
 

26 April 2019 

 

The Health Market Inquiry 

Block 2a 4th Floor Trevenna Campus  

70 Cnr Meintjes & Francis Baard Street  

Sunnyside 

Pretoria 

0002 

 

By Email: EnikaP@compcom.co.za 

 

Dear Ms Pitso 

 

Discovery Health Medical Scheme (DHMS) submission following HMI seminars held on  

09, 10 and 12 April 2019 

 

In response to the stakeholder notice published on 15 April 2019, DHMS hereby highlights areas 

where the Scheme is either in agreement or differs with the HMI’s or other stakeholders’ 

proposed findings and recommendations as discussed at the aforementioned seminars.  

 

We remain committed to support the Inquiry’s objectives to find remedies to improve competition 

in the private healthcare sector for the benefit of members, and as such continue to be available 

should the Inquiry require further engagements in this regard.  

 

 

Yours sincerely  

 

 
 

Dr Nozipho Sangweni 

Principal Officer 

Discovery Health Medical Scheme 
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SUBMISSION IN RESPONSE TO HMI STAKEHOLDER NOTICE OF 15 APRIL 2019 

 

The Health Market Inquiry (HMI) hosted 3 seminars on 09, 10 and 12 April 2019. Following on the 

presentations and discussions at these seminars, stakeholders were requested to make submissions 

highlighting the key issues of commonalities as well as disagreements in relation to the HMI’s proposed 

findings and recommendations and the deliberations over the 3 days. 

 

In the sections below, the Scheme responds to this request.  

 

In this submission, Discovery Health Medical Scheme (DHMS/the Scheme) will not be commenting on the 

methodology, data completeness and analyses employed by the HMI, in this regard we concur with, and 

will therefore not repeat, the previous submissions made by our administrator, Discovery Health (Pty) Ltd 

(DH), who has presented detailed data analyses based largely on DHMS data, as well as comprehensive 

methodology critiques. We request that these be taken into consideration by the HMI. 

 

1.1. Facilities market concentration and remedies 

 

1.1.1 The impact of facilities on utilisation. 

 

We do not believe that the remedies proposed by the HMI (specifically capping of market shares 

and divestiture) will promote competition, instead we are of the view that implementation of value 

based care, where providers (facilities and healthcare professionals) will compete on value or 

outcomes, and are remunerated accordingly, is the most appropriate intervention to promote 

competition on a patient-centered basis, while in addition, promoting improved health outcomes 

and containing costs for members. 

 

DH has in its previous submissions, and also during the seminars, provided data to indicate that 

whilst tariff increases have not contributed significantly towards claims inflation (which has 

averaged 11% over the past few years), utilisation (both supply and demand side driven) has 

contributed approximately an additional 5.3% above CPI.  

 

Whilst this data may support the argument that if tariffs have not made a significant impact on 

medical inflation, then facilities’ concentration and therefore market power cannot be having an 

adverse impact on pricing (tariff), we wish to point out that market concentration does reduce the 

countervailing power of funders in implementing other managed care tools to manage utilisation, 

specifically in developing and maintaining hospital networks to control costs for members. This has 

been observed during tariff negotiations, which are conducted centrally, where a hospital group 

will leverage its total (national) market share to counter the Scheme’s power to exclude one or more 

of its hospitals (where appropriate) from participating in certain Scheme/option networks. Whilst 

we have to contract at the national level as DHMS has a national footprint, we do at times encounter 

difficulties at the regional level as facility groups apply resistance, exerting their power. 

 

1.1.2 In our experience we do not find that National Hospital Network (NHN) has significantly changed 

the market dynamics since 2014. DHMS exposure to NHN hospitals remains limited due to its 

footprint. Scheme data demonstrates that there has been a marginal shift in expenditure to NHN, 
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at approximately 2% over the past 5 years. Whilst it is true that NHN has grown, to say that it has 

grown as a “group” is misleading, as NHN is not a hospital group in the same sense as the other 3, 

but rather a “co-operative venture of medical enterprises” as defined by the Competition 

Commissioner, or in simpler terms a network of independent and competing hospitals, and as such 

does not possess the same amount of leverage from a competitive aspect as the big 3 hospital 

groups.  

 

Prior to the recent extension (in 2018) of its exemption to include collective procurement, NHN 

could not leverage buying power like the big 3 hospital groups; it remains to be seen how effective 

it will be in this regard going forward, given that the independent hospitals within the network 

compete with each other.  

