefully be assisted by cost reductions throughout the healthcare chain, including administration costs, costs of medical services etc. It is hoped that such schemes could be introduced by January 2007.
3. NT should consider providing a direct premium subsidy to the members of such LIMS schemes. This could take the form of a defined Rand amount per beneficiary per month, provided directly to the medical scheme from NT, on the basis of returns from the scheme. The impact of these subsidies would be to directly reduce the premium payable by the member. The significant increase in affordability would also likely encourage employers to make further contributions to employee subsidies, and the net effect could therefore be very substantial reductions in the net premiums actually payable by low income employees.
4. The modelling carried out by Deloitte, using LIMS data obtained from the Stats SA General Household Survey 2004, shows the likely expansion of coverage amongst low income families in the household income range of R2000 – R6000 per month, based on the following assumptions:

a. The total cost per beneficiary for LIMS package is R200 per month

b. Households can afford to spend either 5%, 8% or 12% of gross household income on medical scheme cover

c. Employers provide a 50% contribution subsidy for employees and dependents

d. NT contributes a direct premium subsidy of R50 or R100 per beneficiary per month

5. Using a baseline set of assumptions (households can afford 8% of gross household income and NT contributes R50 per beneficiary per month), the model provides the following results:
e. A total of 3.4 million additional lives would be brought into cover, representing a 50% increase in current medical scheme membership

f. The total cost of the premium subsidies would to the fiscus would be R2.07 billion. This is in the same order of incremental contribution suggested in the NT discussion paper, which we argue will not be utilised as a result of the current NT proposals
6.  The Deloitte paper provides results of the model using other parameters as well. 
7.  A detailed scenario generator model based on both the General Household Survey 2004 and the Labour Force Survey 2004 are available, and can be supplied to NT on request.

8. Based on these observations, we believe that NT should seriously consider the alternative of a direct premium subsidy to LIMS schemes , and the LIMS stakeholders would be keen and willing to work directly with NT in developing this idea further, should this be required. 

9. It is recognised that this proposal may not be appropriately considered on the timeframe envisaged for the current NT proposals. In this case, we would recommend that this proposal be considered subsequent to the finalisation of these current proposals. 
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