 

Given the points noted above, we are in agreement with the HMI’s proposal for a centralised facility 

licensing framework based on a scientific needs based methodology. Given our significant share in 

the open market, we are willing to assist in market analysis to aid the decision making in this regard. 

 

1.1.3 Given the country’s history, and in line with the recently enacted South African Competition 

Amendment Act, 2019, we also acknowledge the imperative for an equitable facilities licensing 

framework that will support market entry of small and medium enterprises and historically 

disadvantaged entities, to enable them to compete on equal grounds with the incumbents. 

 

1.1.4 We support the strengthening of primary health care (PHC) and its funding, however, whilst we also 

support the Prescribed Minimum Benefit (PMB) review, we caution against the simplistic extension 

of the current (costly and hospi-centric) PMB package with the addition of a comprehensive PHC. 

 

1.1.5 We support care co-ordination, with the general practitioner (GP) as the primary care provider. We 

believe it may be most appropriate for the GP to be the gate-keeper on the proposed standardised 

base benefit package.   

 

1.1.6 Whilst the current capacity of alternative facilities including day surgery and sub-acute facilities is 

not optimal, we support progressive utilisation and funding at these facilities where clinically 

appropriate. 

 

1.2. Funders market concentration and remedies 

 

The Scheme agrees with the following findings and recommendations proposed by the HMI: 

 

1.2.1 The introduction of the Base Benefit Package, coupled with income rating and an appropriate risk 

adjustment mechanism. 

 

1.2.2 In order to mitigate information asymmetry, we support the development of a standard framework 

for presenting benefits to enable comparison of scheme options by members, with the assistance 

of their brokers. 

 

1.2.3 The implementation of a Low Cost Benefit Option (LCBO) framework to facilitate greater access to 

private healthcare cover by those who currently cannot afford it. 
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1.2.4 Collection and publication of data on quality of care and health outcomes by an independent 

organisation such as the Office of Health Standards Compliance (OHSC) or Health Quality Assurance 

(HQA). 

 

1.2.5 It is important to note that the majority of the growth in DHMS has arisen from members exercising 

their choice of cover (directly or through their employers) and there is a very high rate of 

membership turnover.  Any constraints on membership volumes would adversely affect members 

by limiting their ability to act where value is not adequate. 

 

1.2.6 We support the tariff setting mechanisms in the provisional report; a multilateral forum for the 

determination of maximum PMB tariffs for healthcare practitioners, whilst bilateral negotiations 

between funders and corporate providers (facilities and pathologists) should be permissible to 

promote more competitive tariffs in this sector. 

 

1.2.7 We support the advancement of designated service provider network contracting on the basis of 

not only price (especially FFS), but progressive evolution to alternative reimbursement models 

(ARMs) including risk-sharing, and reimbursement on value/quality/outcomes.  

 

1.2.8 To facilitate the above point, we strongly support the recommendations of the HMI for the Health 

Professions Council of South Africa (HPCSA) to review its ethical rules and embrace multidisciplinary 

teams (MDTs) practices and ARMs. Training of health professionals on MDT, and appropriate 

financing arrangements would facilitate this.  

 

The Scheme disagrees with the following statements by other stakeholders or the HMI’s provisional findings 

and recommendations: 

 

1.2.9 The HMI’s view that there is limited competition between schemes on factors that define the value 

of medical scheme cover (in terms of both contributions and extent of coverage). DHMS is a good 

example in that, whilst it has >50% of the open scheme market share, it has consistently over the 

past few years afforded its members approximately 16% lower average contributions compared to 

the next 8 largest open scheme competitors. In addition, DHMS has the lowest priced 

comprehensive benefit option compared to its competitors. The pricing differential and 

comprehensive benefits packages have contributed significantly to DHMS’ sustained growth in a 

relatively stagnant market, demonstrating its competitive edge on price and value. 

 

In addition to competing on price, DHMS has been able to demonstrate superior value to its 

competitors in terms of leading innovation, including in the development of alternative 

reimbursement and value based care models with providers.  

 

1.2.10 We also disagree with the HMI’s finding that members are unable to compare options to the extent 

that “the consumers’ ability to discipline funders through switching is restricted”. Our observation 

based on the analysis conducted by our administrator, DH, is that whilst the market has not grown 

in past years, there is a significant amount of “churn” between and within schemes. It has also been 

observed that there is greater switching between and within schemes by members with appointed 
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brokers than by members without brokers, which supports the active role of brokers in assisting 

members to consider their scheme/option choices regularly as their needs change. 

 

1.2.11 Consequent to the point above, we disagree with the proposal to cap schemes’ market shares, as 

suggested by PPO Serve. We believe this would have the undesirable effect of reducing funder’s 

countervailing power against providers, and thus result in increased tariffs and therefore 

contributions for members. We also note that larger scheme size generally results in more stable 

risk pools, improved pricing accuracy and better risk management.  

 

1.2.12 We also disagree with the Council for Medical Schemes’ (CMS) proposal to use a benefit 

segmentation tool to limit scheme options to 4 or 5. We believe, as is the case with DHMS, that the 

number of options should cater for a variety of price points and benefits to meet a diversity of 

members’ financial situations and health needs. Many of the other proposals, especially with 

respect to the complexity of PMBs and moving away from FFS reimbursement, would inherently 

lead to a simplification of benefits. 

 

1.2.13 We also disagree with the CMS’ proposal to penalise brokers for members’ plan choices.  Members 

ultimately make their choices based on their personal/families’ affordability parameters and other, 

more qualitative needs.  We believe that enabling consumer choice is vital and should be facilitated, 

with the support of brokers, not limited. 

 

1.2.14 We strongly disagree with the HMI’s view that governance failures are prevalent in the funder 

market. No evidence of systemic failure has been presented. We are confident in the case of DHMS 

that its Trustees have upheld their fiduciary duty, and are indeed accountable to members.  

 

1.2.15 We also disagree with the HMI’s view that schemes have demonstrated a profound lack of 

transparency and accountability to members. At DHMS we actively engage with our members in 

various ways and mediums, including but not limited to the comprehensive reporting through 

annual integrated reports, and presentations at the annual general meetings (AGMs) which are 

accessible to all members in all regions in the country through digital media and are subsequently 

available permanently on the website.  

 

1.2.16 DHMS Trustees do hold the Scheme’s administrator accountable through the Vested outsourcing 

model and the associated contracted administration and managed care service level agreements 

(SLAs). Details of the Vested model have previously been presented to the Inquiry.  

 

1.2.17 This fact has been audited and affirmed by the independent benchmarking reviews commissioned 

by the Scheme and conducted by Deloitte and Touche in 2013 and updated in 2018. The review’s 

objective was to assess and benchmark DHMS’ performance in relation to its peers, including a 

transactional governance review. Performance areas assessed were Financial Strength, Growth and 

Sustainability, Non-Healthcare Expenditure, Compliance, Governance and Reputation, and 

Innovation and Quality. This independent review has, on both occasions, confirmed DHMS is a top 

performer relative to its peers in the open scheme market. 

 

1.2.18 The members of the Board of Trustees (BoT) and its Committees are independent, all highly 

qualified and experienced professionals, and are appointed to the relevant committees based on 
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their professional expertise and knowledge. Policies that set the standard expected of the Trustees 

and independent members are in place. 

 

1.2.19 The members of the BoT execute their fiduciary duty effectively, with the support of the sub-

committees of the Board and an experienced team in the Scheme Office. The Scheme Office team 

works closely with the administrator, and is responsible for governance and oversight over the 

administrator.  

  

1.2.20 DHMS conducts effectiveness reviews of its BoT and Board Committees on an annual basis.  In 

2018, this review was conducted by the Institute of Directors of Southern Africa (IoDSA), as an 

independent external governance expert. According to the assessments, the Board of Trustees is 

performing at a “meets best practice” level and the Board also exceeded the IoDSA benchmark in 

all 6 categories evaluated (Board composition, Board responsibilities, Committees of the Board, 

relationship with the Scheme Office, stakeholder relationships, and Board meetings). This is highly 

reassuring with regards to the robustness of DHMS’ governance practices. 

 

1.2.21 As such, we disagree with the finding by the HMI that there is a failure of governance which aligns 

scheme interests too closely with those of administrators. As mentioned before in the context of 

DHMS, the Vested outsourcing model does require a close alignment with the administrator to 

facilitate attainment of the Scheme’s objectives as misaligned interests would promote divergent 

goals, to the members’ detriment. However, we emphasise again, this alignment is promoted within 

a best practice governance framework as noted above. The Scheme also subscribes to the King IV 

code of governance practice. 

 

1.2.22 We do not believe the University of Fort Hare’s proposal will improve governance as we believe, in 

our case, the interests of the Scheme and the administrator are suitably and appropriately aligned 

as discussed above, and the Scheme’s Trustees already effectively exercise their fiduciary 

responsibility and do hold the administrator accountable through the contracted SLAs, review of 

the administrator’s performance and independent reviews on the internal systems of control 

applied by the administrator. 

 

1.2.23 We disagree with the HMI’s promotion of the CMS remuneration framework. We believe a 

remuneration framework is best left to the trustees, who have a fiduciary responsibility for 

managing the business of schemes. DHMS in particular has a remuneration policy that is developed 

on well researched and independently validated (by PricewaterhouseCoopers) market benchmarks, 

which is reviewed and voted upon annually by the Scheme’s membership at the AGMs. Having the 

Regulator determine schemes’ remuneration frameworks is not in line with principles of good 

regulation, as the role of the Regulator should not be operational.  

 

1.2.24 The submissions made by DHMS to the HMI Provisional Report of 15 October 2018 and on the draft 

Medical Schemes Amendment Bill in September 2018 have reference and go into great detail in 

respect of good regulatory practices and why we disagree with the Regulator/CMS imposing a 

remuneration framework, and a skills competency framework for trustees. Should the HMI panel 

wish to review these submissions, we will be happy to provide them. 
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1.2.25 With respect to designated service provider (DSP) networks, we do not support the proposal for 

open tenders, as this would be administratively burdensome and inefficient for schemes and would 

diminish the value derived from contracting for members. Similarly, we do not support regulated 

terms for DSP appointments, this should be left to schemes’ trustees and management to 

determine as an operational matter. 

 

1.2.26 We support robust competition in consumer markets as it promotes better outcomes for 

consumers, and as such we support measures to promote competition amongst funders, subject 

to such measures not creating instability in the industry.  We therefore support the concept of 

regional schemes in principle and on a level playing field basis, however, due to the lack of detail 

on regional schemes in the provisional report, we reserve further comment pending the publication 

of a proposed framework for such schemes.   

 

1.3. Supplier Induced Demand and overutilisation 

 

As with the facilities concentration section, we will not comment on the analysis/methodology employed 

by the HMI leading to its finding of supplier induced demand (SID) and excess utilisation. We will only 

comment on the findings and recommendations. 

 

The Scheme agrees on the following findings and recommendations proposed by the HMI: 

 

1.3.1 Despite the hospital providers disputing this fact vehemently, DHMS has observed and experienced 

the phenomenon of SID. The data previously submitted and presented by our administrator, DH, 

to the HMI, clearly demonstrates a correlation between the opening of new hospital beds and 

increased utilisation, and this is more pronounced in certain regions like KwaZulu Natal.  This 

cannot be ignored or dismissed. The same has been observed by other schemes and 

administrators, including GEMS and Medscheme. 

 

1.3.2 We agree with the sentiment of other stakeholders, that whilst there is limited explicit evidence that 

hospitals are able to drive utilisation by themselves, they are significant beneficiaries of increased 

utilisation.  

 

1.3.3 As we cannot practically separate the healthcare professionals (mainly specialists) admitting and 

the recipient hospitals (as the hospital groups have confirmed that they do compete on which 

specialists admit to their facilities), we reiterate our support noted above for the development and 

implementation of a centralised licensing framework for facilities. 

 

1.3.4 In addition to the other remedies, we support in the facilities concentration section, we also support 

the recommendation for robust independent health technology assessments (HTAs). 

  

1.3.5 As our data indicates that demand-side utilisation drives medical inflation by at least as much as 

SID, we implore on the HMI to make recommendations to remedy the incomplete regulatory 

mechanisms for social solidarity, including mandatory membership (above a determined income 

level), risk adjustment mechanisms, and a low-cost benefit option (LCBO) framework. This is for the 

benefit and protection of our members and for the sustainability of the private healthcare system, 

which is a national asset. 
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Lastly, we also suggest that the HMI review the role of the pharmaceutical industry in the escalation of 

medicine costs in the private sector, and the potential role the state (public sector) medicine procurement 

mechanism could play in mitigating the high costs of medicine in the private sector (given that 

pharmaceutical companies often justify significantly higher single exit prices (SEP) in the private market as 

a means to cross-subsidise the lower state tender medicine prices). 

 

We also advocate for urgent health systems strengthening in the public sector in order that competition 

between the public and private benefits consumers. 

 

In conclusion, we thank the HMI for affording stakeholders, including the Scheme, with various 

opportunities to make submissions and representations to the Inquiry. We continue to be available and 

willing to support any other requirements of the Panel in working towards the completion of the Inquiry 

and publication of findings and recommendations that will promote equitable competition in the market, 

to the benefit of current members and towards the expansion of access to affordable quality private 

healthcare by many more South African citizens. 
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